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SERVICE CONCESSION FLEXIBILITY – ACCOUNTING CHANGE PROPOSAL 

 
1. INTRODUCTION 

 
1.1 This purpose of this report is to detail a proposed change to the accounting 

treatment of the Council’s School PPP (Service Concession) contracts following 
the issuing of revised accounting guidance by Scottish Government contained 
in Local Government Finance Circular 10/2022. 
 

1.2 As part of supporting the additional costs that arose during COVID, in 2020 the 
Scottish Government considered a financial flexibility that would allow councils 
to undertake internal accounting changes that extend the period over which the 
principal repayment of the unitary charge can be made which results in a one-
off retrospective benefit to the Council and ongoing annual savings up to the 
end of the original contract period.  In the remaining years following the end of 
the contract period, rescheduled debt repayments continue until the debt liability 
has been extinguished.   
 

1.3 This financial flexibility was considered for some time by Scottish Government 
and officers have now developed a proposal based on Local Government 
Finance Circular 10/2022 issued on 6 September 2022 and the details are 
contained within the body of the report along with the potential financial 
implications.  Whilst in the medium term financial gains are significant and are 
very welcome in the context of financial challenges facing the Council, it is 
important that Members consider the longer term implications and recognise 
that the use of the one-off retrospective benefit released by this proposal needs 
to be carefully considered.  The guidance is clear that any proposal requires 
approval by full Council.  
 

2. DETAIL 
 

2.1 The Council have two school service concession contracts for the build of 
seven schools.  The NPDO schools contract was entered into on 30/09/2006 at 
£88.432m repayable over a period of 30 years and the DBFM schools contract 
created on 30/09/2016 at £60.927m repayable over a period of 25 years.   
 

2.2 The Council pays an annual sum called the unitary charge which covers the 
capital costs of the buildings, facility management costs, cyclical repairs, 
financing costs and a number of other costs such as insurance.   
 

2.3 The PPP contracts are viewed as service concession arrangements which have 
specific accounting requirements.  As part of the discussions between the 
Scottish Government and COSLA in 2020, during the early days of the COVID 
pandemic, it was agreed to investigate whether the accounting for service 
concessions could be reviewed in order to better reflect the expected life of the 



asset created which could generate a potential one-off and/or recurring sum to 
be used to mitigate the impact of COVID on Council budgets.   
 

2.4 Scottish Government took some time to agree the flexibility and Members have 
been kept informed over the last two years, however, Finance Circular 10/2022 
was issued on 6 September 2022 that allows the flexibility to be implemented in 
either 2022-23 or 2023-24.  The flexibility must be applied to all service 
concession arrangements in line with the key accounting principle of 
consistency with the exception of such arrangements where the contract will 
expire within five years.  
 

2.5 In terms of the requirements of Finance Circular 10/2022, the Council will need 
to show that the financial implications for the change are affordable, sustainable 
and prudent over the life of the asset and explain the basis for the accounting 
change.  The proposal must also be agreed by full Council. 
 

2.6 Advice and support has been sourced from the Council’s treasury advisors, The 
Link Group and also via the Directors of Finance Section.  
 

2.7 It is proposed that rather than reflecting the repayment of the capital investment 
in building the schools over the 25 and 30 years of the PPP contracts, the 
Council now account for this over a 60 year period.  This reflects the repayment 
period for new build schools as laid down in the Councils Treasury Strategy and 
officers have confirmed this with our Estates team who are comfortable with 
assuming a 60 year life for the schools.    
  

2.8 In line with the current approved policy in relation to Loans Fund principal 
repayments, it is proposed that the 60 year repayment is made on an annuity 
basis. Calculation of the debt liability repayments using the annuity method is 
considered a prudent approach as it reflects the time value of money as well as 
providing a charge that is better matched to how the benefits of the asset 
financed by borrowing are consumed over its useful life.  That is, a method that 
reflects the fact that asset deterioration is slower in the early years of an asset 
and accelerates towards the latter years.   
 

2.9 The principal repayments from the start of the contract period up to and 
including 2022-23 total £38.144m.  Based on the proposed 60 year annuity 
repayment the principal repayments would have been £2.106m by 31 March 
2023.  This creates a one-off retrospective benefit to be transferred to reserves 
of £36.038m.  Due to the extension of the repayment period, there is also a 
revenue saving each year to the end of the contract period.  The amount saved 
each year varies from year to year due to the nature of the principal repayments 
profile.  The revenue saving for 2023-24 is included within the policy savings in 
the revenue budget overview report.    There will be a continuing revenue 
requirement to repay the principal beyond the life of the contracts.  Whilst there 
will be ongoing revenue costs to run the building at the end of the contract 
period, there will be capacity within the unitary charge budget to cover the 
principal repayments.    The calculation is summarised below and a more 
detailed calculation is provided in Appendix 1.  



 
 

2.10 What can be seen from the table above is that the current repayment charged 
to the revenue account is £149.359m (column 1).  The revised repayment 
demonstrates that the total cost remains at £149.359m but as this is now 
spread over a longer period time (the asset life) the annual cost is reduced in 
years 1 to 25 which results in a cost reduction (column 3).  Over the full life of 
the service concession arrangements, the total repayment for the debt liability 
remains the same, however, when a Net Present Value (NPV) is applied, the 
re-profiled charges would result in an overall reduction in NPV terms of 
£71.057m.  
 

2.11 It is important that the Council understand that this is purely an accounting 
adjustment.  The Council will continue to pay the contractor over the term of the 
contract.  The one-off benefit that is generated will represent a “non-cash” 
increase in the Council’s reserves and the use of the benefit will require to be 
managed through the Council’s Treasury Management approach and the 
exiting cash flow management arrangements.  This may result in increased 
borrowing costs as interest will be incurred, however, there are many other 
factors which influence treasury management activities and cash flow such as 
levels of slippage, grant profiles and expenditure patterns.  Therefore, this 
requirement to borrow will be managed in totality and the working assumption is 
that any additional costs can be met from the existing Loans Fund budget.   
 

2.12 The approach proposed in relation to service concessions demonstrates that 
implementing the Service Concessions guidance is: 
 
Affordable – ongoing costs of repaying debt after the end of the PPP contract 
are affordable from the remaining PPP budget.  The use of the non-cash 
reserves can be managed within the overall Treasury Management Strategy 
and cash flow management. 
Sustainable – the loans charges budget can be maintained at current levels.  



Prudent – the approach better matches the cost of repaying debt to the useful 
life of the asset and the one-off retrospective benefit will assist in dealing with 
some short to medium term pressures.  
 

2.13 At the Council’s budget meeting on 25 February 2021, the Council agreed the 
following: “Approves that the Council exercises the principal repayment holiday 
flexibility to make £5.4m available to be directed towards COVID revenue and 
capital costs but that the use of this flexibility be replaced by the credit 
arrangements financial flexibility if the Scottish Government give permission for 
the repayment arrangements to be made on an annuity basis. If this is the case 
a report will be brought back to the full Council for determination.”  
 

2.14 The Council were due to take the principal repayment holiday flexibility within 
financial year 2022-23, however, now that the service concessions flexibility has 
been made available, the holiday will not be taken.  The principal repayment 
holiday valued at £5.4m has already been accounted for in the Council’s 
budget.  The decision of the Council means that £5.4m of the one-off 
retrospective benefit should now replace the need to exercise the principal 
repayment holiday.  This also removes the revenue cost pressure that would be 
created over the next 20 years by taking this repayment holiday.   
 

2.15 The Council needs to consider carefully how to use the remaining service 
concessions one-off retrospective benefit.  The Council should consider 
directing some to the capital pressures that are facing the Council, in addition to 
investing in options/projects that will provide the opportunity to create a revenue 
saving in the future.    
 

3. CONCLUSION 
 

3.1 The Service Concession Flexibility has now been agreed by Scottish 
Government and allows councils to undertake internal accounting changes that 
extend the period over which the principal repayment of the unitary charge can 
be made which results in a one-off retrospective benefit to the Council and 
ongoing annual savings over a period of time.  In the remaining years following 
the end of the contract payment, rescheduled debt repayments continue until 
the debt liability has been extinguished.   
 

3.2 Based on a 60 year repayment period and exercising this flexibility within 
financial year 2023-24 the one-off retrospective benefit will be £36.038m with a 
saving in 2023-24 of £4.831m.   
 

3.3 The Council agreed to use the service concessions flexibility in preference to 
the principal repayment holiday, but as the principal repayment holiday has 
already been accounted for as part of the current year budget, £5.4m of the 
one-off retrospective benefit will require to be used to replace the principal 
repayment holiday.   
 

3.4 The Council needs to consider carefully how to use the remaining service 
concessions one-off retrospective benefit.  The Council should consider 
directing some to the capital pressures that are facing the Council, in addition to 



investing in options/projects that will provide the opportunity to create a revenue 
saving in the future.    
 

4. IMPLICATIONS 
 

4.1 Policy – The repayment of the principal over 60 years is in line with the 
Council’s Treasury Strategy.    
 

4.2 Financial – The report outlines a one-off retrospective benefit of £35.926m 
together with revenue savings in the short to medium term.   
 

4.3 Legal – None.  
 

4.4 HR – None. 
 

4.5 Fairer Scotland Duty – See below 
 

4.5.1 Equalities – Equality and Socio-Economic Impact Assessment has been carried 
out and there are no significant potential positive or negative quality impacts.   
 

4.5.2 Socio Economic Duty - Equality and Socio-Economic Impact Assessment has 
been carried out and there are no significant potential positive or negative 
quality impacts.   
 

4.5.3 Islands Duty - Equality and Socio-Economic Impact Assessment has been 
carried out and there are no significant potential positive or negative quality 
impacts.   
 

4.6 Climate Change – None. 
 

4.7 Risk – There is a risk that extending the debt repayment period that appropriate 
funds will not be in place to meet the extension of the debt repayments.  This is 
mitigated by retaining the budget in place beyond the period of the contract.  
   

4.8 
 

Customer Service – None.   

   

Kirsty Flanagan 
Executive Director /Section 95 Officer 
9 February 2022 
 
Policy Lead for Finance and Commercial Services:  Councillor Gary Mulvaney 
 



Appendix 1 – Total Proposed Rescheduling Model

 



 


	Report for Council Service Concessions 23 Feb 2023 updated
	Report for Council Service Concessions 23 February Appendix 1 (Link)

