
 

 

 
REPORT TO: East Lothian Council 
 
MEETING DATE: 14 December 2021 
 
BY:   Executive Director for Council Resources 
    
SUBJECT:  Financial Update Report (including Financial & Capital 
   Strategy) 
 

 
 
1 PURPOSE 

1.1 This report sets out the current position relating to 2022 budget 
development, and seeks Council approval to consider an updated 
Financial and Capital Strategy for the Council covering the five-year period 
from 2022 to 27.   

 

2 RECOMMENDATIONS 

2.1 The Council is recommended to: 

 Note the current update relating to 2022 budget development; 

 Note the statutory requirement to undertake a rent consultation 
should any rent increase be considered, and the timescale for 
political groups to notify officers of any proposal to increase rent 
levels from April 2022; 

 Approve the overarching Financial Strategy set out in Appendix 1 
noting the main changes highlighted in section 3.9 of the report; 

 Approve the Capital Strategy set out in Appendix 2 noting the main 
changes highlighted in section 3.11 of this report, and note that a 
significant refresh of the Capital Strategy will be undertaken during 
2022 and will inform the development of future capital investment 
plans from 2023 onwards. 

  

 
 
 
 



 

3 BACKGROUND 

2022 Budget Development 

3.1 In November, the Council received an update report setting out the 
financial prospects for the Council for 2022 and beyond.  This report set 
out the very challenging and complex financial environment and the wide 
range of risks and variables which the Council is currently trying to 
manage.  Collectively the scale of the risks and uncertainties facing the 
Council remain at an unprecedented level, and it remains clear that the 
Council must do more to deliver its wide range of services and obligations 
within extremely challenging financial resource limits.  

3.2 As highlighted previously, a large proportion of the Council’s current 
running costs is met by national funding, and the financial settlement for 
Local Government will become clearer when the Scottish Government 
publishes its draft settlement for 2022-23 on 9 December, with individual 
local authority allocations not known until 20 December 2021.  Officers are 
currently working through developing draft budget plans aligned to the 
approved budget process, with a reminder of the process set out below: 

 A 3-year General Services revenue budget will be prepared 
covering 2022-23 to 2024-25, initially based upon a roll forward of 
existing budget plans. 

 A medium term General Services capital budget will be prepared 
covering the 5-year period 2022-23 to 2026-27, but this will be 
underpinned by a longer term capital infrastructure plan. 

 The base budget will be developed and issued to all political groups 
as early as possible.  This will subsequently be updated with 
information following presentation of the Scottish Government’s 
Draft Budget to Parliament and Local Government Finance 
settlement which is scheduled for 20 December 2021. 

 A budget briefing for members will be held early in December on 
the development of the baseline budget and key assumptions.  

 DRAFT budget proposals (covering both General Services and 
HRA) will be developed by the Administration and initially 
considered by Cabinet in January 2022 covering both revenue and 
capital budgets.   

 Other Political Groups will have the option to develop any 
amendments to the Administration budget, with formal proposals to 
be considered by Council in February (date now confirmed as 1 
March 2022), when the Council budget for both General Services, 
HRA and Council Tax setting will be approved.   

3.3 Members may be aware that there remains a statutory requirement to 
consult on any proposed rent increase.  During 2021-22, Council approved 
a 0% rent increase in recognition of challenging circumstances being 
faced by tenants as a result of COVID-19.  Should any political group wish 



 

to consider an increase to rent levels from April 2022, this must be 
declared to the Executive Director for Council Resources no later than 
Friday 14 January 2022 in order that this can inform a decision to 
undertake a public consultation.  The outcome of this will inform the 
decision to undertake a public rent consultation, which in turn will inform 
the decision relating to setting of rent level for 2022-23. 

 Financial Strategy and Capital Strategy 

3.4 The current approved Financial Strategy was approved by Council in 
December 2020.  The strategy covers a five-year financial planning period 
but remains subject to an annual refresh to ensure that it remains 
appropriate and relevant to any change in the financial planning 
landscape.   

3.5 The Council continues to operate within a very uncertain financial and 
economic environment.  The continued and ongoing management of 
COVID-19 interventions and recovery has continued to add to the 
complexity and scale of challenges, but may also create opportunities to 
change the way in which we support and deliver services going forward.  

3.6 The continuing uncertainty surrounding future public sector funding 
alongside challenging economic conditions will be significant influential 
factors in managing future cost commitments, all of which must be 
considered against a backdrop of increasing demand for services, and a 
growing population. This means that it is inevitable the Council will need 
to find ways of ensuring that it can balance these competing pressures in 
the most sustainable way possible.   

3.7 Despite the very difficult and complex financial environment, it is 
recommended that the current strategy remains appropriate for the 
organisation at this time.  The strategy includes the need to prioritise and 
deliver an enhanced transformational change programme, and support an 
enhanced focus of reviewing the Council’s asset base, both of which 
remain critical to supporting the wide range of risks and financial 
challenges in the years ahead, as well as capitalising on opportunities to 
change the way in which services are delivered going forward.  

3.8 For ease of reference, the main elements within the Financial Strategy are 
set out in the following paragraphs: 

 Section 6.3 sets out the General Services Financial strategy 
incorporating both revenue and capital; 

 Section 6.4 sets out the proposed Reserves strategy relating to 
management of General Service reserves; 

 Section 7.7 sets out the HRA Financial strategy incorporating both 
revenue and capital and wider application of reserves. 

3.9 As part of the annual refresh, some contextual changes are reflected within 
the wider strategy document and a summary of the main changes are 
summarised below: 



 

 Section 1 – updated context relating to publishing of UK 
Government Spending review and publication of draft Scottish 
Government budget for 2022-23; 

 Section 2 – updated economic and national context; 

 Section 4 – updated figures and narrative based on 2021-22 
approved financial plans, and future financial risks and prospects 
set out in more detail to Council in November 2021; 

 Section 5 – updated reserves position aligned to the approved 
2020-21 accounts, and re-emphasis of reserves strategy set out in 
paragraphs 5.5 - 5.8 of the report. 

3.10 In addition, as highlighted in previous years, the Prudential Code requires 
all local authorities to produce a specific Capital Strategy, with the main 
elements incorporated within the overarching Financial Strategy.  The 
Council’s Capital Strategy was approved in December 2020, and it is 
recommended that the specific elements of the strategy set out in 
paragraph 7.2 within the report remains appropriate to support capital 
investment decisions within the 2022 budget development period.   

3.11 The annual refresh of the wider Capital Strategy narrative has been limited 
to include the updated figures set out within the 2021 approved financial 
plans in recognition that there has been limited change to the wider 
governance, capital funding requirements, and treasury management 
strategy.     

3.12 It is recognised however that there is a need for this to be revised and 
significantly refreshed to support future capital investment decisions from 
2023 onwards.  The wider management of risk within the capital 
investment plans, challenging external market conditions, ambitious 
growth portfolio, potential opportunity to change future service delivery 
models, and future learning estate investment plan, collectively means that 
managing future capital investment priorities within very challenging 
financial resource limits will be difficult.  These challenges, alongside a 
current review being undertaken of the Prudential Code, will require the 
current strategy to be refreshed and there will be a need to review the 
approach to capital financial planning to support and prioritise future 
capital investment decisions.  The refreshed strategy will need to consider 
managing future priorities and will require the Council to review current 
governance arrangements to ensure that can meet changing obligations 
within affordable resource limits.  

3.13 For reassurance, the current strategy and context continues to support 
decisions around borrowing in the context of the longer-term financial 
position of the authority and provides linkages between the revenue and 
capital budgets.  It is, however, recognised that the changing landscape 
provides an opportunity for refinement and refresh and this be important 
to context in supporting the recovery post COVID-19 and prioritisation of 
capital investment decisions in the years ahead. 



 

3.14 The overarching Financial Strategy sets a clear direction for future budget 
development, and it is important that in developing future budget proposals 
and related amendments, all councillors have due regard to the direction 
set within this strategy. 

 

4 POLICY IMPLICATIONS 

4.1 There are no specific policy implications associated with this report 
although clearly, the report provides a strategic context and direction 
within which all future financial plans should be considered. Ongoing 
monitoring and reporting of the Council’s financial performance is a key 
part of the approved Financial Strategy. 

 
5 INTEGRATED IMPACT ASSESSMENT 

5.1 The subject of this report has been considered and given there is no direct 
change in policy direction, there is no immediate requirement to undertake 
any further impact assessment.  

 

6 RESOURCE IMPLICATIONS 

6.1 Financial – as set out within the strategy 

6.2 Personnel - none 

6.3 Other – none 

 

 
7 BACKGROUND PAPERS  

7.1 Council – 15 December 2020 – Item 4 Financial Update, including 
Financial and Capital Strategy 2021-26 

7.2 Council 16 November 2021 – Item 3 – Financial Update 

 

AUTHOR’S NAME Sarah Fortune 

DESIGNATION Executive Director for Council Resources 

CONTACT INFO sfortune@eastlothian.gov.uk  

DATE 2 December 2021 
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Financial Strategy 2022-23 to 2026-27 

1 Introduction 

1.1 The Council continues to operate in a very uncertain and extremely challenging 
financial environment.  The financial implications and consequences arising from 
COVID remains very live with the economic impact likely to be felt for the 
foreseeable future.  Alongside this, the continuing political and economic 
uncertainty surrounding future public sector funding, the UK’s exit from the 
European Union, all against a backdrop of increasing demand for services means 
that it is inevitable the Council will need to find ways of ensuring that it can balance 
sustainable delivery of an increased demand for vital services to the public against 
a backdrop of reducing levels of like for like government grant support.   

1.2 The Council continues to receive a significant proportion of its funding from the 
Scottish Government.  The UK Government has recently published its Spending 
Review, and the draft Scottish Government budget covering 2022-23 only will be 
published on 9 December and related Local Government finance settlement to be 
published 20 December 2021.  Similar to previous years, the national funding 
settlement will remain in draft until it passes through the Parliamentary scrutiny 
process in the Sottish Parliament, with the final position unlikely to be confirmed 
until early March 2022.  In addition, it is likely 2023-24 and 2024-25 funding 
settlements will be announced in May 2022.  This creates further significant 
uncertainty both in the short and medium term.   Current forecasts by independent 
commentators continue to indicate pressures on the Local Government core 
national settlement, and this alongside the growing demand for services, suggests 
that more must be done to reduce our cost base or alternatively to expand our 
income streams such that the Council can meet its priorities within the finite 
resources which are available.   

1.3 A key purpose of the Financial Strategy is to provide clear direction on how the 
Council will best manage its financial resources over the forthcoming years to 
ensure they are deployed effectively to achieve agreed Council plans and 
associated outcomes.  It provides a critically important financial context for 
effective decision-making helping to ensure the future financial sustainability of the 
Council.  It also provides a framework for financial management arrangements 
that support the proper financial stewardship of public funds as well as providing 
appropriate financial resilience ensuring that the Council has the ability to respond 
and adapt to changing operating environments and significant unforeseen events.  
The principal objectives of the proposed Financial Strategy are to: 

 Outline the Council’s high level financial position over the years 2022-27 based 
on a range of assumptions. 
 

 Highlight the key financial drivers and other relevant issues that have been 
considered in developing the strategy. 

 Ensure that limited available resources are focused on delivery of the Council’s 
approved key priorities and plans and their associated key outcomes.  
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 Provide a solid financial planning platform for the development of a sustainable 
revenue budget and capital investment programme which will support the 
Council’s key priorities.  
 

 Ensure that the Council is fully aware of the financial challenges and 
uncertainties that it faces and is in the strongest possible position to deliver the 
best possible quality and range of services within available resources.  
 

 Increase both organisational awareness and wider community understanding 
of the Council’s financial position and the challenges it is facing over the 
medium term in balancing and delivering against its budget.  

 

1.4 The Strategy also sets out the proposed policy for the effective utilisation of 
reserves, including a clear rationale between holding fund balances for specified 
purposes and making decisions on the extent to which reserves can be applied 
when actually setting the formal budget. 

1.5 The Strategy covers the financial planning period until 2027 and includes revenue 
and capital budgets for both General Services and the Housing Revenue Account 
(HRA). 

 

2 Current Economic Context 

2.1 The economic outlook and financial prospects for the strategy period were 
considered by Council in November 2021.  The report set out the financial context 
within which the Council is currently operating and also many of the key pressures 
and variables that may impact on the way in which the Council spends its financial 
resources, and the funding it receives. 

2.2 With so many exceptional and unpredictable external influences currently 
impacting on the wider economy, future forecasting with any degree of credible 
certainty is very difficult.   

2.3 In Scotland, as well as any limitations imposed through resource decisions taken 
within the UK Budget, the spending available to Scottish Local Government is 
further dependent on the Scottish Government’s own budget priorities. Recent 
years’ settlements have seen reductions in core revenue funding, with associated 
cash terms increases largely ring-fenced to support the delivery of new national 
policy commitments and other statutory burdens such as early learning and 
childcare.   

2.4 The Scottish Government does now have at its discretion a range of new fiscal 
powers over taxation and welfare, and this makes determination of the Scottish 
Budget significantly more complex than it has been in the past. 

2.5 The recently announced Programme for Government in Scotland indicated 
significant policy commitments, including an increased investment in social care 
by 25% over the lifetime of the Parliament, providing over £800 million additional 
funding by 2026-27.  It currently remains unclear as to how this commitment will 
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be funded, which may place further pressure for funding the remainder of the 
Scottish public sector, including Local Government. 

2.6 Furthermore, the outcome of the National Care Service consultation on the 
recommendations set out within the Feeley report may have a significant impact 
on the Council, and the services it delivers. 

2.7 In addition, the November Council report highlighted the wide range of variables 
and financial pressures facing the Council, one of which related to the pressure in 
resourcing current and future pay awards.  The nationally agreed 2021-22 pay 
award for LG staff (excluding Teachers) has recently been approved which is 
significantly in excess of the Council’s budgeted position for pay.  Whilst £30m 
additional national funding has been identified, this is non-recurring, and there 
remains a funding gap nationally of circa £70 million for Councils to meet.  For 
East Lothian this is likely to equate to a recurring pressure in excess of £1.6 million 
with further uncertainty on nationally agreed pay awards from 2022-23 onwards. 

2.8 The recently announced UK Spending Review (27 October 2021) suggested that 
Scotland will receive an extra £3.9bn of funding in 2022-23.  Of this, £3.4bn relates 
to revenue, and an increase in capital funding of £0.4bn.  Independent 
commentators suggest that after accounting for fiscal reductions and 
commitments relating to Health, around a quarter of this will be available to support 
the remainder of the Scottish public sector.   

2.9 The implications for the Council as a result of the national settlement will become 
clearer when the draft Local Government settlement is announced on 20 
December 2021.  The national funding currently makes up about 2/3rds of the 
Council’s overall revenue funding and given the significance in scale alongside the 
wide range of cost variables, increasing demand and pressures, unless significant 
additional core funding is provided this will present the Council with some very 
difficult decisions to balance obligations within resources available.  

 

3 Local Context 

3.1 The local environment within which the Council operates has changed significantly 
in recent years and will alter further in future years due to the impact of national 
legislation and policy changes, further economic turbulence, societal changes and 
developing customer expectations.  

Council Plan 

3.2 The existing approved Council Plan for 2017-2022 sets the strategic policy 
direction for the Council, and continues the journey towards realising our vision for 
an even more prosperous, safe and sustainable East Lothian, with a dynamic and 
thriving economy that enables our people and communities to flourish. The 
overarching aim is ‘reducing inequalities within and across our communities’ with 
four themes each designed to make the biggest impact in our communities.  These 
are:  Growing our Economy, Growing our People, Growing our Communities and 
Growing our Capacity.  The alignment of financial resources to enable the delivery 
of the Council Plan is a key requirement, working across all Community Planning 
partners to deliver this shared agenda for the benefit of local people. 
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Local Development Plan (LDP) & City Deal 

3.3 The Council has an approved Local Development Plan (ELLDP 2018).  This will 
continue to see a rapid expansion in population across the area, with an estimated 
population increase to 120,000 by 2037.  This will continue to impact on the wider 
demography within the area, with significant growth in particular in the number of 
school-age children and the number of pensioners.  

3.4 This will create opportunities for the Council but will also provide significant 
financial challenges in terms of the provision of necessary services to meet these 
growing demographic changes such as; the increased number of school children, 
care packages, households requiring waste collection etc. and there will need to 
ensure that the Council has the appropriate infrastructure in place to support these 
growing demands.   

3.5 The Council is also part of a wider Edinburgh and South East of Scotland City 
Deal.  This will see significant investment across the region, including through UK 
and Scottish Government, and will include the development of an Innovation Hub, 
which working in partnership with Queen Margaret University will facilitate the 
expansion of a new Scottish Centre for Food Development and Innovation and will 
therefore support the wider food and drink sector. 

3.6 The impact of growth associated with high levels of development across the 
County will continue to have a significant impact in future years. 

Climate Change 

3.7 The global implications from climate change has resulted in the Council declaring 
a climate emergency in August 2019.  To support this, a climate change strategy 
has been developed which sets out the commitment, vision and overall aims for a 
‘net zero Council’ and a ‘carbon neutral East Lothian’ by working in partnership 
with the community to deliver specific outcomes to improve sustainability, 
encourage a low carbon lifestyle and look after our environment.   

3.8 The Council will need to consider how this ambition can be realised, and this may 
require a change to what we are doing, and how we are using our resources. 

Changing Public Sector Landscape  

3.9 The public sector landscape continues to evolve as public bodies continue to 
explore ways to work together to achieve shared outcomes.  Some of these 
changes are driven from legislative requirements, others are driven by local 
community planning and other collaborative arrangements.  The development of 
new public sector provision presents new challenges and indeed opportunities for 
the Council as it seeks to ensure that shared outcomes are achieved and that 
resources are deployed efficiently and effectively. 

3.10 These include: 

 The East Lothian Integrated Joint Board (IJB) which supports the wider 
integration of health and social care services.  
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 The Community Empowerment (Scotland) Act places duties on the Council and 
its partners to provide new rights for community bodies and on the way the 
Council interacts with the Community. 

 

 The Scottish Government has established a National Participatory Budgeting 
Strategic Group which is supported by a framework agreement which supports 
a wider resource allocation to determine local decision making.  This will 
strengthen the requirement for active community engagement in local decision 
making, and resource allocation. 

 

 The Scottish Government review on Education Governance has established 
Regional Improvement Collaboratives, with East Lothian forming part of the 
South East Regional Improvement Collaborative alongside Edinburgh, Fife, 
Midlothian and Scottish Borders. The main focus of the South East 
Collaborative is on Quality Improvement and Raising Attainment, and this will 
place new and revised duties on Local Authorities to work within the 
Collaborative arrangement to drive forward increased improvements within all 
educational settings. 

 

 COSLA in partnership with the Scottish Government has embarked on a review 
of Local Governance, which will consider how powers, responsibilities and 
resources are shared across national and local spheres of government, and 
also with communities.   
 

 As previously referenced, the outcome of the National Care Service 
consultation on the recommendations set out within the Feeley report may have 
in future years a very significant impact on the Council and the services it 
delivers. 
 
 

4 General Services Revenue Budget – Medium Term Outlook 

4.1 Notwithstanding the many uncertainties facing Scottish local authorities, the need 
for medium to longer term financial planning is becoming increasingly important. 
Councils must ensure that they have robust financial plans in place that can 
respond to and absorb the potential impact arising from the increasingly wide 
range of variables highlighted earlier in this report. Only by doing so, can they 
ensure long term sustainability of effective service provision. 

4.2 The current General Services revenue budget extends over a 3 year planning 
horizon with a high level summary of the spending plans approved in March 2021 
set out below. 

General Fund – Revenue 

 

Approved Expenditure 

Financed by: 

RSG (including NDR) 

2021-22 

£’000 

268,283 

 

(181,210) 

2022-23 

£’000 

277,579 

 

(182,792) 

2023-24 

£’000 

282,116 

 

(184,537) 
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Other Government Grants  

Council Tax 

Other 

Transfer (from) / to Reserves 

TOTAL  

(20,982) 

(65,751) 

(90) 

(250) 

(268,283) 

(20,982) 

(70,870) 

(90) 

(2,845) 

(277,579) 

(20,982) 

(76,507) 

(90) 

 

(282,116) 

Delivery of Planned Efficiencies (contained in 
above) 

(930) (4,360) (3,940) 

 

4.3 The November 2021 financial update report considered by Council, set out the key 
variables which will have the most significant implications for future budgets.  A 
summary of these key variables is set out below;    

 The level of future Scottish Government grant funding; 
 

 The level of Council Tax income, influenced both in terms of any annual 
increase in the rate and also any additional properties that will increase the 
overall yield; 
 

 Future contractual commitments including pay and pensions; 
 

 Inflationary pressures; 
 

 Capital commitments and demand growth; 
 

 Ability to deliver planned efficiencies; 
 

 Non-COVID budgetary pressures; 
 

 COVID related pressures. 
 
 
4.4 The most significant of these relates to the level and make up of future Scottish 

Government grant funding, which makes up the largest proportion of the funding 
available to the Council.  The complexity of the finance settlement, uncertainty 
relating to future funding levels coupled with a very complex financial environment 
makes this very difficult to forecast with any accuracy.  Relatively modest 
percentage variations in grant funding result in financially material consequences.  
For illustration; a 1% reduction in core revenue funding equates to an annual 
impact of £1.8m or cumulative £5.4m over a 3 years planning horizon.   

4.5 The Council is a very large organisation and employs a significant number of staff, 
who support the delivery of services in accordance with the Council plan and 
associated outcomes. The Workforce Development Plan will assist in planning and 
shaping the workforce to ensure it can effectively meet our obligations. The 
contractual costs relating to pay and pensions must be contained within the overall 
resources available to the Council, and collectively these can have a material 
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impact on the Council’s overall cost base.  By way of illustration, a 0.5% increase 
for both pay and pensions amounts to just under £1 million on our annual pay bill 
(£3m across the 3 years), and prevailing rates are subject to the outcome of both 
national pay settlements and actuarial pension valuations.  

4.6 As previously highlighted to Council, current year forecasts suggest that the 
Council continues to face significant additional costs arising from COVID 
interventions and support, with current projections estimating this to be around 
£12 million for this year.   Whilst current projections indicate that the Council can 
manage the 2021-22 General Services revenue commitments within wider 
available resources particularly given the large majority of COVID pressures are 
met by in part non-recurring national funding, the financial environment remains 
extremely complex with a wide range of uncertainties and variables.  It remains 
clear that without significant additional recurring funding, the Council will be faced 
with some very difficult choices about what and how services are delivered going 
forward. 

4.7 Whilst COVID has unquestionably created significant additional financial 
challenges many of which may have a long lasting economic impact both for the 
Council and the communities we serve, there may also be some opportunities to 
consider alternative ways in which we operate going forward.  Reset and renewal 
and building back better are key concepts within the Council’s Recovery and 
Renewal Strategy and it is likely that the way in which the Council delivers many 
of its services will change, with increased numbers of staff working remotely 
supported by digital technologies, and the way in which we provide services to our 
communities also under constant review.   

 

General Services Capital Budget – Medium Term Outlook 

4.8 The Capital Strategy sets out the how future capital investment plans will be 
determined and supported, and this is set out in more detail in Appendix 2 of this 
report.  In March 2021, the Council approved an ambitious, growth driven 5 year 
General Services capital budget, a summary of which is set out in the table below.   

 2021-22 
£000 * 

2022-23 
£000 

2023-24 
£000 

2024-25 
£’000 

2025-26 
£’000 

TOTAL 
£’000 

General Services 
Gross 
Expenditure 

91,506 77,439 97,699 57,300 42,844 366,788 

General Services 
Income 

(40,586) (37,215) (64,293) (46,214) (28,479) (216,788) 

Net General 
Services  

50,920 40,224 33,406 11,086 14,365 150,000 

 

Note * 2021-22 budget reflected in financial update reports has been updated to 
include 2020-21 outturn  
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4.9 Funding for the capital plan comes from a range of sources including; Scottish 
Government (General Capital Grant and Specific Ring-Fenced Capital Grants), 
developer’s contributions, capital receipts from asset disposals, other income such 
as grant funding from other bodies, with the balance made up from borrowing 
funded through loan charges to the revenue budget. 

4.10 The current capital investment plans recognise the growth and ambition of the 
Council, with current plans designed to support the future infrastructure 
requirements across the Council area.  These plans are aligned to the delivery of 
the approved Local Development Plan (ELLDP 2018) and ambition relating to the 
commitment from the Council relating to the Edinburgh and South East of Scotland 
City Deal. The related investments will create significant economic long term 
benefits for the East Lothian economy, but will place a significant financial burden 
upon council finances, and affordability remains a key consideration both in terms 
of the short and longer term. 

4.11 Whilst much of the current LDP commitment falls within the 5 year capital 
investment plan, there will also be significant impact on future years and the 
emergence of a subsequent successor LDP.   

4.12 The Council has an extensive operational asset portfolio to support service 
delivery needs.  The Corporate Asset Strategy provides the framework for the 
efficient management of the Council’s core assets, with significant and future 
investment requirements, it aims to provide a modern, efficient and sustainable 
asset base that meets the needs of its existing and future service users and 
employees.  Since March 2020, COVID has created many challenges but also 
some opportunity to review the way in which we deliver and support services, 
including what assets we hold, and how they are used.  The Council has embarked 
on an ambitious programme to review and rationalise the Council’s office estate, 
in order to support the delivery of approved budget saving, and to support 
continued flexible approach to working which has been successful since March 
2020.  Going forward there may be further scope to rationalise assets, which would 
be critical to support the affordability of future capital investment plans, and 
support future service delivery. 

4.13 The Council has agreed to undertake a Learning Estate Review to formally 
assess the condition and suitability of our education and early learning assets.  This 
review is on-going and will inform the establishment of a Learning Estate Investment 
Plan which will help inform future capital investment plans for the Council. 

4.14 As highlighted in previous Council reports, there remains significant external 
market challenges with wider supply and cost pressures as well as implications 
from on-going management of COVID and wider external risks.  This has 
continued to add significant additional financial challenges on the current 
approved capital programme and borrowing levels.  Whilst current indications 
suggest the wider market conditions may stabilise in due course, the financial 
impact and risk on future capital projects will remain a key area of focus.  

4.15 Affordability is a key consideration within effective capital planning with the 
capital investment programme generating significant revenue consequences for 
the Council, such as staffing, rates, utility costs, cleaning etc, which must be met 
from within the revenue resource levels available to the Council.   At a time where 
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revenue budgets remain under significant pressure, it is essential that capital 
investment decisions take into consideration the full cost implications facing the 
Council. 

4.16 In addition, the borrowing for capital infrastructure is funded through annual 
loans fund payments which are charged to the revenue budget and repaid over 
the lifetime of the asset.  Despite current low interest rates, indications suggest 
this will start to increase and put further pressure on new borrowing.  It is important 
to remember that any new borrowing is in addition to existing borrowing which at 
end of March 2022 is estimated to be just under £280 million for the General Fund.  
All borrowing will need to be repaid in the future and capital investment decisions 
which are taken now must be taken within the context of longer term projections.  
The capital investment decisions are supported by the Capital Strategy and 
Treasury Management and Investment Strategy to assess and better understand 
the implications for both current and future Council Tax payers and to ensure that 
investment plans remain affordable and sustainable.  

4.17 The economic consequences of COVID will have an impact both directly on the 
Council and also upon its community in the years to come.  It is essential that the 
capital investment plan is targeted to ensure it provides essential investment 
aligned to Council priorities and where possible, to stimulate and support 
economic growth.  To help get this delicate balance right, this will require 
enhanced affordability criteria to be applied to the capital investment programme 
to protect both current and future Council Tax payers.  Within this context, the 
Strategy will:  

 Focus on a comprehensive review of the Council’s asset base, with a view to 
maximising capital receipts where possible. In turn, this will help maintain 
ambitious levels of future capital investment and will support transformation of 
council services that will help minimise on-going revenue costs.   
 

 Introduce an upper limit on net borrowing is now required to be introduced over 
the strategy period.  This limit will ensure that over the next 5 years, net 
additional borrowing does not exceed £150 million.  This will retain a significant 
capital investment programme over this period which remains vital to support 
the Council’s plans and ambition as well as support local economic stimulus, 
but importantly recognises the financial challenges facing the Council, 
minimising future revenue costs. 
 

4.18 Managing the consequences of Covid has introduced a further requirement for 
enhanced flexibility in how we best manage the capital investment plan.  Much of 
the programme is underpinned by prevailing economic conditions, including the 
realisation of developer contributions dependent upon wider housebuilding that 
are critical to support the delivery of many of the related capital infrastructure 
projects.  Should there be any further national or local restrictions imposed 
adversely affecting the construction sector, the ability to be flexible and adaptive 
with our capital planning will prove critical.   
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5 Reserves 

5.1 Holding an adequate level of reserves to meet unexpected costs is a key 
management tool for delivering the Financial Strategy.  It remains the 
responsibility of the Chief Financial Officer (Section 95 Officer) to advise the 
Council on the level of reserves which it should hold and ensure that there are 
clear protocols for their establishment and use. 

5.2 In determining medium 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: 

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

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

 

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

5.3 In accordance with the now audited annual accounts, the General Services 
reserves (excluding HRA reserves) available as at 31 March 2021 was £35.089 
million.  Detail setting out the reserve position has already been reported to 
Council in June 2021 as part of the 2020-21 year end review, with the final audited 
position set out below.  It should be noted that many of these reserves already 
have post 31 March commitments against them and will be spent during this year. 
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Reserves  

 

2019/20 

£’000 

2020/21  

£’000 

Earmarked Reserves 

Required to support future budgets  1,716 3,095 

Civil Emergency  2,000 2,000 

Cost Reduction Fund  3,445 3,445 

DSM  21 1,071 

MELDAP  303 36 

Other  485 440 

General Services Capital  2,282 2,282 

Council Tax 2nd Homes 1,962 2,064 

COVID Fund  0 8,900 

Earmarked Sub-Total 12,214 23,333 

Other Committed Reserves 

Other Ring-fenced funds  0 932 

Insurance Fund  2,009 2,306 

Capital Receipts  Reserve 713 2,201 

Capital Grants & Receipts Unapplied  245 245 

Other Committed Reserves 2,967 5,684 

Balance to support min level   798 918 

Balance  3,142 3,145 

TOTAL 19,121 33,080 

HRA Reserves 2,009 2,009 

TOTAL Reserves 21,130 35,089 
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5.4 Each of these reserves is set out for a specific purpose with the detail of their 
intended use explained below. 

Earmarked Reserves 

1. Requirement to support future budgets:  This balance has already been 
committed to support the budget in 2021-22 and 2022-23 as per approved 
budget plans in March 2021.   
 

2. Civil Emergency: This fund should act as a cushion against the costs of any 
emergency or other unforeseen event should it arise. This is currently retained 
at a level of £2 million, however the level of this remains under constant review 
as to the adequacy of this. 

 
3. Cost Reduction Fund: This fund is used to support delivery of change which 

will realise a financial saving and/or service efficiency going forward.  The Chief 
Executive and Chief Financial Officer have responsibility to consider projects 
which supports these objectives.  The fund already has a number of earmarked 
forward commitments in place.   

 
4. Specific Earmarked Reserves: These funds are earmarked for specific 

purposes and include: Midlothian Drug and Alcohol Partnership (MELDAP), 
balances established from both Primary and Secondary Devolved School 
Management (DSM) schemes as well as a reserve earmarked to support some 
of the wider growth development plans.   

 
5. General Services Capital:  The Fund was established in recent years from 

flexibility arising from year end underspends, in order to mitigate the impact of 
the growing capital infrastructure commitments. Unlike the Capital Receipts 
reserve this Fund does have the flexibility to be transferred to other General 
Reserves.   

 
6. Council Tax 2nd Homes: An earmarked fund established by reducing the 

second home or empty property Council Tax discount for the development of 
affordable housing.  Under Scottish Government direction within certain criteria, 
Local Authorities can now use this income to support the development of 
affordable housing, including the disbursement of funds to other organisations 
or individuals, as well as RSLs.  

 
7. COVID Fund:  This fund was established as part of the 2020-21 accounts 

closure and was referenced in the financial strategy approved in March 2021.  
This fund has been established from late national funding to support COVID 
interventions and remains aligned to the Council’s recovery and renewal 
strategy. 

 
8. Other Ring Fenced Funds:  This earmarked reserve has been established 

during 2020-21 year end accounts and is used to support specific funding 
commitments within service areas relating to previously committed expenditure 
obligations which have not materialised and remains aligned to national funding 
received in 2020-21.  This fund cannot be used for general purposes. 
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9. Insurance Fund:  The insurance fund is used to insure against a risk, or pay 
premiums on a policy to insure against a risk.  The level of fund retained 
remains subject to ongoing fund valuations.   

 
10. Capital Receipts Reserve:  This fund has been established from Capital 

Receipt income which has not yet been applied in year.  This Fund can be used 
meet future capital investment costs either reducing loans fund advances or 
providing funds to cover the principal repayments of the loans fund.  This fund 
cannot be used to support General Revenue budgets. 

 
11. Capital Grants and Receipts Unapplied:  Allows capital receipts to be used 

to transform service delivery to reduce costs and / or reduce demand.  This 
flexibility is only available to Councils until 2021-22. If this is not used for the 
intended purposes by March 2022 the balance must be transferred back to the 
Capital Receipts Reserve. 
 

12. Uncommitted Balance to support minimum level: In line with the previous 
approved Financial Strategy, these specific reserves collectively support the 
minimum level of uncommitted reserves with more detail set out in paragraph 
5.7 below.  

 
13. Uncommitted Balance:  Current level of general reserves with no specific 

earmarked commitments. 
 

Reserves Strategy 

5.5 The use of reserves should not be used in place of developing a sustainable 
budget.  Given that, the final year of the three year budget must demonstrate 
sustainability and show a balanced income and expenditure without the use of 
reserves.   

5.6 The Council’s Chief Financial Officer should be delegated authority to approve any 
specific commitment of funds for both the Cost Reduction Fund and the Council 
Tax 2nd Homes within the policy intent described in Section 5.4 above.  Any such 
commitments made during the year, will be reported to Members Library Service. 

5.7 Despite an increase in reserves during 2020-21, most of this has been earmarked 
to support specific commitments, and general unallocated reserves continue to 
remain at a very low level.  The financial environment is now even more 
challenging and there remains a significant risk that the Council will be unable to 
support all future commitments and effectively mitigate against future financial 
risks. The level of general uncommitted reserves should remain at a minimum of 
2% of the Council’s annual running costs (previously £5.2m), but it should be noted 
that given the significance in many of these uncertainties, the Council should 
consider options to increase this level of uncommitted reserves in future years, 
aligned to an annual increased running costs each year.  The level of ‘uncommitted 
reserves’ per the strategy includes a number of specified reserves which would 
need to be repurposed if they are required to be used to support unforeseen 
commitments.  These include:  
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 Civil Emergency Fund      £2.000 million; 

 General Services Capital Fund     £2.282 million; 

 Uncommitted balance (per previous min level)  £0.918 million; 

 Uncommitted balance     £3.145 million 
 
TOTAL       £8.345 million 
 

5.8 Should the projected level of uncommitted reserves fall below the 2% minimum 
level, Members must have a clear route for bringing reserves back up to the 
minimum level over the subsequent three financial years.  

 

6 General Services Financial Strategy 

6.1 The Council continues to operate in a very uncertain and challenging financial 
environment, and this predominant feature of uncertainty is likely to continue at 
least in the immediate short to medium term.  It remains clear that the potential 
impact of a wide range of variables facing the Council is very significant and it is 
unlikely that the total resource available to the Council will be able to support all of 
the requirements that we have.  COVID has unquestionably created significant 
financial challenges, but there may also be opportunities to consider how services 
are delivered in future years.  This must act as a solid foundation to support how 
we support our communities, and interact with our customers in the future. 

6.2 As a consequence, the Council must now re-focus our efforts and consider an 
extensive programme of transformational change that will look at a range of 
options including alternative service delivery models and identification of 
significant new income streams.  Only by doing so, will it be possible to protect 
and preserve what are deemed to be essential priority services whilst supporting 
the Council in realising its ambition and plans, but at all times, ensuring future 
financial sustainability.    

6.3 The General Services Financial Strategy for the next 5 years will focus on the 
following: 

 Delivering essential sustainable services within approved budget levels which 
support the Council Plan and outcomes;  
 

 Delivering a refreshed and extensive change programme designed to transform 
services that will help protect essential services aligned to core objectives and 
priorities within Council plans; 
 

 Maximising the income generation opportunities available to the Council in 
order to protect vital services; 
 

 In support of a changed approach post COVID, as to how we support and use 
our assets, focus on a comprehensive review of the Council’s asset base which 
will support the way in which we deliver and support services, minimise future 
revenue costs, and maximise where appropriate capital receipts which in turn 
can be used to support future capital investment plans; 
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 Enhanced focus on procurement and contract monitoring of goods and 
services, ensuring good financial control by managers and delivery of best 
value; 
 

 Continue to explore options for the Council to become more entrepreneurial; 
 

 Continue to progress opportunities for partnership and collaborative working 
where there are proven efficiency and/or service gains; 
 

 Continue to constrain cost growth – through effective demand management, 
continuous review of all expenditure commitments, sound financial control by 
managers and through effective negotiation with suppliers; 
 

 Consider greater focus on prevention and early intervention, which is 
designed to reduce future demand for council services by stopping problems 
arising or by addressing them early on, and supports the Council’s overarching 
priority to reduce inequalities; 
 

 Continue to support a Capital Investment Programme, which will provide 
essential investment aligned to Council priorities, stimulate and support 
economic growth and critically, remain affordable based on a clear 
understanding of both capital and future revenue costs;   
 

 In support of ensuring affordability for current and future tax payers, the Council 
should work to minimise the additional net borrowing over the next 5 years, by 
ensuring it does not exceed £150 million;  
 

 The Council should continue to manage and review the General Services Loans 
Fund balance ensuring prudence, maximising the use and application of capital 
receipts, capital grant, and any flexibility arising from revenue balances, in order 
to minimise the future impact of debt charges;  
 

 In recognition of the continued uncertainty arising from COVID, continue to seek 
assurance from national governments that full and appropriate funding is 
provided to meet the cost implications from COVID.  Within this context, 
continue to explore options to apply fiscal flexibilities in line with national 
guidance. 
 

6.4 Taking these specific areas of attention into consideration, alongside the Reserves 
Strategy outlined in Section 5 above, it is also recommended that  budgets are 
developed annually in accordance with the following approach: 

 Develop a sustainable three year General Services budget avoiding the use of 
reserves in Year three (2024-25).  
 

 Develop a five year General Services Capital Plan aligned to the new Capital 
Strategy, which seeks to ensure capital investment decisions remain 
affordable. 
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7 Housing Revenue Account  

7.1 In recent years there has been a significant increase in HRA capital spend as both 
the modernisation and Council house building programmes have been expanded, 
and as a consequence, the share of revenue spending on debt charges has also 
increased.  

7.2 The Local Housing Strategy continues to set the strategic approach of the local 
authority and its partners to delivering high quality housing and housing related 
services across all tenures, to meet identified need.   The Strategy has been 
prepared within the context of a highly pressured housing market, and significant 
demand for social rented housing.  A high level of homelessness applications 
persist and the economic climate continues to impact on the ability of households 
to meet their housing needs.   

7.3 Against this backdrop, increasing the supply of affordable housing continues to be 
a high priority for East Lothian Council ensuring that it meets the needs and 
aspirations of local people that they live in good quality homes which are located 
in strong, safe communities.   

7.4 The Strategic Housing Investment Plan (SHIP) sets out the priorities for affordable 
housing investment in East Lothian over the next five years and will be dependent 
upon a combination of affordable housing providers, which includes Registered 
Social Landlords (RSLs), East Lothian Council and the private sector. It will also 
be dependent on complex funding models delivering different tenures.  

7.5 East Lothian Mid Market Homes LLP is now in operation and supports the 
provision of mid-market rent, and is a partnership between East Lothian Council 
and Scottish Futures Trust.  The establishment of this vehicle will allow further 
opportunities to support the delivery of affordable housing across East Lothian in 
the future years ahead. 

7.6 The Housing Revenue Account is a balancing act between the income raised 
through rent, the revenue expenditure to support the tenants, and necessary 
capital investment to support and modernise existing council housing stock and 
deliver new Council homes. To support this ambition, the financial strategy must 
ensure that financial plans remain affordable and sustainable both for existing and 
future tenants. 

7.7 Given this ambition, the financial strategy for the HRA will continue to focus upon 
the following;  

 Review the existing rental levels, to ensure consistency across the housing 
stock where relevant, and ensure rental income and any future rental increase 
remains affordable for tenants whilst benchmarked against national average; 

 Continue to constrain cost growth – through effective demand management 
continuous review of all expenditure commitments, good financial control by 
managers and by effective negotiation with suppliers and focusing spend in line 
with agreed priorities whilst maintaining high quality service delivery for Council 
House tenants;  
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 Ensure that the HRA can sustainably support the ambition set out in the 
Strategic Housing Investment Plan, working with RSL partners to deliver the 
affordable housing needs across East Lothian, and maximise subsidy 
opportunities to support capital investment;  

 Ensure capital investment is prioritised to support statutory requirements; 

 Recognise the challenges faced by the global health pandemic, aligning 
targeted intervention which best supports tenants in the immediate short term, 
whilst supporting the longer term ambitions;   

 Reduce rent arrears, ensuring targeted and flexible support is provided to 
tenants to who are experiencing financial difficulties; 

 Delivering a new housing management system, which will provide an integrated 
management system designed to support and improve forward planning and 
customer service; 

 Ensure that the Council stays within the recommended upper limit for the ratio 
of debt charges to income of 40%, maximising the in-year use and application 
of capital receipts, available capital grants, and any flexibility arising from 
revenue balances, in order to minimise the future impact of debt charges.  This 
limit maintains an appropriate long term balance between the various elements 
of the HRA budget; 

 Support contingency planning, ensuring that the reserve or balance left on the 
HRA should not fall below £1.0 million. This will allow the Council to maintain a 
cushion against any unexpected increase in costs or loss of income.  Given the 
uncertainty that exists over the timing and scale of capital investment in new 
affordable housing, there is no upper limit on reserves.   

 

8 Financial Management  

8.1 The Council’s current external operating environment is very dynamic and subject 
to constant change.  The continuing impact of COVID has required the Council to 
support and deliver significant change and has created significant financial 
challenges for the Council to manage. The financial performance relative to 
approved financial plans is kept under constant review, and this is supported by 
regular financial monitoring and scrutiny reports provided to Council.  

8.2 As part of our normal financial management support service, monthly and 
quarterly performance reports are issued to managers with budget responsibility 
and in addition to that, the overall finances of the Council are subject to detailed 
annual independent audit review. 

8.3 The need for continued application of enhanced cost control measures remains a 
vital discipline that all managers should continue to operate, demonstrating 
effective stewardship and application of council funds at all times. 

8.4 It is vitally important that through the Council Management Team (CMT), the 
Council maintains a disciplined approach to the implementation of its change 
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programme and does everything possible to deliver the financial efficiencies 
planned in accordance with that programme and the supporting budgets.  Heads 
of Service will be required to manage expenditure commitments within approved 
budgets and if at any time spending pressures are not containable within the 
Business Group, the relevant Service Manager should report this to their Head of 
Service and Executive Director who has the flexibility to manage budgets across 
various business groups.  

8.5 Should this not prove possible, the Chief Financial Officer can ask Heads of 
Service to prepare a cost recovery plan, which will seek to demonstrate actions, 
designed to bring the budgets back into financial balance.  Cabinet/Council may 
be asked to reconsider the policies applying within that Group with a view to 
reducing services and costs or increasing charges and income. If this cannot be 
achieved, then the Council may be asked to approve policy changes elsewhere 
that will yield the necessary savings through service reductions or increased 
charges.  

8.6 Although the Financial Strategy quite properly covers the 5 year period until 2026-
27, the Strategy will be continue to be subject to an annual refresh to ensure that 
it remains relevant and enables the Council to respond to any future financial 
challenges to ensure its on-going sustainability. 

 

9 Summary  

9.1 Unquestionably the Council is continuing to operate with a very uncertain financial 
and economic environment.  In support of the continuing global health crisis 
caused by COVID, the Council has experienced unprecedented levels of need 
amongst the communities we serve.  This in turn has created significant financial 
challenges in the immediate short term for the Council to manage, but will also 
create a degree of opportunities to change the way in which we support and deliver 
services going forward. 

9.2 The strategy must find a way of bridging the immediate financial imperatives and 
continuing to support the approved future direction of the Council.  The Council 
plan has the ambition to reduce inequalities and create a more prosperous, safe 
and sustainable East Lothian. To achieve this, the Council must continue to 
embrace inclusive growth and both the benefits and challenges it brings, but it 
must also ensure that it can continue to deliver essential core statutory services 
against the backdrop of significant economic uncertainty.   

9.3 It is recognised that there are a wide range of risks and variables facing the 
Council, and there is a need to ensure that the Council has sufficient financial 
resilience to satisfy delivery of approved outcomes whilst ensuring future financial 
sustainability.  It is now clear that the level of future resources available to the 
Council will not be sufficient to meet future demand and pressures, and as such, 
the way in which we deliver services to the community must change.  

9.4 To achieve this, the Council must embark on an enhanced programme of 
transformational change, which embraces digital technology and continues to 
support Council plans.  To protect the delivery of vital essential services, the 
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Council must do all that it can to maximise revenue income streams available, and 
to support economic growth and achieving wider aims and outcomes, the Council 
must accelerate a review of all Council assets, which will seek to minimise future 
revenue costs, and maximise future capital investment. 

9.5 The financial strategy set out will assist the Council in meeting the future financial 
challenges ahead.  It is recognised that the wider economic uncertainty and 
potential scale and significance may mean that the Council must prioritise its 
resources to deliver and support essential services, and this may in turn require 
some difficult decisions and choices ahead.  
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Capital Strategy  

1. Introduction 

1.1 The Capital Investment Strategy provides an overview of how capital expenditure 
plans, capital financing and treasury management activity contribute to the 
necessary infrastructure supporting the provision of services for the benefit of East 
Lothian communities and citizens.  Its purpose is to firmly place decisions around 
borrowing in the context of the overall longer-term financial position of the Council 
and to provide improved links between the revenue and capital budgets. 

1.2 The Capital Strategy supports the wider Financial Strategy for the Council. It is 
recognised that there are many plans and strategies which impact on capital 
investment plans, and the strategy seeks to ensure: 

 Capital Plans are aligned to the strategic priorities of the Council; 

 

 Capital investment plans are affordable, prudent and sustainable; 

 

 Financing decisions are taken in accordance with good professional practice 

and a full understanding of the risks involved.  

 

 Robust governance arrangements to support its capital planning activities.  

1.3 In doing so, the strategy effectively sets the framework within which capital 
financing decisions are considered and provides background to the funding 
sources available to meet the costs of capital projects. 

1.4 The Capital Strategy is subject to an annual review and has a key role in 
supporting the delivery of the Council’s corporate priorities.  

1.5 The basic elements of the Strategy therefore include: 

 An investment programme expressed over the medium term; 

 A framework that prioritises the use of capital resources; 

 A consideration of the need to pursue external financing such as grants and 
contributions, which reconcile external funding opportunities with the 
Council’s priorities and organisational objectives.  

 A direct relationship with the Treasury Management Strategy and the 
limitations on activity through the treasury management Prudential 
Indicators. 

 

2. Current Operating Environment 

2.1 The Financial Strategy sets out the financial context within which the Council is 
operating and highlights many of the key pressures that may impact upon the way 
in which the Council spends its limited resources.  
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2.2 Unquestionably, the Council is continuing to operate with a very uncertain financial 
and economic environment, and the continuing implications faced by the global 
health crisis caused by COVID, has created significant financial challenges in the 
immediate short term for the Council to manage, but will also create opportunities 
to change the way in which we support and deliver services going forward. 

2.3 Despite this, the Council must balance the immediacy of the short term financial 
challenges and the future direction which supports the journey towards realising 
the Council’s vision for an even more prosperous, safe and sustainable East 
Lothian, with a dynamic and thriving economy that enables our people and 
communities to flourish.  The future capital investment stems across a 10 year 
planning horizon, and will be aligned to the approved Local Development Plan 
(ELLDP 2018) and commitment to the Edinburgh and South East of Scotland City 
Deal.  The related investments will create significant economic long term benefits 
for the East Lothian economy, but will place a significant financial burden upon 
council finances, and affordability remains a key consideration both in terms of the 
short and longer term. 

2.4 The Council is also faced with significant external factors which may influence 
future capital strategies.  Examples include:  the Community Empowerment 
(Scotland) Act 2015 that enables community bodies to request to: purchase, lease 
or occupy land or buildings owned by the Council.  This places significant additional 
duties on the Council and can inform future asset strategies and capital planning.  
In addition, there may be wider implications arising from a judicial review involving 
Common Good assets which may impact on future capital strategies. 

2.5 The primary purpose of the Capital Investment Strategy is to provide an 
overarching view of how various plans and strategies depend upon capital 
investment and to demonstrate that this is both affordable and sustainable. The 
associated plans and strategies focus on specific priority areas and, through 
appropriate governance structures, ultimately shape and influence the investment 
plans delivered through the Capital Investment Programme.  
 

2.6 Underpinning the Capital Investment Programme is the Treasury Management and 
Investment Strategy which considers the delivery of the capital programme within 
the context of affordability and risk and apply a measurement of what this means 
against key prudential and treasury indicators. The aim being to demonstrate 
affordability and sustainability over the long term.  

 

3. Key Resource Plans  

3.1 The identification of capital investment requirements are governed by a number of 
key resource plans, all of which will be linked to the delivery of the Council’s 
corporate objectives.  More details around these key documents are set out below.   

Council Plan 2017-2022 

 The Council Plan sets out a vision to create an even more prosperous, safe 

and sustainable East Lothian with a dynamic and thriving economy that allows 
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our people to flourish.  It’s overarching priority is “To reduce inequalities across 

and within our communities” and has four key objectives: 

 

 Grow our Economy 
o To increase sustainable and inclusive economic growth as the 

basis for a more prosperous East Lothian 
 

 Grow our People 
o To give our children the best start in life and protect vulnerable 

and older people 
 

 Grow our Communities 
o To give people a real say in the decisions that matter most and 

provide communities with the housing, transport links, 
community facilities and environment that will allow them to 
flourish 
 

 Grow our Capacity 
o To deliver excellent services as effectively and efficiently as 

possible within our limited resources 
 

 All capital investment decisions must demonstrate alignment with the Council’s 

strategic priorities. 
 

Community Planning Partnerships and Local Outcomes Improvement Plans 

 The East Lothian Partnership is a partnership across a number of organisations 

from public, private, third and community sectors, working together to make life 

better for the people of East Lothian.  The Local Outcomes Improvement Plan 

(LOIP) 2017-2027 provides a commitment by all partners to deliver improved 

outcomes for East Lothian people, with a focus particularly on reducing 

inequalities and prevention and early intervention. 

 

 The East Lothian Partnership aims to work collaboratively across its partners 

with existing governance arrangements including: 

 

o East Lothian Partnership Governance Group whose core 

membership includes the partners who have statutory responsibility for 

governance under the Community Empowerment (Scotland) Act 2015. 

o East Lothian Partnership Forum which brings together a wide range 

of partners with the aim of actively involving them in the Partnership's 

work including the Area Partnerships. 

o A number of Strategic / Delivery Groups who play a role in delivering 

the outcomes in the East Lothian Plan - these include East Lothian's  

Area Partnerships 
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 A strategic ‘one council’ approach to capital investment decisions must be 

adopted, ensuring a joined up approach to investment in community priorities.   

 

Council Asset Strategy and Management Plan 

 The Council Asset Strategy and Management Plan is a high-level document, 

which sets out how asset management is delivered for the Council to meet our 

long term goals and objectives.  East Lothian Council’s vision is to ensure that 

the assets that the Council holds are fit for purpose supporting the delivery of 

the strategic goals set out in the Council Plan, provide value for money and are 

efficient and sustainable. 

 

 The Council manages its assets as a corporate resource to support the wider 

objectives and for the benefit of local communities. Management of the 

Council’s asset base is particularly important in the light of financial pressures 

to ensure that investment in assets results in the greatest positive impact for 

the people and communities of East Lothian.  

 

 The purpose of the Council Asset Strategy and Management Plan is: 

 

o To align how the Council manages its assets with the Council’s key 

objectives to reduce inequalities across East Lothian; 

o To maximise the use of those assets to provide best value for our 

services; 

o To target limited resources to those assets to ensure they are maintained 

in satisfactory condition and in compliance with statutory obligations; 

o To provide a clear framework within which decisions relating to the 

planning and management of assets are made. 

 

 In support of this, the Council has in place a number of Asset Management 

Plans which are used to support decisions to ensure that the Council holds the 

right assets and that they remain fit for purpose in terms of condition, suitability 

and accessibility.  Many of these plans are currently being updated and 

reviewed, and will inform future capital strategies and associated investment 

plans. 

 

 These plans include an on-going review of the Council’s operational asset 

portfolio with an immediate focus on the provision of office accommodation, 

which will support service delivery and maximise new ways of working. 

 

 In addition, the Council has agreed to undertake a Learning Estate Review to 

assess the condition and suitability of our assets.  This review will inform the 

establishment of a Learning Estate Investment Plan which will inform future 

capital investment plans for the Council. 

 

 Much of this is informed by the condition of the existing asset base, future 

investment required to support service delivery including on-going repairs and 
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maintenance and wider lifecycle investment, and wider affordability of both 

capital and associated revenue costs both in the short and longer term. 

 

Local Housing Strategy and Strategic Housing Investment Plans 

 The key strategic outcomes for the Local Housing Strategy for East Lothian 

include increasing the supply of housing, ensuring it meets the needs and 

aspirations of local people providing good quality homes which are located in 

strong, safe communities. The Strategic Housing Investment Plan (SHIP) sets 

out the priorities for affordable housing investment in East Lothian over the next 

five years. 

 

 The SHIP is currently being updated but will seek to provide sustainable, 

affordable and accessible high quality homes, and will seek to work with its 

partners to deliver the requirements and allocate Scottish Government 

resources in the best way to maximise delivery and funding.  

 

 The Council continues to have ambitious capital investment in modernising 

existing housing stock and investment in new homes.  The wider capital 

investment strategy must ensure that plans remain affordable working with 

partners to improved outcomes in supporting future programmes.  

 

Financial Strategy 

 The purpose of the Financial Strategy is to provide clear direction on how the 

Council will manage its financial resources over the forthcoming years to ensure 

they are deployed effectively to achieve Council plans and outcomes.  It plays 

a vital part of decision-making and forms the basis of the Council’s stewardship 

over taxpayers’ funds, and sets the overarching framework for managing both 

revenue and capital investment decisions over a 5 year financial planning 

period, and is updated on an annual basis.   

 

Treasury Management and Investment Strategy 

 The Treasury Management and Investment Strategy recognises that the 

Council is required to operate a balanced budget, which broadly means the 

charges made against the General Fund should not exceed the taxation and 

grant funding available.  Part of the treasury management operation is to ensure 

that the Council’s cash flow is adequately planned to support expenditure, with 

cash being available when it is needed.  Surplus monies are invested in low risk 

counterparties or financial instruments commensurate with the Council’s low 

risk appetite, providing adequate liquidity initially before considering investment 

return. 

 

 The second main function of the treasury management service is the funding 

of the Council’s capital investment programme.  The programme will provide an 



Appendix 2 
 

indication of the borrowing need of the Council, essentially the longer term cash 

flow planning to ensure that the Council can meet its capital spending 

obligations.  This management of longer term cash may involve arranging long 

or short term loans, or making best use of longer term cash flow surpluses.   On 

occasion any debt previously drawn may be restructured to meet prevailing 

Council risk or cost objectives. 

 

4. Governance Arrangements 

4.1 The Council adopts a Corporate Landlord model and oversees asset management 
and capital investment at a council wide level; its governance ensures that there 
is an integrated, cross service approach to decision making.  The governance 
arrangements for capital investment decisions across the Council are set out in 
the sections below.   

4.2 New investment requirements are typically prepared by services and set out in the 
form of capital bids.  These bids are assessed against a range of criteria, which 
are used to determine and assess the investment decision.  This evidence 
includes assessment against the Council Plan and LDP priorities, external funding 
requirements; as well as the future cost implications both in terms of revenue and 
capital. 

 4.3 A number of officer Groups will consider these bids and make recommendations 
to be included within the Council’s capital investment plans which are 
subsequently considered and approved by Council as part of the annual budget 
setting process.  These officer groups include: 

 The Corporate Asset Management Group (CAMG) is the strategic body for 

asset management and capital investment decisions and projects. It is 

responsible for effective and efficient asset management at a corporate level. 

The CAMG is chaired by the Chief Executive, sets the direction, and provides 

leadership in relation to how the Council manages and develops its assets.  The 

CAMG includes all CMT members and informs capital investment 

recommendations to Council. 

 

 The Capital Investment and Asset Management Group (CIAMG) provides 

operational and professional oversight to the coordination of Council asset 

management projects and initiatives.  The membership of the CIAMG includes 

all Asset Lead Officers and representatives from a range of council services. 

 

 Furthermore there are a wide number of additional groups which support these 

groups including: 

 

o Learning Estate Managers Group which is designed to provide strategic 

oversight of the Council’s learning estate; 

 

o The transformational work streams are directed by the Executive Team.  

These projects are aligned the Council plan and priorities. 
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o A Section 75 Group has been established with representation from 

across Council services.  The purpose of this group is to provide 

guidance and direction to support the realisation and delivery of 

developers obligations. 

 

 The Council’s Chief Finance Officer (CFO) has statutory responsibility to 

manage the Council’s financial affairs and safeguarding public monies, 

ensuring immediate and longer term implications, opportunities and risks are 

fully considered and aligned within the financial strategy. 

 

 The Council has in place a contract with external Treasury Advisors who 

provide professional treasury management and investment/cash flow 

management advice.  This arrangement enables an external and expert 

validation to the Council’s approach to managing its treasury and investment 

decisions.  

 

 East Lothian Council consists of all elected members and approves both the 

Finance and Capital Strategy and capital investment plans. The Cabinet is 

delegated to receive in-year financial performance reports, but most recently 

these have been reported to Council. 

 

 The Audit & Governance committee provide the scrutiny arrangements 

including:  Risk and Internal Controls; financial matters including review of the 

financial performance as contained within the annual accounts, review of 

annual report to Members from External Audit, and Treasury Management 

reviews including a mid-year Treasury report and final Treasury report; and 

review of corporate governance.    
 

5. Approved Capital Investment Plans 

5.1 The Council’s capital investment plans are updated annually (General Services 
and Housing Revenue Account (HRA)) and extend beyond the approve 5 year 
programme, covering a 10 year planning horizon.   

5.2 The 5 year capital investment plans approved in February and March 2021 totalled 
over £551 million (General Services - £367 million and HRA £185 million), and are 
set out in the table below. 
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 2021-22 
£000 * 

2022-23 
£000 

2023-24 
£000 

2024-25 
£’000 

2025-26 
£’000 

TOTAL 
£’000 

General 
Services 
Gross Exp 

91,506 77,439 97,699 57,300 42,844 366,788 

HRA Gross 
Exp 

29,676 45,340 37,468 36,877 35,698 185,059 

TOTAL 
Gross Exp 

121,182 122,779 135,167 94,177 78,542 551,847 

General 
Services 
Income 

(40,586) (37,215) (64,293) (46,214) (28,479) (216,787) 

HRA Income (6,696) (7,196) (7,896) (9,696) (11,196) (42,680) 

TOTAL 
Income 

(47,282) (44,411) (72,189) (55,910) (39,675) (259,467) 

Net General 
Services 

50,920 40,224 33,406 11,086 14,365 150,000 

Net HRA 22,980 38,144 29,572 27,181 24,502 142,379 

TOTAL Net 
Borrowing 

73,900 78,368 62,978 38,267 38,867 292,380 

 

Note * 2021-22 budget reflected in financial update reports has been updated to 
include 2020-21 outturn  

 

 Capital Funding 

5.3 Key to the capital investment decisions are the affordability requirements.  It is 
recognised that our financial operating environment is both complex and 
challenging and also that any capital investment decisions must consider both 
current and future financial implications.   

5.4 The Council’s capital investments are made in accordance with the Prudential 
Code which aims to ensure that the capital investment plans of the Local Authority 
are affordable, prudent and sustainable.  The prioritisation of capital investment is 
directly linked to the Financial Strategy and/or in-year budget amendment 
processes which are undertaken in an open and transparent manner. 

5.5 Funding for the capital plans comes from a range of sources including; Scottish 
Government (General Capital Grant and Specific Ring-Fenced Capital Grants and 



Appendix 2 
 

Housing Specific Grants), developers contributions, capital receipts from asset 
disposals, other income such as grant funding from other bodies, with the balance 
made up from borrowing funded through loan charges to the revenue budget.  The 
cost of borrowing is included within the Council’s revenue budgets through Loans 
Fund Charges (for the principal element of borrowing) and annual interest charges 
relating to the Council’s debt.  The impact of borrowing is included as part of the 
Council’s Treasury Management and Investment Plans. 

5.6 As part of the Council’s reserves balance and in line with the reserves strategy, 
the Council has in place the following reserves that can be applied to offset the 
cost of future borrowing.  These funds are not currently reflected to finance existing 
approved capital investment plans, but remain within the wider Council’s General 
Fund reserves. 

 Capital Fund & Capital Receipts - established from Capital Receipt income 

which has not yet been applied in year.  This Fund can be used to either reduce 

loans fund advances or providing funds to cover the principal repayments of the 

loans fund.  Generally capital receipts will be treated as a corporate resource. 

There is no equivalent fund balance within the HRA account principally due to 

the cessation of the Right to Buy. 

 

 General Services Capital - established in recent years from flexibility from year 

end underspends, in order to mitigate against the future impact of growing 

capital infrastructure commitments.   

 Council Tax 2nd Homes - An earmarked fund established by reducing the 
second home or empty property Council Tax discount for the development of 
affordable housing.  Under Scottish Government direction, Local Authorities 
can now use this income to support the development of affordable housing, 
including the disbursement of funds to other organisations or individuals, as 
well as RSLs.  
 

5.7 In addition, the Scottish Government have allowed a number of permissible ‘fiscal 
flexibilities’ to support in the management of the unmet funding pressures being 
experienced from COVID.  These include; the application of capital receipts to 
finance COVID revenue expenditure; flexibility to review the accounting treatment 
for debt relating to credit arrangement charges; and a loans fund principal 
repayment holiday.   Some flexibility has already been applied relating to loans 
fund repayment holiday during 2021-22, with national discussions on-going 
seeking clarity on the application of these flexibilities.  The application of any wider 
fiscal flexibilities going forward may be considered depending on further national 
clarity, the impact of which may have future implications for both future capital 
investment and revenue plans as well as borrowing requirements. 

 

 Treasury Management and Investment Strategy  

5.8 The Prudential Code for Capital Finance in Local Authorities enables councils to 
set their own borrowing limits with a requirement to ensure that investment plans 
are affordable, prudent and sustainable. The Council can borrow over a number 
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of years to supplement its capital income, provided the resultant annual debt 
repayments can be accommodated within future years’ revenue budgets. The 
Council’s annual Treasury Management and Investment Strategy sets out the 
prudential indicators and parameters over the medium to long term, with mid-year  
reporting to Council members during the year. 

5.9 The key prudential and treasury indicators include: 

 Capital Financing Requirement (CFR) 

 

 Operational Boundary 

 

 Authorised Limit 

5.10 Whilst current prudential limits remain within the overall Authorised Limit these 
must be considered within the wider financial environment facing the Council.  
Despite current low interest rates, any borrowing will need to be repaid in the 
future, and it remains essential that current capital investment decisions are made 
taking into consideration the implications for current and future Council tax payers. 

5.11 Furthermore, the capital investment programme has significant revenue 
consequences for the Council, such as staffing, rates, utility costs, cleaning etc, 
which must be met from within the revenue available to the Council.  

 

6. Management of Risk  

6.1 The economic environment can have a significant impact both in terms of the 
deliverability and funding of capital investment programmes, and the Council must 
understand these risks and ensure these are managed in a practical and prudent 
approach.  

6.2 There remains significant uncertainty in current economic conditions faced by the 
continuing implications from the global health pandemic, as well as the UK’s 
departure from the European Union. 

6.3 As such there are a number of significant risks and variables which can impact on 
the affordability and realisation of capital investment plans and these include: 

 Increased infrastructure costs due to current economic conditions, which are 

being evidence through external market and supply conditions.   

  

 Ability to realise developer contributions payment in line with approved plans 

which are essential to support the funding of capital projects. Delays in 

developer house building programmes may impact on the payment of 

associated developer contributions.   This in turn may impact on the delivery 

and funding of planned projects, and may have a corresponding impact on cash 

flow projections for the Council. 

 

 Future interest rate rises, which can substantially increase the cost of future 

borrowing. 



Appendix 2 
 

 

 Significantly enhanced pressure on revenue budgets as a result of capital 

infrastructure investment.  The ability to plan when projects are required taking 

full cognisance of capital and revenue costs remains critical to forward capital 

financial planning.  Whilst the distribution of many of the funding streams within 

the national settlement are population linked, the impact of this has not been 

reflected by means of an increase within local funding settlements for the 

Council, largely given the minimal increase in core funding alongside the 

national agreement to protect the stability of funding changes across the wider 

national funding settlement.  The on-going pressure within the revenue 

resource limits, may require reprioritisation of capital investment decisions in 

order to minimise future revenue costs. 

6.4 Given the scale of the future capital programme and associated risks, the financial 
strategy and associated supporting strategies (including Capital Strategy and 
Treasury Management Strategy) must support the effective management of these 
risks.  The affordability of capital investment decisions remains critical to ensure 
the Council has in place a prudent approach to management of risk.   

 The Treasury Management Strategy specifically sets out the prudential 

indicators and operational boundaries which the Council should operate 

including effective management of the Capital Financing Requirement, and 

future investment decisions. 

 

 Furthermore the Treasury Strategy sets out the Council’s approach to treasury 

management investment decisions and ensures that surplus monies are 

providing adequate liquidity before considering any potential investment and 

related return.  This is consistent with the Council’s adopted prudent approach 

to managing investment risk and return. 

 

7. Capital Strategy 

7.1 The economic impact from COVID will have an impact both on the Council and its 
community in the years to come.  It is essential that the capital investment plan is 
targeted to ensure it provides essential investment aligned to Council priorities and 
stimulate and support economic growth.  Nevertheless, the on-going financial 
challenges requires enhanced affordability criteria to be applied to the capital 
investment programme to protect both current and future Council Tax payers.  
Within this context, the Strategy focuses on an enhanced review of the Council’s 
asset base, with a view of maximising capital receipts in order to support 
transformation of council services and maintain a level of future capital investment, 
and minimising on-going revenue costs.  

7.2 With this in mind, the Capital Strategy will focus on:  

 Continuing to support a Capital Investment Programme, which will provide 
essential investment aligned to Council priorities both in the short and medium 
term, stimulate and support economic growth and critically, remain affordable 
based on a clear understanding of both capital and future revenue costs. 
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 Maximising the capital income available to the Council. 

 In support of ensuring affordability for current and future tax payers, the Council 
should work to minimise the additional net borrowing by ensuring that over the 
next 5 years, net additional borrowing for the General Fund does not exceed 
£150 million;  
 

 The Council should continue to manage and review the General Services Loans 
Fund balance ensuring prudence, maximising the use and application of capital 
receipts, capital grant, and any flexibility arising from revenue balances, in order 
to minimise the future impact of debt charges;  

 

 Develop an approved five year Capital Plan (for both General Services and 
HRA) underpinned by longer term models which seeks to minimise net 
borrowing requirements and is considered affordable both in terms of prudential 
limits and within the constraints of the three year revenue budget.   

 

 Continuing to manage and review the General Services Loans Fund balance, 
maximising the use and application of capital receipts, capital grant, and any 
flexibility arising from revenue balances, in order to minimise the future impact 
of debt charges. 
 

 Delivering an enhanced review of the Council’s assets, which will support the 
way in which we deliver and support services, minimise future revenue costs, 
and maximise where appropriate capital receipts which can be used to support 
future capital investment plans; 
 

 For HRA, ensuring that the Council stays within the recommended upper limit 
for the ratio of debt charges to income of 40%, maximising the use and 
application of capital receipts, capital grant, and any flexibility arising from 
revenue balances, in order to minimise the future impact of debt charges.  This 
limit maintains an appropriate long term balance between the various elements 
of the HRA budget. 

 

 To support contingency planning, ensuring that the reserve or balance left on 
the HRA should not fall below £1.0 million. This will allow the Council to maintain 
a cushion against any unexpected increase in costs or loss of income.  Given 
the uncertainty that exists over the timing and scale of capital investment in new 
affordable housing, there is no upper limit on reserves.   

 
8. Summary 

8.1 Unquestionably the Council is continuing to operate with a very uncertain financial 
and economic environment, and the implications arising from the current global 
health crisis has created significant financial challenges in the immediate short 
term for the Council to manage. 

8.2 The Council must ensure it finds a balance of bridging the immediate financial 
challenges and supporting future plans and ambitions.  Given the current and 
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future financial challenges, it remains absolutely critical to ensure capital 
investment decisions remain affordable to both current and future residents of East 
Lothian.  

 

 

 

 

 

 

 

 


