ltem: 5

Policy and Resources Committee: 12 February 2019.
Long-Term Financial Plan.

Joint Report by Chief Executive and Head of Finance.

1. Purpose of Report
To consider the Long-Term Financial Plan for the period 2018 to 2030.

2. Recommendations

The Committee is invited to note:

2.1.

That the Long-Term Financial Plan serves as a planning document for the use of
resources over the period 2018 to 2030.

2.2.

The key elements of the Long-Term Financial Plan, as outlined in section 5 to this
report.

2.3.

The range of cumulative funding gaps identified in the Long-Term Financial Plan

over a ten-year period, as follows:

e Best Case — £23.6 million.
e Likely Case — £65.7 million.
e Worst Case — £145.6 Million.

It is recommended:

2.4.

That the Long-Term Financial Plan 2018 to 2030, attached as Appendix 1 to this
report, be approved.

3. Introduction

3.1.

At its meeting held on 27 September 2018, the Monitoring and Audit Committee
considered the External Auditor’s International Standard on Auditing (ISA) 260 report
to those charged with governance of the Council’s Financial Statements for financial
year 2017 to 2018.
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3.2.

The Auditor’s report made several recommendations, including that the Council
should prioritise preparation of a longer term (five to ten year) financial plan to
ensure the sustainability, feasibility and practicalities of current spending and
investment plans.

4. Background
4.1.

The Council has faced significant reductions in Government funding since 2011
whilst also managing service pressures from increasing demand for services,
particularly from the most vulnerable. This has meant the Council has had to make
significant budget savings in response to the Government’s austerity measures.

4.2.

There has been a prevailing state of financial uncertainty for a number of years with
a banking crisis followed by recession on which has been layered the uncertainty of
the UK exit from the European Union. A state of uncertainty and volatility will exist for
some time to come. The value of a long-term plan in such circumstances may be
guestioned as it will inevitably fail to identify every minor movement in the Council’s
finances; it does however serve to identify the broad direction of travel for Council
resources and the scale of the challenge to come in delivering services to more
people and with reduced resources.

4.3.

Financial sustainability looks forward to the medium and long term to consider
whether the Council is planning effectively to continue to deliver its services or the
way in which they should be delivered. It is important that long-term financial
strategies (typically covering five to ten years) are in place which link spending to the
Council's strategies. The budget may only be set for a single year, but this should be
supported by indicative future spending plans (covering three years at least) that
forecast the impact of relevant pressures on the Council.

4.4,

The Accounts Commission recommends that, when future Scottish Government
funding is not known, councils should plan for a range of scenarios, so they are
prepared for different levels of funding and income.

5. Long Term Plan

5.1.

The Long-Term Financial Plan serves as a planning document for the use of
resources over the ten-year period 2018 to 2030. It is a tool for planning purposes
rather than a definitive statement of resourcing for the next ten years.
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5.2.

Improved financial planning and management of the Council’s revenue and capital
resources allows for the alignment of resources to the Council’'s spending priorities
and means that services have a longer timescale to plan for future changes in
budget levels, as they can see what is likely to happen to budgets for the next ten
years.

5.3.

The plan considers the national context and how the Scottish Local Government
financial settlements may be impacted by Scottish Government choices, UK
Government choices and world economics and uncertainties. Long term predictions
are difficult to obtain but medium-term projections support the view that there will
continue to be significant constraints on Scottish Local Government in the short to
medium term.

5.4.

The community engagement that the Council has undertaken indicates that there is
a willingness from the Orkney public to take on delivery of more Council services but
there are concerns over capacity in the community and that a meaningful shift of
service delivery may also require a similar level of resource to direct Council
provision.

5.5.

The long-term pressures facing the Council are captured in section 8 of the Long-
Term Financial Plan which also summarises the budget growth that has been funded
over the past eight years.

5.6.

A range for the projected funding gap has been arrived at through carrying out
sensitivity analysis for future budget growth in both costs and income, with an
optimistic, balanced and pessimistic view being taken to give a range of possible
outcomes. A small change in the assumption made on the more significant elements
of the Council budget lead to significant changes to the outcomes when
compounded over a ten-year period.

6. Human Resource Implications

6.1.

Section 14 of the Long-Term Financial Plan notes that more than 73% of the
Council’s net revenue expenditure is expended on staffing.

6.2.

The significant funding gap identified over the next ten years and the proportion of
expenditure incurred on staff costs implies that a reduction in expenditure on staffing
will be necessary to balance the budget.
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7. Corporate Governance

This report relates to the Council complying with its financial processes and
procedures and therefore does not directly support and contribute to improved
outcomes for communities as outlined in the Council Plan and the Local Outcomes
Improvement Plan.

8. Financial Implications

8.1.

The Long-Term Financial Plan is seeking to identify the financial constraints that the
Council will face in delivering services over the next ten-year period. A steady state
contribution from the Strategic Reserve Fund and assumption that the Capital
Programme will be managed within existing constraints has been assumed to
identify the funding shortfall over the period. Additional contributions from reserves
would serve to reduce the funding gap while capital expenditure that increased debt
servicing costs would serve to widen the funding gap.

8.2.

Through changing a number of assumptions around future financial settlements and
growth in other income and the cost base a broad range for the cumulative funding
gap over the long-term plan has been derived, as follows:

e Best Case — £23.6 million.
o Likely Case — £65.7 million.
e Worst Case — £145.6 million.

9. Legal Aspects

The Council is required by law to make arrangements which secure best value and
in doing so should be able to demonstrate that it is making the best use of public
resources.

10. Contact Officers

Alistair Buchan, Chief Executive, extension 2101, Email
alistair.buchan@orkney.qgov.uk

Gareth Waterson, Head of Finance, extension 2103, Email
gareth.waterson@orkney.gov.uk

11. Appendix
Appendix 1: Orkney Islands Council Long Term Financial Plan 2018 to 2030.

Page 4.


mailto:alistair.buchan@orkney.gov.uk
mailto:gareth.waterson@orkney.gov.uk

Appendix 1.

Orkney Islands Council
Long Term Financial Plan

2018/19 to 2029/30
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1. Executive Summary

1.1. Orkney Islands Council operates in a challenging environment of increasing costs;
high public expectations and responsibility to deliver many demand led services whilst
public sector funding is continuing to reduce in real terms. In this climate it is essential that
Councils consider the long-term financial outlook, an essential component of the overall
financial framework, that sets the context for annual and medium-term financial planning
and ensures resources are targeted to Council priorities.

1.2. Taking a long-term financial outlook will enable the Council to plan its response to
these challenges and support future decision making. The long-term plan identifies an
estimated funding shortfall of £65.7m over the next ten years which the Council requires to
address. £20.6m of this gap occurs over the next five years. This is based on best
estimates with sensitivity analysis highlighting the implications of changes to the
underlying assumptions.

1.3. The continuing requirement and scale of budget savings, coming on top of the £13.2m
already delivered since 2011, presents an increasing challenge for the Council. It is also
the case that there is greater financial uncertainty over the short term. The latest local
government financial settlement is for financial year 2019/20 only.

1.4. Funding beyond 2019/20 is not clear and the Council has to rely on forecast estimates
of Government Department Expenditure Limits (DEL) which represent spending estimates
for the whole public sector, not just local government. Overall it is now estimated that the
Council may need to close a funding gap of £65.7m over the years 2019/20 to 2029/30. It
must be emphasised that this is an estimate, and this could clearly change over time.
Measures to bridge this funding gap would be over and above budget savings already
identified and delivered.

1.5. The Council will endeavour to provide support to priority front-line services, and it will
seek to prioritise those services that are most needed. The Council recognises that the
better-informed people are about their Council and the services provided, the more
satisfied they are likely to be about the organisation and its activities. The Council
undertook a series of community engagement exercises over the early summer of 2018
and will incorporate the learning from that exercise in its future plans.

1.6. The Council’s approach to financial planning over the long term will include investment
in economic growth and income generation. The Council recognises that economic growth
benefits the residents and businesses in Orkney and also the finances of the Council.

1.7. The long-term financial plan considers the assets that support service delivery and the
longer-term liabilities which the Council may be required to meet. Financing an ambitious
capital programme will be very challenging over the life of the long-term plan.

1.8. A clear strategy is required to ensure the Council remains financially sustainable over
the longer term. This will require the Council to continually review the services which will
be delivered, how they will be delivered and who will deliver them. There are limitations on
the resources available such that it will be necessary to transfer funding to priority areas
from those that are deemed to no longer be such a high priority. Spending more, on more
of the same is not sustainable.
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2. The Challenge of Financial Sustainability

2.1. The Council has ownership and stewardship of significant community assets in the
form of roads, footpaths, schools, care establishments and other buildings, piers and
harbours and recreational facilities. The built infrastructure over which the Council has
stewardship is long term by nature, but will still in general have a limited lifespan and will
inevitably need to adapt to changing needs, require ongoing maintenance and eventually
need to be replaced. The Council therefore has to plan for the future costs of
improvement, replacement or renewal of community assets in addition to meeting the
costs of day to day operations to give assurance to stakeholders that it has a sustainable
financial position.

2.2. The principle of financial sustainability is that each generation ‘pays their way’ for the
services that they consume. This is also known as intergenerational equity and occurs
where the Council records a breakeven operating result. Where the Council records an
operating deficit, this means that future generations will be subsidising the current costs of
services and will be responsible for addressing a funding gap for the replacement of worn
out assets.

3. A Longer-Term View

3.1. Itis good practice to develop a long-term financial strategy, so that resources may be
aligned with Council priorities over the longer term.

3.2. The purpose of developing a Long-Term Financial Plan is to develop an overarching
statement of how the Council intends to manage it financial affairs, and to approach the
substantial financial challenges facing it over the next ten years. It recognises the difficult
financial climate in local government and the wider economy, but also serves to assist the
Council in achieving its corporate objectives and political aspirations through its key
strategic initiatives.

3.3. The Long-Term Financial Plan outlines the forecast financial position of the Council
over the next 10 years and considers what level of spending is sustainable over this period
of time. It identifies the financial challenges which the Council will face and the approach
which will be required to deliver financial sustainability over the longer term.
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Council Plan

Long Term Medium Term Annual Revenue
Financial Plan Financial Plan Budgets

(10 years) (3 years) (1 year)

3.4. The Long-Term Financial Plan serves as a planning document for the use of
resources over the period 2018/19 to 2029/30. It is a useful tool for planning purposes
rather than a definitive statement of resourcing for the next ten years.

3.5. Whilst the principal financial focus is on maintaining General Fund services and their
associated revenue budgets, there are clear connections to the Council's 5 Year Capital
Programme and Non-General Fund Services such as the Harbour Accounts.

3.6. Improved financial planning and financial management of the Council’s revenue and
capital resources means that services have a longer timescale to plan for future changes
in budget levels, as they can see what is likely to happen to budgets over the next ten
years.

3.7. It allows for the clear alignment of resources to the Council’s spending priorities. The
priorities of the Council will feed into the allocation of revenue and capital resources for
each service over the period of the plan.

3.8. The Long-Term Financial Plan will observe the following principles:

e Resources will be redirected within the Council in accordance with Risk, Council
Priorities, Funding and Performance levels.

e Ongoing reassessment and reconfiguration will determine the sustainable level of
expenditure that can be incurred on services over the next ten years.

e A sustainable use of General Fund balances and strategic reserves to manage the
timing of baseline savings.

e Use of strategic reserves in order to invest in income generating opportunities which will
help bridge the identified funding gap over the next ten years.

¢ A phased introduction of Change Programme savings in order to help bridge the
identified funding gap.
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¢ A maximum level of capital expenditure that can be incurred each year, recognising that
any expenditure over and above what can be funded from General Capital Grant,
designated reserves or capital receipts will need to be financed through borrowing,
which will in turn create an ongoing revenue cost pressure.

4. Council Priorities

4.1. The Council approved the Council Plan 2018 / 2023 “Working together for a better
Orkney” on 6 March 2018.

4.2. The Council Plan sets out what the Council considers to be the main areas of work, or
theme priorities, to support Orkney and its people up to 2022 / 2023, these are:

Connected Communities

Caring Communities

Thriving Communities

Enterprising Communities

Quality of Life

4.3. With an overall mission statement of “Working together for a better Orkney”, the
Council plan sets out an ambitious vision and lists the top priorities that are planned to be
delivered across the agreed priority areas.

4.4. This long-term financial plan seeks to complement the Council Plan, setting out a
framework to ensure the Council lives within its means and targets available resources to
priority areas.

5. National Context

5.1. Performance of the global economy is key to UK and Scottish trade with funding for
public services inextricably linked to the performance of global and national economies.
Whilst the pace of growth in the world economy has slowed slightly, particularly in
emerging economies, the outlook remains reasonably robust due to the continued strength
of advanced economies. Brexit and the lack of clarity on the UK'’s future relationship with
its largest external market however continues to cast a shadow over the UK economic
outlook.
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5.2. Whilst continued growth in UK GDP is positive the key challenges for the Chancellor
are debt which despite borrowing continuing to fall is still above 80% of GDP, the rising
pressures on health and social care and low consumer and household confidence which is
a key driver of the economy.

Scottish Government Medium Term Financial Strategy

5.3. The Scottish Government published its Medium-Term Financial Strategy in May 2018.
The Strategy describes the Fiscal Framework and the various strategies available to meet
the financial challenges, the policy environment and spending pressures that the public
sector faces over the next 5 years. It does not however set out new policy commitments
nor any detail of proposed allocation of funding.

5.4. Key priorities within the (Scottish Government) Medium Term Financial Strategy are
for increased wellbeing and sustainable and inclusive growth, built on the principle of
equality for all, with access to essential public services free at the point of delivery
supporting the Scottish Government’s “social contract”. This includes:

e Reform and investment in Health with the publication in October 2018 of the “Medium
Term Health and Social Care Financial Framework”, considering the health and social
care landscape, looking at current expenditure, future needs, current policy initiatives
and transformation of health and social care to ensure financial sustainability (E2bn).

e Police (E100m).

e Early Learning Child Care (E470m).

e Attainment Gap including Pupil Equity Fund (£750m).

e Continuing to prioritise free tuition.

e New Scottish social security system administering new devolved benefits (£3.5bn).

5.5. The key Scottish Government policy commitments will result in their share of the
Scottish Government budget growing from 56% to 64% by 2022/23 with health spending
making up between 68% and 82% of this across the 5 year period, with all other funding
requiring to be met from the remainder of the budget, including local government. This
gives a clear signal of a challenging financial settlement for local government; this
message is consistent with the 1 June 2018 SPICe briefing on the Scottish Government’s
Five Year Financial Strategy which was issued on 31 May 2018.

5.6. In addition to the priorities noted above further challenges and uncertainty, creating
pressure on public sector budgets, include:

e Ageing population including the working population.
¢ Increasing prevalence of chronic health conditions.

e Impact of technological change on jobs of the future including economic performance,
employment and tax revenue.
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5.7. The (Scottish Government) Medium Term Financial Strategy suggests that financial
constraints are aligned to the UK Government’s austerity approach with significant
reference to the potential impact of Brexit in terms of the EU Single Market and Customs
Union, immigration, a key driver for population growth and GDP, and access to EU
funding.

5.8. The Strategy highlights the requirement for efficiency savings and notes that “even if
the most optimistic scenario plays out, if there is no reprioritisation or reform and no
additional revenue generated, then efficiency savings of 5% per annum could be required”.
The Scottish Government’s view is that efficiencies of between 3% and 6% per annum are
deliverable; for Orkney Islands Council this equates to between £2.5m and £5m.

The Scottish Fiscal Commission

5.9. The Scottish Fiscal Commission, the independent fiscal institution for Scotland, has a
statutory duty to provide independent and official forecasts of Scottish GDP, devolved tax
receipts and devolved social security expenditure to inform the Scottish Budget. The
Commission published its third set of forecasts, covering the years 2019-20 to 2023-24 in
December 2018.

5.10. The Scottish Fiscal Commission’s economic and fiscal forecasts have marginally
improved over the past six months and are now much closer to predictions issued by the
UK Office for Budget Responsibility.

Scottish Fiscal Commission GDP growth forecast, calendar year basis

2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023
GDP growth (December 2018) 1.4% | 1.4% | 1.2% | 1.0% | 1.0% | 1.1% | 1.2%
GDP growth (May 2018) 0.8% | 0.7% | 0.8% | 0.9% | 0.9% | 0.9% | 0.9%
UK (OBR)
GDP growth 1.7% | 1.5% | 1.3% | 1.3% | 1.4% | 1.5%

5.11. The Chancellor announced his Budget on 29 October 2018. This outlined the
Treasury allocations for Scotland. The final distribution of resources for Scottish public
services are set out in the Scottish Government’s Draft Budget. Total Scottish Government
Funding is increasing in both cash and real terms over the period 2017-18 to 2019-20.
This is mainly due to rising capital spend whilst resource (day-to-day) spend is actually
falling in real terms.

5.12. The total allocation to local government in the 2019-20 Budget set out in the Finance
Circular 08/2018 issued in December 2018 is £10,779.9 million. This is mostly made up of
General Revenue Grant (GRG) and Non-Domestic Rates Income (NDRI), with smaller
amounts for General Capital Grant and Specific (or ring-fenced) Revenue and Capital
grants. This represents a 2.5% increase in cash terms, or a 0.7% increase in real terms.

5.13. However, when looking specifically at the non-ringfenced Revenue funding available
for councils to deliver services (GRG+NDRI) this falls by 1.7% (-£157.2 million) in cash
terms, or 3.4% (-£319.1 million) in real terms between 2018-19 and 2019-20.
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Local Government 2018-19 | 2019-20 Cash Cash | 2019-20 Real Real
(cash) | Change | Change (real) | Change | Change
£m £m £m % £m £m %
General Revenue Grant 6,733.5| 6,359.3 374.2 -5.6% | 6,247.5 486.0 -1.2%
(GRG)
Non-Domestic Rates (NDR) 2,636.0 | 2,853.0 217.0 8.2% | 2,802.8 166.8 6.3%
Support for Capital 598.4 703.8 105.4 | 17.6% 691.4 93.0 15.5%
Specific Resource Grants 273.7 483.6 209.9 | 76.6% 475.1 201.4 73.6%
Specific Capital Grants 278.0 380.2 102.2 | 36.8% 373.5 95.5 34.4%
LG Advice and Policy 0 3.9 3.0 0 0 0 0
10,519.6 | 10,782.9 263.3 2.5% | 10,590.3 70.7 0.7%
GRG + NDR 9,369.5 | 9,212.3 157.2 -1.7% | 9,050.3 319.2 -3.4%
GRG + NDR + SRG 9,643.2 | 9,695.9 52.7 0.5% | 9,525.4 117.8 -1.2%
Total Capital 876.4 | 1,084.0 207.6 | 23.7% | 1,064.9 188.5 21.5%
Total Settlement 10,519.6 | 10,799.9 260.3 2.5% | 10,590.3 70.7 0.7%

6. Orkney Context

6.1. Within Orkney, the funding reduction, together with the need to accommodate service
pressures, has seen the delivery of efficiency savings totalling £13.153m over the last
eight years across the Council’'s General Fund (GF) services as follows:

Year. Savings.
2011 to 2012. £4,272,000.
2012 to 2013. £1,976,000.
2013 to 2014. £1,135,000.
2014 to 2015 £1,336,000.
2015 to 2016. £540,000.
2016 to 2017 £1,360,000.
2017 to 2018. £842,000.
2018 to 2019. £1,692,000.
Total. £13,153,000.

The delivery of efficiency savings is an integral part of the Council’s annual revenue
budget setting process. Planned over a rolling three-year timeframe, the implications and
associated impact of each proposal are evaluated against a risk criteria. Throughout this
process, additional support is provided to Council Services in the form of professional
advice and support from the Change Programme team. Additional funding contributions
have also been available from the Innovation Fund to enable Services to develop spend to

save initiatives and new technology solutions.
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6.2. The 2018 / 2019 GF budget of £82.022m was allocated across the following services:

Orkney Health and
Care Partnership
£18.2M 22%

6.3. This 2018 / 2019 budget was funded from the following sources:

Movement in
Reserves £4.7TM
6%

6.4. Scottish Government use a number of methodologies to distribute the Local
Government finance settlement across local authority arears including Grant Aided
Expenditure (GAE) and Special Islands Needs Allowance (SINA), with population
demographics being the main driver. At £68.432m our share of the Scottish Government
grant represents 83.4% of total funding for General Fund services and comes in the form
of two distinct elements:

¢ Non-Domestic Rates Income (NDRI) = £9.376m (14.6%).
e General Revenue Grant (GRG) = £59.056m (85.4%).
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6.5. General Revenue Grant (GRG) is the block grant paid by the Scottish Government to
support their assessment of spending need across local authority areas and represents
the balancing figure between this assessed need and the income raised locally through
NDRI and Council Tax. In Orkney these funding sources are supplemented by a baseline
contribution from the Strategic Reserve Fund of £4.3m, as part of an agreed medium-term
strategy to maintain service levels while making the case for additional government
funding and smoothing out the requirement to deliver efficiency savings over the short
term.

6.6. General Revenue Grant is paid out to Councils on a weekly basis, with NDRI collected
locally from local businesses. Any shortfall in NDRI income collected during the year is
supplemented by an additional contribution from the national rates pool up to the
distributable amount originally specified in the financial settlement. Similarly, any surplus
NDRI collected locally is paid back to the Scottish Government at the end of the year.

6.7. The total of NDRI plus GRG is guaranteed by the Scottish Government.

7. Community Engagement

7.1. The Council’'s Communications Strategy recognises that the better-informed people
are about their Council and the services it provides, the more satisfied they are likely to be
about the organisation and its activities.

7.2. The Orkney Partnership’s Strategy for Communication and Community Engagement
sets out who our stakeholders are, what we want to say and how this will be done. The
Community Empowerment (Scotland) Act 2015 places specific consultation and
engagement duties on public sector bodies, including consultation on the Local Outcomes
Improvement Plan.

7.3. Orkney Islands Council has an ongoing commitment to continue to raise awareness of
the financial pressures we face, how these are being addressed, the likely impact on
services, jobs and the Orkney community — and the proactive steps being taken to find
additional sources of income.

7.4. A communications plan was developed around this commitment and central to this
were a series of ‘Community Conversations’, events designed to update the public on the
financial pressures and how these are being addressed, as well as giving the public the
opportunity to actively engage with this process by identifying areas where communities
could take more ownership of services or where income could be generated.

7.5. In June 2018, as part of Orkney Islands Council's ongoing public communications on
the budget challenge, five Community Conversation public events were held across the
mainland of Orkney (Stromness, Kirkwall, Dounby, East Mainland and St Margaret’'s
Hope). The event was also re-run in an amended workshop format as part of the
Community Council conference in order to gather views from our isles communities. The
12 main issues or budget saving/income generation ideas raised were as follows:
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Community Councils would need a link officer if they were going to take on services and
staff management, help with funding applications and other jobs on the isles. They
could then organise income generation projects for their individual community — reuse
and recycle projects were very common. It was suggested that funding for these posts
could come from the reserve fund.

Introduce a tourist tax.

Enable communities to volunteer to do services by clarifying insurance provision and
health and safety issues. If communities can step in and help then they will.

There was support for Council-run income generation projects for community benefit -
including a wind farm and tidal generation at the Churchill Barriers.

There was support for some ‘council services’ to be taken care of locally either by
volunteers or the community councils, roadside maintenance like verge cutting, weeding
and ditch clearing were key examples of this.

All communities wanted to see improvements to Orkney’s campsites by not allowing
wild-camping, introducing more paid for sites/on-site services and ensuring there was
more marketing of the sites that are available — therefore increasing income.

People wished to see Council staff empowered to be more creative in their jobs by
reducing bureaucracy. Many suggested expansion of the Council’s internal Grand Idea
Scheme.

The public wished to see consideration given to community justice workers carrying out
some manual work on behalf of the Council, like grass cutting.

It was suggested that the Council should do more to get rid of empty properties or
streamline the process for renting them.

The public thought it would be better if there were smaller buses on some of the bus
routes (many perceived that the buses were too big for actual demand) and more
bundling of contracts to aid efficiency.

People asked that the Council made it easier to recycle by introducing more community
recycling points and incentivising people to recycle by publishing league tables of where
the most recycling was done. It was also felt that more support was needed for
businesses to help them recycle more.

Attendees said that they felt the Council's Capital Programme was beneficial in
providing local jobs but needed to be done in a staggered way that didn’'t overheat the
sector and allows local firms to benefit. There was also a view that more of the work
needed to be done in partnership with the community by letting folk know about
upcoming projects earlier and help them to become more involved - this view was
expressed particularly in respect of the Stromness Research Campus project.

7.6. The Community Conversation events built on the previous public engagement
exercise, “Balance the OIC Budget”, which attained a very good response rate from the
public with 375 individual submissions. This represented 2.1% of the electorate and
compared well with other similar exercises carried out across the UK. The choices made
by the public were represented by an “Average Change %" to the Original Budget figures.
The results showed a willingness to:

¢ Increase Income Generation levels (Charging, Council Tax and Use of Reserves).
e Protect services where we have a statutory duty, particularly Social Care.
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8. Long Term Budget Pressures

8.1. An essential part of the annual budget process is the identification of increases in
service demand over and above current service budgets. There are also inflationary
pressures which have to be taken into account. For modelling purposes, the value of
service pressures to build into future projections is very important. Since 2011 / 2012, a
total of £19.512m has been added to the baseline budget across the Council’'s General

Fund services as follows:

Year. Inflation. Pressures. Total.
2011 to 2012. £842,000. £779,000. £1,621,000.
2012 to 2013. £1,485,000. £976,000. £2,461,000.
2013 to 2014. £621,000. £117,000. £738,000.
2014 to 2015. £635,000. £1,394,000. £2,029,000.
2015 to 2016 £1,084,000. £1,302,000. £2,386,000.
2016 to 2017. £154,000. £1,478,000. £1,632,000.
2017 to 2018. £532,000. £2,907,000. £3,439,000.
2018 to 2019. £1,712,000. £3,494,000. £5,206,000.

8.2. Inflation rates measured by the Consumer Price Index are at historically low levels,
however the devaluation of sterling following the referendum on membership of the
European Union has resulted in imported goods and services costing more; the November
2017 headline rate of CPI inflation was 3.5% but had decreased to 2.3% at November
2018.

8.3. In terms of cost pressures, the key financial risk areas facing the Council over the long
term are summarised below:

e Scottish Government funding reductions.
e Pay awards.

e Energy Prices.

e Ageing population.

e Increasing levels of need.

e Shifting the Balance of Care.

e Welfare Reform.

8.4. The predicted demographic changes over the next ten or more years will impact on
demand for services and the Council’s ability to deliver services. In Orkney and across
Scotland people are living longer due to improvements in living standards and levels of
care and support. The National Records of Scotland (NRS) 2014 reports the population of
Orkney as 21,590, of which 84% (18,080) were over 16 years.
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8.5. The population of Orkney has a higher than the national average proportion of older
people. Between the 2001 and 2011 censuses, the number of people aged 65 and over
grew by 32.5% (the highest of all Health Boards). Orkney’s overall population is projected
to increase by 5.5% in 2037 and the largest increase will be seen in the older population
aged 75 and over.

e 0to 15 will decrease by 3%.

e 16 to 64 will decrease by 10%.
e 65 to 74 will increased by 20%.
e 75+ will increase by 116%.

8.6. People in the older age groups are the ones most often in need of health and social
care services, therefore it is predicted that there will be a steady growth in demand for
health and social care services. The Board of Orkney Health and Care, in making its
commissioning decisions, is mindful of this as well as the Government’s policy direction to,
achieve the 4hour Accident and Emergency standard, reduce emergency admissions and
readmissions in the over 75 age group and continue to meet the delayed discharge
standard.

8.7. Although this challenge is not unique to Orkney, our older population is increasing
faster than the national average. In addition, significant numbers of our working age
population are leaving the Islands, and so fewer people are available to provide the care
and support required with the predicted levels of chronic illness and disabilities. This reality
is also highlighted in NHS Orkney’s Transforming Services Strategy ‘if nothing else
changes in the way we deliver care, this means that for every 10 people over 85 currently
accessing health and social care services, there will be 31 people over 85 accessing it by
2033. Equally, if nothing else changes, for every 10 people providing care to people over
85 we will need 31 people by 2033

8.8. However, alongside the challenges, the contribution that older people make to our
society also needs to be recognised. For example, people over 65 years of age deliver
more care than they receive — acting as unpaid carers, child minders and volunteers.

8.9. The implication for long term financial planning is that we will have increased demand
for care services for the older population.

8.10. Given the ongoing financial pressures, a guiding general budget principle would be
to assume that Council services will seek fund their own service pressures, wherever
possible.

9. Orkney Islands Council Pension Fund

9.1. The Council is the administering authority for the Orkney Islands Council Pension
Fund. An actuarial valuation of the assets and liabilities of the Pension Fund is carried out
every three years as required by the Administration regulations with annual interim
valuations carried out for accounting purposes.
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9.2. The value of the fund was £366.4m at 31 March 2018 which was above its 100%
funding target, being in surplus by £53m at the financial year end (2017: £38m) according
to the actuary’s most recent funding update. This surplus position reflects the current and
future liabilities linked to the pension scheme for all employees with the exception of
teachers who are members of a national teacher pension scheme administered by the
Scottish Government which the Council contributes to. There is no requirement for the
Council to reflect any assets or liabilities for the Teacher’'s Scheme through the Council’s
accounts.

9.3. This pension surplus position is a snapshot valuation by the Pension Fund actuary at
31 March 2018 and reflects prevailing market conditions at that date. The implication of the
positive funding position is that we do not have to build in to the Long-Term Financial Plan
any increase in employer pension contributions to meet pension shortfalls.

9.4. The ongoing risk to the Council is that if pension assets do not grow fast enough to
cover pension liabilities, there will be pressure to increase employer pension contribution
rates in order to meet the shortfall. The Pension Fund has been impacted significantly by
the market uncertainty over recent months and the surplus position at March 2018 may
turn out to have been eroded through a fall in the value of investments at March 2019.

10. Asset Management Strategy

10.1. Governance for Asset Management within the Council is through the Asset
Management Sub-committee, a sub-committee of the Policy and Resources Committee.
The key strategic document which sets out how we will manage our assets is the
Corporate Asset Management Plan, which is itself supported by a subset of plans relating
to different categories of assets:

<Ay

Corporate Asset Management Plan
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10.2. The development of a corporate approach to asset management planning is aimed
at improving the Council’s efficiency and effectiveness in the use of fixed assets. This
includes the potential for rationalisation of the Council’s property estate, and in turn the
better use of finite resources going forward

10.3. The plan supports the delivery of the Council’s strategic priorities and is based on
our shared values. It also provides detail of our future investment strategy and the effect
this will have on our assets.

10.4. An integrated asset management/capital planning system is a critical part of the good
management of any organisation and a key principle in ensuring that all investment
decisions are considered within an overall systematic appraisal system that includes the
use of business cases and option appraisal.

11. Capital Programme

11.1. Capital investment priorities are based upon Corporate Asset Management Planning
principles. CIPFA’s (Chartered Institute of Public Finance and Accountancy) Prudential
Code for Capital Finance sets out a best practice approach for determining a capital
investment strategy and aims to ensure that spending plans are affordable, prudent and
sustainable. The Code requires Councils to take account of asset management and option
appraisal factors in order to comply with Best Value. A long-term capital strategy is also
under development in order to improve the forward planning beyond the current timescale
of the rolling 5 year capital programme.

11.2. Revenue implications of the Capital Programme should be incorporated into future
years’ revenue budgets in order to fully integrate the revenue and capital budget
processes. This is particularly important when the level of loan charges support the
Council receives from Scottish Government is diminishing.

11.3. When the Council takes on additional borrowing to fund capital expenditure it has to
be sure that it can afford to meet the principal and interest repayment costs. With no
additional loan charges support, this means that after the application of grant funding
contributions the cost of new investment in service infrastructure will require to be funded
from efficiency savings and/or income generation going forward. Loan charges are not
charged direct to individual services but managed as a corporate cost.

11.4. The connection between the General Fund Capital Programme and the loan charges
revenue budget will become increasingly important over the next 10 years as the loan
charges support the Council receives from the Government diminishes. Slippage on the
approved capital programme provides an opportunity to repay debt early and manage the
projected loan charges budget requirement and the associated impact on future revenue
budgets. There is still a shortfall predicted in 2027/28, however, if the Council is able to
limit additional borrowing over the next few years it should be possible to bring the support
and loan charges into line by 2027/28.
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11.5. A review of the main funding floor, a mechanism introduced specifically to protect
local authorities from levels of extreme volatility or year on year change within the
distribution of local government finance settlement, and the positioning of various funding
streams as being within or outwith the floor was carried out in 2018 with the final view that
loan charges support for capital borrowing should continue to receive protection from the
floor. On the basis that the scope of the floor mechanism remains unchanged, this should
afford the Council some protection in 2024/25 when the loan charges support will reduce
by about 50%.

Strategic Reserve Fund

11.6. Forming part of the Council’s Harbour Fund activities, the Strategic Reserve Fund
was originally established in terms of the Orkney County Council Act 1974 which requires
the Council to keep separate accounts in respect of the harbour undertaking so as to
distinguish capital from revenue and income from expenditure. More specifically, the 1974
Act permits the Council to establish a fund of accumulated reserves or surplus balances
based around the throughput of the Flotta Oil Terminal in the early years and the ongoing
operations of Scapa Flow Oil Port, which can then be applied for any purposes which in
the opinion of the Council is solely in the interests of the County or its inhabitants.

11.7. The purpose of the Strategic Reserve Fund is to support projects which provide
benefit to the Orkney community as a whole, such as the development of industrial
estates, harbour infrastructure and recreational projects, while supporting economic
development activity in general across the Council area. The Strategic Reserve Fund is
also required to support the longer term objective of managing the implications associated
with declining oil related revenues on the economy of the islands.

11.8. The main activities of the SRF revolve around the management of a sizable portfolio
of investments, including investments held in the financial stock markets, investment
properties such as the Council’s industrial estates together with a number of strategic
properties, as well as other local investments including historic loans to business.
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11.9. The Strategic Reserve Fund is currently applied to supplement General Fund
services on a restricted basis as part of an agreed strategy, whereby the Council has
pressed Scottish Government for equality of treatment in the finance settlement across the
Island unitary authorities. More recently this approach has been widened to include the
need to smooth out timing differences between managing real-term reductions in funding
from Scottish Government and the delivery of efficiency savings and income generation.

11.10. Over-reliance on the Strategic Reserve Fund as a means of balancing the General
Fund budget as part of a long term financial strategy is not considered best practice.

11.11. With income from investments being the main contributor to the value of the
Strategic Reserve Fund, due consideration needs to be given to the sustainability of the
Fund, particularly given the levels of volatility that continue to impact adversely on
investments. In recognition of this, all requests for disbursements from the Strategic
Reserve Fund are routinely supported by a full business case appraisal and accompanied
by an impact assessment prepared by the Head of Finance. This position is measured
against a minimum balance or “floor”, originally established in April 2012 at £175m, with
the value recalculated year on year using RPI, and thus ensures that going forward a clear
link is maintained between the level of distributions being made by the Strategic Reserve
Fund and the value of the Strategic Reserve Fund in real terms.

11.12. The Council aims to achieve the optimum return on its investments commensurate
with proper levels of security and liquidity. The risk appetite of the Council is low in order to
give priority to security of its investments. This is in keeping with the nature of the Strategic
Reserve Fund, which is to provide for the benefit of Orkney and its inhabitants, whilst
having regard to the Fund’s long-term commitments in terms of the terminal decline and
decommissioning of the Flotta Oil Terminal in the future.

11.13. Harbour Reserves which at 31 March 2018 had a value of £238.4m, consisting of
the Strategic Reserve Fund and Miscellaneous Piers and Harbour Funds. The Council
considered the SRF revenue budget at the time the Council Tax and the overall General
Fund budget were debated in February 2018. An approved contribution from the SRF to
General Fund Services in 2018/19 was set at £4.684m.

11.14. In light of the expected budget surplus for the Scapa Flow Oil Port, as set out in
Section 12 below, the SRF assumes a budgeted financial contribution from the Scapa
Flow Oil Port of £1.257m for financial year 2018 / 2019.

11.15. The contribution to the General Fund from the SRF is treated as a funding source
and allows the Council to supplement the funding received from the Scottish Government
and the taxes raised locally from Non Domestic Rates and Council Tax.

12. Scapa Flow Oil Port

12.1. The Council maintains a separate trading account for Scapa Flow Oil Port in terms of
Section 67 of the Orkney County Council Act 1974 which requires the Council to keep
separate accounts in respect of the harbour undertaking so as to distinguish capital from
revenue and income from expenditure.
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12.2. The current Flotta Oil Terminal operator requires a 24 hour, seven day per week
Harbour operation to facilitate tanker movements. From the point of view of the Council,
this means that there is a requirement to continue to resource this activity accordingly to
maintain an appropriate level of service. Current projections assume the service level will
continue at 2018 / 2019 levels adjusted for the Council’'s budget strategy and a forecast
decrease in Flotta tanker traffic largely offset by an increase in Ship to Ship transfer
activity.

12.3. The income levels for the Scapa Flow Oil Port account are dependent on the number
of oil tankers that will load at the Flotta Terminal during the year. The current terminal
operator has provided estimates of tanker numbers, which indicate a decrease in the
number of tankers over the calendar years 2019 to 2028 as oil from the Golden Eagle field
which has boosted production from February 2015 decreases in volume again. The
income projections for 2018 were based on tanker predictions of 41 tankers for the year.
The projected number of tankers for 2019 is 32 and for 2020, 29 tankers are projected.

12.4. On 3 March 2015, the Council determined charges for tanker operations within the
Scapa Flow QOil Port should recover the full cost of delivering both marine and towage
services along with a reasonable profit for the next five years to 31 March 2020 reflecting
the requirement for the Oil Port to invest in infrastructure over the longer term. The oil port
returned to profitability in 2015/16 and a budget surplus of £1.257m is anticipated for
Scapa Flow QOil Port for financial year 2018 / 2019.

13. Reserves

13.1. In determining long term financial plans and preparing budgets, the Council needs to
consider the establishment and maintenance of reserves in accordance with its statutory
powers. Reserves can be held for three main purposes:

e Working balances to help cushion the impact of uneven cash flows and avoid
unnecessary temporary borrowing — this forms part of General Reserves.

e A contingency to cushion the impact of unexpected events or emergencies — this also
forms part of General Reserves.

e A means of building up funds often referred to as Earmarked Reserves, to meet known
or predicted liabilities.

13.2. The General Fund usable revenue reserves position as at 31 March 2018 includes
earmarked and unearmarked balances. The Non-Earmarked Balance includes £0.245m
paid by Government in financial year 2017/18 but forming part of the financial settlement
for 2018/19 and therefore overstates the opening balance which is summarised below:
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TOTAL GENERAL FUND RESERVES = 26.519

Non-Earmarked
Balance., 5.032

Total Earmarked
Reserves., 21.517

13.5. Balancing the annual budget by drawing on general reserves may be viewed as a
legitimate short-term option; however, it is not normally prudent for reserves to be
deployed to finance recurrent expenditure. CIPFA has commented that local authorities
should be particularly wary about using one-off reserves to deal with shortfalls in current
funding.

13.6. There is no generally recommended target level of uncommitted General Fund
Reserves although a number of local authorities do have a target range of between 2% to
4% of their net revenue expenditure. With the smallest budget of any Scottish local
authority it is considered prudent to hold reserves to a higher % of the net budget than
larger authorities because the possibility exists that a catastrophic event could occur that is
larger in scale than the size of the Council and cost the Council in excess of the reserves
held.

13.7. Due to the continuing uncertainties and risks beyond 2018 / 2019 it is considered
prudent to maintain non-earmarked General Fund reserve of 5% of the revenue budget.
The current £4.787m balance (excluding the £0.245m) is approximately 5.8% of the net
revenue budget.

13.8. In determining a Reserves Strategy, it is recognised that there may be constraints on
the Council’s capacity to raise balances in future. These constraints arise firstly from the
generally tight budgetary environment anticipated over the medium term, which means
that there will be limited opportunities to raise balances through local taxation. Secondly,
the savings that have already been made to the revenue budget and the pressures on the
social care budget in particular means that there is a limited prospect of uncommitted
balances being built up through service underspends.
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13.9. The Council also faces significant challenges, with continued reductions in funding
and increasing demand for many of its services. Although the financial projections
presented in section 15 are not confirmed they give an indication that the impact on local
government will be significant. It will therefore be necessary to maintain balances at a level
that reflects the difficulty likely to be experienced in reinstating them if and when they are
applied.

13.10. In addition to the prospect of reduced government funding, the Council continues to
face increasing demand for many of its services and faces financial risks across a number
of service areas. It is for these unanticipated eventualities that the Council holds a General
Fund reserve.

14. Workforce Strategy

14.1. Staffing costs account for 48% of the Council’s gross revenue expenditure and more
than 73% of the Council’s net revenue expenditure and therefore with predicted cuts in
funding a reduction in staffing numbers will need to be planned for and managed. The
previous sanctions tied to the maintenance of teacher: pupil ratios appear to have been
somewhat relaxed from 2019/20 meaning that staffing reductions will no longer have to
focus solely on non-teaching posts. If future saving proposals impact on staff
proportionately to their share of the budget, a gross reduction of 128 FTE would be
forecast by 2023/24.

14.2. A Workforce Management Fund has been established as a corporate provision to
assist with costs associated with redundancy and early retirements should the Council be
required to make budget savings that will involve reductions in the workforce. As part of
the Change Review on Staff and Workforce Planning, updates to the redundancy and
early retirement policies were approved by the Council in October 2016.

14.3. An ageing workforce is also a significant issue which we are considering as part of
our wider workforce planning. From the tables below, based on 2018 data, 45% of our
workforce is over 50 years of age. With recent changes that enable employees to access
their pension benefits from age 55 without employer consent (albeit with a reduction in
those benefits) it is uncertain if this will lead to more people retiring before their normal
retirement age.
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Age. Male. %. Female. %. Total %.
(FTE).

>70 2.2 0.4% 3.7 0.3% 5.9 0.4%
>60<70 74 13.6% 80.9 7.6% 154.9 9.6%
>50<60 220.8 40.5% 340.1 32.0% 560.9 34.9%
>40<50 128.2 23.5% 282.9 26.7% 411.1 25.6%
>30<40 78.6 14.4% 199.7 18.8% 278.3 17.3%
>20<30 38.9 7.1% 149.5 14.1% 188.4 11.7%
<20 2.3 0.4% 4.5 0.4% 6.8 0.4%

545 100.0% 1061.3 100.0% 1606.3 100.0%

14.4. The Council has put in place Workforce Plans across each of its services, as well as
an overarching Council Workforce Plan. These include looking at workforce related
service pressures, learning and development needs, and scenario planning.

Permanent. Temporary. Total.
Full-time. Part-time. Full-time. Part-time. FTE.
829.0 551.3 114.0 1121 1606.4

14.5. The scenario planning uses the Worst, Best and Likely case financial scenarios
outlined in the workforce planning documents for the Council over the next 5 years,
thereby providing a clear link between workforce planning and the financial planning

assumptions.

14.6. The Workforce Plans therefore provide a roadmap for future choices on the

deployment of Council staffing and what impact this may have on its services.

14.7. In addition to the Workforce Plans, the Council has developed a Human Resources
Strategy 2014 to 2018 which sets out our approach to ensuring we have the right people in
the right place with the right skills to deliver the Council’s priorities. In doing so it identifies
three key areas to meet this aim:

e Reshaping the workforce through:

o Developing entry-level jobs, career paths and succession planning.

O O O O

Redeployment and transition training.

Equipping managers to deal with change and support employees through it.
More flexible working, career breaks, early retirement, voluntary redundancy.

Work with schools and Orkney College to promote careers in priority areas.
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e Flexibility and exploring new ways of working including:
0 Home, remote and mobile working.
o Streamlining HR processes, and improved ICT systems.
o0 Flexibility and adaptability in job descriptions and person specification.

e Enhancing capacity and improving performance by:

o Developing leadership at all levels through the Leadership and Management
Development Framework.

o Effective communication and engagement in the process of change and
improvement.

Building capacity through learning, coaching and knowledge transfer.
Focusing on maximising employee attendance.

Embedding a high-performance culture through effective ERD scheme and
associated development plans.

15. Indicative Budget Forecasts 2019/20 to 2029/30

15.1. With much political and economic uncertainty surrounding both the scale and timing
of any funding reductions, it is not possible to provide a definitive budget gap over the long
term. Drawing on economic commentaries and the Governments Medium Term Budget
plans together with known increases in demand and changes in demographics it is
however possible to set out projections of the Worst Case, Best Case and Likely Case
scenario positions up to 2029/30. The detailed results of these three scenarios are shown
in Appendix 1, with a summary of the results as follows:

Scenario. Funding Gap. Compared to Annual Budget.
Worst Case. £145,600,000. 175%.
Likely Case. £65,700,000. 79%.
Best Case. £23,600,000. 28%.

15.2. The results show that a likely funding gap of £70.5m or 79% of the 2018/19 General
Fund budget could be experienced over the 10-year period to 2029/30.

15.3. With savings in excess of £13m already delivered since 2011/2012, it is accepted
that the majority of the most palatable and easily achievable savings have been taken and
that achievement of a balanced budget with a reducing level of resource is going to require
an increase in the scale and pace of service transformation. Options available to bridge
the funding gap are as follows:
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e Better Ways of Working:
0 Service redesign.
Partnership working.
Capacity building within communities.
Maximise digital technology.
Process automation.

O O O O O

Asset rationalisation.

e Demand Management:
o Early intervention and prevention.
0 Review eligibility criteria.
o0 Develop reablement services.
o0 Improve service delivery.

e Review of Costs and Income:

Maximise procurement opportunities.
Change Programme savings.
Service budget reductions.
Additional external funding.
Additional income generation.
Council Tax increases.

O O O O O O O

Increased use of reserves and balances.

16. Service Budget Reductions

16.1. In order to deliver a fair and systematic approach to the allocation of financial
resources across the Council, it is necessary to analyse key resource information so as to

ensure that future service budgets better reflect the relative importance of such
information.

16.2. Four key elements are used to assist in decision-making about the future allocation

of resources:
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Risk
(including Council

statutory, Priorities
reputational and

political)

Budget to
Funding

16.3. Risk is seen as a significant element, as some services must be delivered by law.
However, significant discretion over the level of service exists across many Council
services, with some services having more scope than others to reduce current service
levels before a critical level is reached in terms of capacity to deliver even a basic level of
service or fail to meet their statutory obligations.

16.4. Council Priorities are very important in shaping local services to local needs. In a
climate of significantly reducing resources however, the flexibility to redirect resources
away from other statutory requirements and the funding allocated to particular services
reduces. Local flexibility is increased by the ability of the Council to draw on an annual
Strategic Reserve Fund contribution.

16.5. Budget to Funding is also an important element, as the level of funding provided
should be closely linked to how much is spent on a particular service area, however,
factors such as demography and other funding pressures also need to be considered.
Councils have discretion to reallocate funding based on their local priorities and this is
reflected in the current allocation of budget within the Council which has evolved over
many years through political choice during the budget setting processes.

16.6. Performance levels should be kept under review. The Council must continue to
deliver the best possible services from within the resources made available to it and look
for continuous improvement wherever possible. The ability to achieve high performance
may reduce, however, as funding levels reduce. The group of external scrutiny bodies
(Local Area Network) continues to assess the services provided by the Council as a low
risk and this is based on performance levels which are generally “good”.
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16.7. With reduced funding levels and a mix of performance levels across Council
services, there could be a need to redirect resources from areas of very high performance
to areas where performance needs to improve. It is also important not to create a culture in
which poor performance is considered the norm and is rewarded.

17. Additional Income

17.1. The Council will continue to make the case for additional external funding wherever
possible in order to reduce the net cost of Council services.

17.2. There was a notable success in 2018/19 from the Fair Funding Review of Inter Island
Ferry Services undertaken in partnership with Transport Scotland. An additional ring-
fenced grant of £5.5m was secured and whilst there would appear to be fair ferry funding
in the draft settlement figures for 2019/20 Transport Scotland officials have cast some
doubt on whether the provisional allocations will be honoured.

17.3. Longer term, there will be an ongoing dialogue with Scottish Government to ensure
fair funding for provision of lifeline transportation services in Orkney to a standard equal to
services elsewhere in Scotland. This will however require a further increase in Scottish
Government support to the associated revenue and capital budgets.

17.4. The Council has budgeted to achieve income of £1.9m from sales, rents and lettings
to external customers in 2018/19. The Council has an approved Charging and
Concessions Policy which provides a clear framework to monitor and review service
charging, along with a comprehensive Charges Register available to view on the Council
website.

17.5. The Corporate Charging Working Group was established to review charging policy
and consider changes to existing charges and where appropriate the introduction of new
service charges. It has a key role to play as the Council looks to increase the level of
income generated through charging to recover a greater proportion of the cost of providing
certain services thereby reducing the need for service reductions elsewhere.

17.6. The Council has the ability to utilise its reserves and balances to invest in projects
and initiatives to generate ongoing investment income, with such investments being
assessed on a rate of return basis.

18. Council Tax Increases

18.1. The Council Tax was frozen for nine years between financial years 2007/08 and
2016/17, with financial sanctions being in place to deter any increases. These sanctions
have been lifted since 2017/18, with capped increases of up to 3% being permitted for
2017/18, 2018/19 and 2019/20. The additional annual income from a 3% increase in
Council Tax is estimated at £0.242m.
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18.2. Additional income is also generated through changes in the upper Council Tax band
multipliers. The multiplier changes were originally proposed by Government as a way of
raising £100m nationally for an Attainment Fund that would be redistributed towards Early
Years education provision. The Government has now stated that they will fund the
Attainment Fund from resources available to them at a national level and that Councils can
retain fully the additional income raised through the multiplier changes. The additional
annual income from the multiplier changes is approximately £0.174m.

18.3. There are also proposals to remove the 10% Council Tax discount on second homes
and to apply a surcharge of 100% for long term empty properties. It is estimated that this
might raise in the order of £0.228m.

19. Capacity Building within Communities

19.1. The Community Empowerment (Scotland) Act 2015 introduces a range of
opportunities for communities to become more engaged and involved in the delivery of
local services. For example, communities can request property asset transfers to take
direct responsibility for Council properties for community purposes. Communities can also
make participation requests where it is felt that the voices of certain communities are not
being heard.

19.2. The significant demographic pressures which public bodies face over the next 20
years are particularly acute in Orkney. Increased community, third sector and voluntary
participation will be necessary to manage the expected increase in demand for services
that will materialise. This will require re-prioritisation of resources to provide more
integrated and outcome-focussed services which will ensure that the reducing public
resources available will deliver the value the Council seeks through its partnering
arrangements.

19.3. The Improvement Service was commissioned to assist the Council with a Change
Review on Outsourcing and Partnerships in June 2016. As part of the recommendations
approved by the Council in December 2016, was agreement that whilst the Council’s
Empowering Community pilots have progressed on a relatively low resource base, a more
strategic approach in building capacity linked to asset and service transfer should be
explored. Any investment in the community should be guided by four principles:

e Capacity should not be developed to simply mirror what the Council already does.

e The whole range of existing community and third sector partners should be partners in
development, not recipients of it.

e Investments require returns and these should be about improved outcomes and
reduced pressure on the core public budget.

e The approach should embrace voluntary effort as well as “not for profit” service delivery.
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20. Increased Use of Reserves and Balances

20.1. The pressure to draw more from reserves to preserve services and jobs is
recognised. With positive Strategic Reserve Fund (SRF) investment returns in recent
years and headroom above the Council’s agreed investment floor valuation, it is possible
to adopt a higher risk strategy and increase the draw on reserves. It must be recognised,
however, that significant uncertainty remains in the wider economy and that in financial
year 2015/16 an investment loss of £8m was made against a budgeted surplus of £10m
and that for 2018/19 a similar position may occur.

20.2. Appendix 2 illustrates that an additional average annual contribution of £6.6m over
ten years would be required in order to manage the baseline budget reductions required to
bridge the likely £65.7m funding gap. This would allow a smoothing of the annual baseline
savings targets rising from £3m in 2019/20 to £10m in 2029/30.

20.3. This level of additional contribution sourced from the SRF will clearly exceed the
headroom in the SRF floor which is currently estimated at £30m. Investment returns, and
oil port surpluses being realised at projected levels will also have a significant bearing on
whether the headroom is retained over the next five years. Appendix 2 does, however,
show that using an additional £20.6m of reserves over the next five years would be an
option to balance the budget but would largely erode the headroom by 2023/24.

20.4. The Council has General Fund reserves of £23.3m consisting of unallocated General
Fund reserves of £4.8m, a Repairs and Renewals Fund of £8.1m and earmarked General
Fund reserves of £10.4m. As part of the annual budget setting process these reserves are
reviewed to assess the appropriateness of maintaining each of these earmarked balances.
Balances that lack underpinning plans for deployment should not be maintained without
such a plan being put in place for their use. Any residual funds identified through this
review process will be redirected before any additional contributions are made from the
SRF.

21. Financial Risk Management

21.1. Financial projections set out in Section 15 contain assumptions which in turn bring
risks and uncertainties. Changes in these assumptions can have a material effect on the
outcome. The projections make assumptions in three broad categories:

e Issues known about or which are reasonably foreseen which create upward cost
pressure e.g. pay pressure; indexation; known policy change commitments; etc.

e Issues which can be anticipated as areas of budget risk but where the extent of the risk
is uncertain e.g. the cost of the ageing population; waste tonnages; etc.

e Issues which could create cost pressures but are speculative at this stage e.g. national
insurance; superannuation; energy prices; etc.

21.2. Some factors have a significant bearing on the end result, and the assumptions
made on the most material items are set out below. The Council is working closely with
community planning partners to address the following four pillars of public sector reform
set out by the Scottish Government in September 2011 in its response to the
recommendations of the Commission on Future Public Service Delivery:
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e A decisive shift towards prevention.

e Greater integration of public services at local level driven by better partnership
collaboration and effective delivery.

e Greater investment in people who deliver services through enhanced workforce
development and effective leadership.

e A sharp focus on improving performance through greater transparency, innovation and
use of digital technology.

22. Conclusions

22.1. The Long-Term Financial Plan has been prepared against a background of
significant reductions and changes in grant funding and increasing costs of service
pressures, particularly from the most vulnerable. These factors could jeopardise the
Council’s sustainable financial position unless baseline budget savings continue to be
delivered alongside the delivery of the Council’s corporate priorities.

22.2. The Long-Term Financial Plan covers a ten-year period for which Government
spending plans have yet to be finalised. Funding beyond 2018/19 is still uncertain although
indications are that austerity measures are likely to continue throughout the period of the
plan.

22.3. The Long-Term Financial Plan identifies a “Likely” funding gap of £65.7m from
2019/20 to 2029/30. This funding gap is on top of budget savings of £13.2m that have
already been delivered by this Council since 2011 / 2012.

22.4. The Long-Term Financial Plan supports the requirement to continue the process of
transforming services in order to identify savings which will feed into the budget setting
process and help towards bridging the funding gap. There is likely to be a need to use
significantly more reserves than the current annual contribution of £4.3m. The ongoing
sustainability of the SRF is however fundamentally important to the future delivery of
services in Orkney and therefore any contributions must have due regard to the long-term
sustainability of the Strategic Reserve Fund.

22.5. Although the financial context is increasingly challenging, the Council has a track
record of identifying and delivering significant savings and achieving budget out-turn within
the approved budget supported by a framework of effective financial planning. This
approach will need to continue to ensure that a sustainable long-term financial position can
be maintained.

22.6. The Senior Management Team will review the strategy in conjunction with the annual
revenue budget setting process. The strategy will be reviewed periodically to ensure that
the strategy continues to be aligned to overall Council objectives and priorities and that the
Council continues to be able to set a balanced budget year on year.
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Appendix 1

Page 31 — Worst Case View of Funding and Costs, together with Assumptions for
Expenditure and Income.

Page 33 — Likely Case View of Funding and Costs, together with Assumptions for
Expenditure and Income.

Page 35 — Best Case View of Funding and Costs, together with Assumptions for
Expenditure and Income.
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Orkney Islands Council - Long Term Financial Plan - Worst Case View of Funding and Costs

Aggregate External Finance
Council Tax

Government Grants

Other Grants & Reimbursements
Rents & Lettings

Sales

Interest & Loans

Fees & Charges

Apportioned Income
Miscellaneous Income

Total Income

2018/19
£'000
-68,432.0
-8,628.2
-5,080.6
-21,127.6
-669.5
-1,317.7
-372.0
-6,136.0
-9,269.7
-120.9

-121,154.2

BY SUBJECTIVE GROUP (Total General Fund)

Staff Costs

Property Costs

Supplies and Services
Transport Costs
Administration Costs
Apportioned Costs

Third Party Payments
Transfer Payments

Loan Charges
Miscellaneous Expenditure

Total Expenditure

Opening Balance

Contribution from Strategic Reserve Fund
Deficit on Year

Closing Balance / Funding Gap

60,291.1
8,762.0
6,498.8
5,607.7
1,248.4
7,086.6

18,576.1"

7,455.7
4,311.8
6,278.0

126,116.2

-4,787.1

-4,962.0

4,962.0

145,632.0 -4,787.1

2019/20
£'000
-67,836.0
-9,029.0
-6,280.6
21,127.6
-669.5
-1,357.2
-372.0
-6,320.1
-9,594.1
-124.5

-122,710.6

64,201.3
8,937.2
6,628.8
5,719.9
1,248.4
7,334.6

18,245.1
7,455.7
4,311.8
6,340.8

130,423.6

-4,787.1
-4,383.2

7,713.0
-1,457.3

2020/21
£'000
-66,479.3
-9,299.9
-6,280.6
21,127.6
-669.5
-1,397.9
-372.0
-6,509.7
-9,881.9
-128.2

-122,146.6

66,127.3
9,115.9
6,761.4
5,834.3
1,260.9
7,554.6

18,427.6
7,530.3
4,311.8
6,404.2

133,328.3

-1,457.3
-4,383.2
11,181.7

5,341.2

2021/22
£'000
-64,484.9
-9,578.9
-6,280.6
-21,127.6
-703.0
-1,439.8
-372.0
-6,705.0
-10,277.2
-132.0

2022/23
£'000
-65,129.7
-9,866.3
-6,280.6
-21,127.6
-703.0
-1,483.0
-372.0
-6,906.2
-10,585.5
-136.0

-121,101.0 -122,589.9

68,772.4
9,298.2
6,964.2
5,951.0
1,273.5
7,856.8

18,611.9
7,605.6
4,311.8
6,468.2

137,113.6

5,341.2
-4,383.2
16,012.6
16,970.6

70,835.6
9,484.2
7,103.5
6,070.0
1,286.2
8,092.5

18,798.0
7,681.7
4,311.8
6,532.9

140,196.4

16,970.6
-4,383.2
17,606.5
30,193.9

2023/24
£'000
-65,781.0
-10,162.3
-6,280.6
-21,127.6
-703.0
-1,527.5
-372.0
-7,113.4
-10,903.1
-140.1

-124,110.6

72,960.7
9,673.9
7,245.6
6,191.4
1,299.1
8,335.3

18,986.0
7,758.5
4,311.8
6,598.2

143,360.5

30,193.9
-4,383.2
19,249.9
45,060.6

2024/25
£'000
-66,438.8
-10,467.2
-6,280.6
-21,127.6
-738.2
-1,573.3
-372.0
-7,326.8
-11,230.2
-144.3

-125,699.0

75,149.5
9,867.4
7,390.5
6,315.2
1,312.1
8,585.4

19,175.9
7,836.1
4,311.8
6,664.2

146,608.1

45,060.6
-4,383.2
20,909.1
61,586.5

2025/26
£'000
-67,103.2
-10,781.2
-6,280.6
-21,127.6
-738.2
-1,620.5
-372.0
-7,546.6
-11,567.1
-148.6

APPENDIX 1

2026/27 2027/28
£'000 £'000
-67,774.2 -68,451.9
-11,104.6 -11,437.7
-6,280.6  -6,280.6
-21,127.6 -21,127.6
-738.2 -775.1
-1,669.1 -1,719.2
-372.0 -372.0
-7,773.0  -8,006.2
-11,914.1 -12,271.5
-153.1 -157.7

-127,285.6 -128,906.5 -130,599.5

77,404.0
10,064.7
7,538.3
6,441.5
1,325.2
8,843.0
19,367.7
7,914.5
4,311.8
6,730.8

149,941.5

61,586.5
-4,383.2
22,655.9
79,859.2

79,726.1 82,117.9
10,266.0 10,471.3
7,689.1 7,842.9
6,570.3 6,701.7
1,338.5 1,351.9
9,108.3 9,381.5
19,561.4 19,757.0
7,993.6 8,073.5
4,311.8  4,311.8
6,798.1 6,866.1

153,363.2 156,875.6

79,859.2 99,932.7
-4,383.2  -4,383.2
24,456.7 26,276.1
99,932.7 121,825.6

2028/29
£'000
-69,136.4
-11,780.8
-6,280.6
-21,127.6
-775.1
-1,770.8
-372.0
-8,246.4
-12,639.6
-162.4

-132,291.7

84,581.4
10,680.7
7,999.8
6,835.7
1,365.4
9,662.9
19,954.6
8,154.2
4,311.8
6,934.8

160,481.3

121,825.6
-4,383.2
28,189.6

145,632.0
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Worst Case Assumptions.

Expenditure.

1. Pay Awards — 3.5% and 3% for 2018 to 2021 then 4% in 2021/22 for growth in care sector then 3% for remainder of the ten-year plan.
2. Property Costs — 2% per annum for the duration of the ten-year plan.

3. Supplies and Services — 2% per annum for the ten-year plan with 3% in 2021/22 for growth in care sector.
4. Transport — 2% per annum for the duration of the ten-year plan.

5. Administration — 1% per annum for the duration of the ten-year plan.

6. Apportioned Costs — follow pay awards.

7. Third Party Payments — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.
8. Transfer payments — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

9. Loan Charges — no change to the loan charges budget for the ten-year plan.

10. Miscellaneous Expenditure — % per annum for the duration of the ten-year plan.

Income.

1. Aggregate External Finance — no increase in 2019/20 with 2% reduction in 2020/21 a 3% reduction in 2021/22 and 1% increase
thereatfter.

2. Council Tax — annual increase capped at 3% for duration.

3. Strategic Reserve Fund — assumed to be no increase to identify what the funding gap is.

4. Government Grants — assume 3% increase per annum.

5. Other Grants and Reimbursements — no increase assumed.

6. Rents and Lettings — 5% increase every three years.

7. Sales — assume 3% increase per annum.

8. Interest and Loans — no increase assumed.

9. Fees and Charges — assume 3% increase per annum.

10. Apportioned Income — matches pay award assumptions.
11. Miscellaneous Income — assume 3% increase per annum.
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Orkney Islands Council - Long Term Financial Plan - Likely Case View of Funding and Costs

Aggregate External Finance

Council Tax

Government Grants
Other Grants & Reimbursements

Rents & Lettings
Sales

Interest & Loans
Fees & Charges

Apportioned Income
Miscellaneous Income

Total Income

BY SUBJECTIVE GROUP (Total General Fund)

Staff Costs
Property Costs

Supplies and Services

Transport Costs

Administration Costs
Apportioned Costs
Third Party Payments
Transfer Payments

Loan Charges

Miscellaneous Expenditure
Total Expenditure

Opening Balance
Contribution from Strategic Reserve Fund

Deficit on Year

Closing Balance / Funding Gap

2018/19
£'000
-68,432.0
-8,628.2
-5,080.6
-21,127.6
-669.5
-1,317.7
-372.0
-6,136.0
-9,269.7
-120.9

-121,154.2

60,291.1
8,762.0
6,498.8
5,607.7
1,248.4
7,086.6

18,576.1"

7,455.7
4,311.8
6,278.0

126,116.2

-4,787.1
-4,962.0

4,962.0
-4,787.1

2019/20
£'000
-67,836.0
-9,029.0
-6,280.6
-21,127.6
-669.5
-1,357.2
-372.0
-6,320.1
-9,594.1
-124.5

-122,710.6

64,201.3
8,762.0
6,498.8
5,607.7
1,248.4
7,334.6

18,245.1
7,455.7
4,311.8
6,278.0

129,943.4

-4,787.1
-4,383.2

7,232.8
-1,937.5

2020/21
£'000
-68,514.4
-9,299.9
-6,280.6
21,127.6
-669.5
-1,397.9
-372.0
-6,509.7
-9,881.9
-128.2

2021/22
£'000
-69,199.5
-9,578.9
-6,280.6
-21,127.6
-703.0
-1,439.8
-372.0
-6,705.0
-10,178.4
-132.0

-124,181.7 -125,716.8

66,127.3
8,849.6
6,628.8
5,663.8
1,260.9
7,554.6

18,427.6
7,530.3
4,311.8
6,340.8

68,111.1
8,938.1
6,761.4
5,720.4
1,273.5
7,781.2

18,611.9
7,605.6
4,311.8
6,404.2

132,695.5 135,519.2

-1,937.5
-4,383.2
8,513.8
2,193.1

2,193.1
-4,383.2
9,802.4
7,612.3

2022/23
£'000
-69,891.5
-9,866.3
-6,280.6
-21,127.6
-703.0
-1,483.0
-372.0
-6,906.2
-10,382.0
-136.0

-127,148.2

69,473.3
9,027.5
6,896.6
5,777.6
1,286.2
7,936.8

18,798.0
7,681.7
4,311.8
6,468.2

137,657.7

7,612.3
-4,383.2
10,509.5
13,738.6

2023/24
£'000
-70,590.4
-10,162.3
-6,280.6
-21,127.6
-703.0
-1,527.5
-372.0
-7,113.4
-10,589.6
-140.1

-128,606.5

70,862.8
9,117.8
7,034.5
5,835.4
1,299.1
8,095.5

18,986.0
7,758.5
4,311.8
6,532.9

139,834.3

13,738.6
-4,383.2
11,227.8
20,583.2

2024/25
£'000
-71,296.3
-10,467.2
-6,280.6
-21,127.6
-738.2
-1,573.3
-372.0
-7,326.8
-10,801.4
-144.3

2025/26
£'000
-72,009.3
-10,781.2
-6,280.6
-21,127.6
-738.2
-1,620.5
-372.0
-7,546.6
-11,017.4
-148.6

2026/27
£'000
-72,729.4
-11,104.6
-6,280.6
-21,127.6
-738.2
-1,669.1
-372.0
-7,773.0
-11,237.7
-153.1

-130,127.7 -131,642.0 -133,185.3

72,280.1
9,209.0
7,175.2
5,893.8
1,312.1
8,257.4

19,175.9
7,836.1
4,311.8
6,598.2

73,725.7
9,301.1
7,318.7
5,952.7
1,325.2
8,422.5

19,367.7
7,914.5
4,311.8
6,664.2

142,049.6 144,304.1

20,583.2
-4,383.2
11,921.9
28,121.9

28,121.9
-4,383.2
12,662.1
36,400.8

75,200.2
9,394.1
7,465.1
6,012.2
1,338.5
8,591.0

19,561.4
7,993.6
4,311.8
6,730.8

146,598.7

36,400.8
-4,383.2
13,413.4
45,431.0

APPENDIX 1

2027/28
£'000
-73,456.7
-11,437.7
-6,280.6
-21,127.6
-775.1
-1,719.2
-372.0
-8,006.2
-11,462.5
-157.7

-134,795.3

76,704.2
9,488.0
7,614.4
6,072.3
1,351.9
8,762.8

19,757.0
8,073.5
4,311.8
6,798.1

148,934.0

45,431.0
-4,383.2
14,138.7
55,186.5

2028/29
£'000
-74,191.3
-11,780.8
-6,280.6
-21,127.6
-775.1
-1,770.8
-372.0
-8,246.4
-11,691.8
-162.4

-136,398.8

78,238.3
9,582.9
7,766.7
6,133.0
1,365.4
8,938.1

19,954.6
8,154.2
4,311.8
6,866.1

151,311.1

55,186.5
-4,383.2
14,912.3
65,715.6
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Likely Case Assumptions.

Expenditure.

1. Pay Awards — 3.5%, 3% and 3% for 2018 to 2021 then annually 2% for remainder of the ten-year plan.

2. Property Costs — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

3. Supplies and Services — no inflation in 2019/20 and 2% per annum for the remainder of the ten-year plan.
4. Transport — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

5.
6
7
8
9
1

Administration — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

. Apportioned Costs — follow pay awards.

. Third Party Payments — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

. Transfer payments — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

. Loan Charges — no change to the loan charges budget for the ten-year plan.

0. Miscellaneous Expenditure — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

Income.

O©CO~NOUILPA,WNPE

. Aggregate External Finance — no increase in 2019/20 with 1% increase thereafter.

. Council Tax — annual increase capped at 3% for duration.

. Strategic Reserve Fund — assumed to be no increase to identify what the funding gap is.
. Government Grants — assume 3% increase per annum.

. Other Grants and Reimbursements — no increase assumed.

. Rents and Lettings — 5% increase every three years.

. Sales — assume 3% increase per annum.

. Interest and Loans — no increase assumed.

. Fees and Charges — assume 3% increase per annum.

10. Apportioned Income — matches pay award assumptions.
11. Miscellaneous Income — assume 3% increase per annum.
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Orkney Islands Council - Long Term Financial Plan - Best Case View of Funding and Costs

Aggregate External Finance

Council Tax

Government Grants
Other Grants & Reimbursements
Rents & Lettings

Sales

Interest & Loans

Fees & Charges

Apportioned Income
Miscellaneous Income

Total Income

BY SUBJECTIVE GROUP (Total General Fund)

Staff Costs
Property Costs

Supplies and Services

Transport Costs

Administration Costs
Apportioned Costs
Third Party Payments
Transfer Payments

Loan Charges

Miscellaneous Expenditure
Total Expenditure

Opening Balance
Contribution from Strategic Reserve Fund

Deficit on Year

Closing Balance / Funding Gap

2018/19
£'000
-68,432.0
-8,628.2
-5,080.6
21,127.6
-669.5
-1,317.7
-372.0
-6,136.0
-9,269.7
-120.9

2019/20
£'000
-67,836.0
-9,029.0
-6,280.6
-21,127.6
-669.5
-1,357.2
-372.0
-6,320.1
-9,594.1
-124.5

2020/21
£'000
-68,514.4
-9,299.9
-6,280.6
21,127.6
-669.5
-1,397.9
-372.0
-6,509.7
-9,881.9
-128.2

2021/22
£'000
-69,199.5
-9,671.9
-6,280.6
-21,127.6
-703.0
-1,439.8
-372.0
-6,705.0
-10,178.4
-132.0

2022/23
£'000
-69,891.5
-10,058.8
-6,280.6
-21,127.6
-703.0
-1,483.0
-372.0
-6,906.2
-10,280.2
-136.0

-121,154.2 -122,710.6 -124,181.7 -125,809.8 -127,238.9

60,291.1
8,762.0
6,498.8
5,607.7
1,248.4
7,086.6

18,576.1"

7,455.7
4,311.8
6,278.0

64,201.3
8,762.0
6,498.8
5,607.7
1,248.4
7,334.6

18,245.1
7,455.7
4,311.8
6,278.0

66,127.3
8,849.6
6,563.8
5,663.8
1,260.9
7,554.6

18,427.6
7,530.3
4,311.8
6,340.8

68,111.1
8,938.1
6,629.4
5,720.4
1,273.5
7,781.2

18,611.9
7,605.6
4,311.8
6,404.2

126,116.2 129,943.4 132,630.5 135,387.2

-4,787.1
-4,962.0

4,962.0
-4,787.1

-4,787.1
-4,383.2

7,232.8
-1,937.5

-1,937.5
-4,383.2
8,448.8
2,128.1

2,128.1
-4,383.2
9,577.4
7,322.3

68,792.2
9,027.5
6,695.7
5,777.6
1,286.2
7,859.0

18,798.0
7,681.7
4,311.8
6,468.2

136,697.9

7,322.3
-4,383.2
9,459.0
12,398.1

2023/24
£'000
-71,289.3
-10,461.2
-6,280.6
-21,127.6
-703.0
-1,527.5
-372.0
-7,113.4
-10,383.0
-140.1

-129,397.7

69,480.1
9,117.8
6,762.7
5,835.4
1,299.1
7,937.6

18,986.0
7,758.5
4,311.8
6,532.9

138,021.9

12,398.1
-4,383.2

8,624.2
16,639.1

2024/25
£'000
-72,715.1
-10,879.6
-6,280.6
-21,127.6
-738.2
-1,573.3
-372.0
-7,326.8
-10,486.8
-144.3

-131,644.3

70,174.9
9,209.0
6,830.3
5,893.8
1,312.1
8,017.0

19,175.9
7,836.1
4,311.8
6,598.2

139,359.1

16,639.1
-4,383.2

7,714.8
19,970.7

2025/26
£'000
-74,169.4
-11,314.8
-6,280.6
-21,127.6
-738.2
-1,620.5
-372.0
-7,546.6
-10,591.7
-148.6

-133,910.0

70,876.6
9,301.1
6,898.6
5,952.7
1,325.2
8,097.2

19,367.7
7,914.5
4,311.8
6,664.2

140,709.6

19,970.7
-4,383.2

6,799.6
22,387.1

2026/27
£'000
-75,652.8
-11,767.4
-6,280.6
-21,127.6
-738.2
-1,669.1
-372.0
-7,773.0
-10,697.6
-153.1

APPENDIX 1
2027/28 2028/29
£'000 £'000
-77,165.9 -78,709.2
-12,238.1 -12,727.6
-6,280.6  -6,280.6
-21,127.6 -21,127.6
-775.1 -775.1
-1,719.2 -1,770.8
-372.0 -372.0
-8,006.2  -8,246.4
-10,804.6 -10,912.6
-157.7 -162.4

-136,231.4 -138,647.0 -141,084.3

71,585.4
9,3%94.1
6,967.6
6,012.2
1,338.5
8,178.2

19,561.4
7,993.6
4,311.8
6,730.8

142,073.6

22,387.1
-4,383.2

5,842.2
23,846.1

72,301.3
9,488.0
7,037.3
6,072.3
1,351.9
8,260.0

19,757.0
8,073.5
4,311.8
6,798.1

143,451.2

23,846.1
-4,383.2

4,804.2
24,267.1

73,024.3
9,582.9
7,107.7
6,133.0
1,365.4
8,342.6

19,954.6
8,154.2
4,311.8
6,866.1

144,842.6

24,267.1
-4,383.2

3,758.3
23,642.2
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Best Case Assumptions.

Expenditure.

1. Pay Awards — 3.5%, 3% and 3% for 2018 to 2021 then annually 1% for remainder of the ten-year plan.

2. Property Costs — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

3. Supplies and Services — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

4. Transport — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

5. Administration — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

6. Apportioned Costs — follow pay awards.

7. Third Party Payments — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

8. Transfer payments — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.

9. Loan Charges — no change to the loan charges budget for the ten-year plan.

10. Miscellaneous Expenditure — no inflation in 2019/20 and 1% per annum for the remainder of the ten-year plan.
Income.

1. Aggregate External Finance — no increase in 2019/20 with 1% increase in 2020/21; 2021/22 and 2022/23 and 2% thereafter.
2. Council Tax — increase capped at 3% for 2019/20 and 2020/21 then 4% per annum thereafter.

3. Strategic Reserve Fund — assumed to be no increase to identify what the funding gap is.

4. Government Grants — assume 3% increase per annum.

5. Other Grants and Reimbursements - no increase assumed.

6. Rents and Lettings — 5% increase every three years.

7. Sales — assume 3% increase per annum.

8. Interest and Loans — no increase assumed.

9. Fees and Charges — assume 3% increase per annum.

10. Apportioned Income — matches pay award assumptions.
11. Miscellaneous Income — assume 3% increase per annum.
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