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21 December 2018


Dear Francesca,

BUDGET ALLOCATION AND MONITORING: 2018-2019

Purpose

I am writing, on behalf of the Scottish Ministers, to confirm the budget and associated grant in aid allocated to Scottish Natural Heritage (SNH) for 2018-2019, and Ministerial priorities for the year. This letter also confirms the arrangements for monitoring the budget and for profiling (and, if necessary, reprofiling) expenditure and drawing down grant in aid. The use of resources must be in accordance with the agreed corporate and annual business plans, SNH’s framework document, and any relevant guidance issued by the Scottish Ministers, in particular the Scottish Public Finance Manual (SPFM) and Finance Guidance Notes issued periodically.

Relevant guidance may also include setting out, from time to time, the expectations for the way that SNH operates in support of Ministers’ policy aims and objectives for the public sector as a whole.

Strategic Priorities and Context

SNH has an important part to play in delivering and supporting actions in the Programmes for Government published in 2017 and 2018, recognising the organisation’s role in helping to enable sustainable and inclusive economic growth. SNH programmes and priorities for 2018-19 should continue to have a strong focus on delivery of the Scottish Government’s new National Performance Framework (NPF) launched in June 2018, in particular the
Government’s Purpose and the National Outcomes to which SNH contributes or which it leads within the organisation’s remit. SNH should continue to support the Environment Climate Change and Land Reform portfolio’s overarching aim to protect and value Scotland’s environment and to build a strong and sustainable low carbon economy.
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SNH’s Corporate Plan for 2018-2022, ‘Connecting People and Nature’, provides a strategic overview of the organisation’s business objectives and targets in the context of the desired outcomes for Scotland. The Corporate Plan (CP&N) is also supported by a Business Plan, ‘Making the Connections – Year 1’, which focusses on specific business objectives for 2018-
19. The outcome measures in these Plans provide the means by which to assess progress in contributing to the delivery of the National Outcomes in 2018-19.

SNH’s priorities are agreed with Ministers and its activities are focussed on achieving four outcomes for Scotland.

· More people from across Scotland are enjoying and benefiting from nature

· The health and resilience of Scotland’s nature is improved

· There is more investment in Scotland’s natural capital and its management to improve prosperity and wellbeing

· We [SNH] have transformed how we work

The broad areas of priority identified in this letter are without prejudice to any changes which may be required in light of the evaluation being made of a number of scenarios for the future relationship between Scotland and the European Union.

Financial challenges and Public Service Reform

SNH should continue to assess the financial challenges that need to be managed within the budget settlement for 2018-19, and prioritise its resources in order to achieve the outcomes of the organisation’s Corporate Plan (and deliver its Business Plan), meet its statutory functions and prioritise the contributions it makes to the Scottish Government’s Purpose.

Spending Reviews continue to be challenging for public sector organisations. SNH will need to take the outcome of the Budget process into consideration in delivering its longer term priorities and be flexible in responding to any changes in Scottish Government priorities, continuing to work within challenging budget settlements beyond 2018-19 to enable the organisation to continue to contribute to the Scottish Government’s Purpose in the most effective and efficient way possible.

Also important to the Scottish Government is SNH’s contribution towards the commitment to drive forward public service reform. This recognises public bodies’ crucial role in protecting and reforming public services, tackling inequality by empowering communities, investing in the workforce (by supporting Fair Work, Living Wage and full diversity of talent) and supporting a strong, sustainable economy.

Working collaboratively

SNH should continue to look for opportunities for effective, strategic, engagement with a wide range of public, private and third sector partners as a mechanism for helping to deliver key priorities and efficiencies that support the achievement of the National Outcomes directly relevant to the organisation’s remit.

SNH should maintain its active participation in the Environment and Economy Leaders’ Group, including by contributing to the delivery of the Group’s work plan.
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Delivering High Quality Public Services

Ministers continue to place great importance on public services managing their resources carefully and actively in order to deliver the best results for people in Scotland. With this in mind, while also ensuring that expectations on public services are realistic, Ministers have confirmed that the 3% annual efficiency target to which public bodies have been subject in recent years should be rolled forward for 2018-19.

SNH should continue to demonstrate its compliance with section 32 of the Public Services Reform (Scotland) Act 2010 duties requiring designated public bodies to publish a statement covering a range of information, including their efficiency returns. In line with this, once 2018-19 has ended, each such public body should publish an annual statement recording efficiencies it delivered during the financial year.

As part of SNH’s role in helping to enable sustainable economic growth, the organisation should ensure it fulfils its duties as a regulator with respect to sections 4 and 5 of the Regulatory Reform (Scotland) Act 2014 and the Scottish Regulators Strategic Code of Practice.

SNH should also maintain a strong commitment to its climate change duties in Part 4 of the Climate Change (Scotland) Act 2009. This includes meeting the requirements of the Climate Change (Duties of Public Bodies: Reporting Requirements) (Scotland) Order 2015. SNH should also lead in fulfilling the duty under section 36 of the Wildlife and Natural Environment (Scotland) Act 2011 with respect to reporting on the actions it has taken to further the conservation of biodiversity.

Budget

SNH’s detailed (original) budget for 2018-19, disaggregated in terms of the relevant expenditure classifications on the HM Treasury database, is shown in Annex A. The revised budget position in summary, taking into account in-year adjustments that occurred at Autumn Budget Revisions following Parliamentary approval, is:

	
	£000s
	Notes

	Resource DEL
	48,552
	

	Ring-fenced (or “non cash”) DEL
	1,900
	

	Capital DEL
	880
	

	Total DEL
	51,332
	

	Expenditure classed as AME
	0
	

	Total budget
	51,332
	



 DEL is the “Departmental Expenditure Limit” as defined by HM Treasury. The Scottish Government’s DEL budget limits are determined by the Barnett formula and are not negotiable.
 Comprises wages and salaries and operating costs offset by trading and other resource income.
 Ring fenced DEL comprises depreciation, amortisation and impairment (if it does not qualify as AME – see below).
 Comprises capital grants and additions to non-current assets offset by the net book value of disposals of non-current assets.
 AME is “Annually Managed Expenditure”, which covers expenditure which HMT accepts is volatile and is therefore subject to different controls. Examples are some pension adjustments and some impairments.
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Transfers of budgetary provision between the classifications in the table above require the prior approval of Scottish Government Finance. Any proposals for such transfers should therefore be submitted to the sponsor team. Transfers of budgetary provision within the classifications in the table above may be undertaken without reference to the Scottish Government, subject to any constraints on specific areas of expenditure e.g. the approved pay remit.

SNH’s assumed trading and other resource income is £ 2.300million and the assumed net book value of disposals of non-current assets is £0.040million. These amounts have been taken into account in arriving at the budget shown above. If the amounts realised or expected to be realised in-year are less than estimated, you shall, unless otherwise agreed with the sponsor team, ensure a corresponding reduction in your gross expenditure so that the agreed budget is not exceeded. Excluding income resulting from gifts, bequests or donations, if the amounts realised or expected to be realised in-year are more than estimated, you must seek the prior approval of the sponsor team before using any excess to support additional expenditure.

Specified Expenditure

SNH’s grant in aid includes provision for the Joint Nature Conservation Committee (JNCC). The level of contribution for 2018-19 is expected to be £1.153m. SNH will retain £0.099m to fund marine renewables advice in Scotland previously undertaken by JNCC. If JNCC fail to draw down the remaining balance of £1.054m, grant in aid figures will be reduced accordingly. SNH should plan for a contribution of up to £1.455m towards the Scottish Rural Development Programme during 2018-19.

A provision of up to a maximum of £0.027million is available in 2018-19 to meet additional costs incurred as a direct result of the relocation of SNH’s headquarters to Inverness.

Budget Monitoring

Forecast outturn and spend-to-date for the financial year should be reported to the sponsor team by completing and submitting the budget forecast and monitoring spreadsheet issued monthly. We would welcome the spreadsheet continuing to be completed and submitted by the last full week of each month (subject to deadlines set by Scottish Government Finance). Where appropriate (e.g. for depreciation) costs may be calculated on the basis of one twelfth of the budget for each month.

A completed spreadsheet providing the position at the end of the financial year (31 March 2019) should be submitted to the sponsor team by no later than early May 2019 (subject to deadlines Scottish Government Finance need to set in relation to the end-year accounting process).

Budget Revisions

Ministers have to manage the Scottish budget in the light of pressures and savings that may arise during the financial year and SNH may itself experience pressures and savings. Such factors may make it necessary for Ministers to make changes (upwards or downwards) to the budget and associated grant in aid for your organisation. Where, exceptionally, any changes have to be made I shall keep you informed of Ministers’ intentions and give you the opportunity to comment.
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Some specific revisions to SNH’s baseline budget, which have already taken place at Autumn Budget Revisions, following Parliamentary approval (totalling £4.825m), are set out at Annex B. Further budget revisions which have been agreed are:

· £4.400 millon to support the delivery of peatland restoration, conservation and management through the Peatland Action Fund.
· £0.100 million to fund SNH to support work on EU exit analysis within the Scottish Government’s Environment and Forestry Directiorate.
· £0.096 million to support work to mitigate the impact of beavers.
· £0.040 million to support staff costs for work on the designation of Marine Protected Areas

We anticipate these further transfers to SNH’s budget for 2018-19 taking place at Spring Budget Revisions, subject to Parliamentary approval.

Grant in Aid

As a result of current legislative provisions, Scottish Government funding for its sponsored bodies is shown in the annual Budget Act in terms of grant in aid i.e. the net cash figure required to support agreed budgets. The authorised grant in aid for SNH for 2018-19 is
£49.432 million.

SNH should aim to submit an update of its Grant in Aid profile to the sponsor team by the last full week of each month (as part of the process to request drawdown of grant in aid) confirming details of grant in aid already drawn down, a profile of monthly grant in aid requirements for the remainder of the financial year and a note of the unrestricted cash reserves held at the end of the previous month.

The updated profiles will be used for monthly cash management forecasts provided to HM Treasury and as the basis for the payment of grant in aid - unless notification to the contrary is received by the sponsor team at least 7 days before payment is due to be made. The sponsor team will normally aim to make payments of grant in aid by the 5th of each month. Grant in aid should not be drawn down in advance of need.

Unrestricted cash reserves held during the course of the year should be kept to the minimum level consistent with the efficient operation of the body - and the level of funds required to meet any liabilities at the year-end. At the end of the financial year, the sponsor team and SNH will formally agree the total grant in aid attributable to that particular period.

Classification of Functions of Government

To meet HM Treasury reporting requirements, an analysis of expenditure by the Classification of the Functions of Government (COFOG) e.g. categories such as subsidiary services to Education, Manufacturing, Law courts, Transport etc. is needed for onward transmission to HM Treasury. For this purpose expenditure means gross expenditure, whether funded by grant in aid or by other income. The classification has already been established in respect of SNH (05.4.0 - environmental protection; protection of biodiversity and landscape), but should this need to change in the future, the sponsor team will engage with the organisation to agree a COFOG analysis.
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Issues Arising

If you have any questions arising from this letter, or if you foresee any financial issues developing in the remainder of the year, please do not hesitate to contact me or the sponsor team. The sponsor team will, where necessary, consult relevant Scottish Government Finance colleagues.

I am copying this letter to Mike Cantlay. Yours sincerely,
[image: ]

Keith Connal
Deputy Director, Natural Resources Division
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ANNEX A SCOTTISH NATURAL HERITAGE (SNH): DETAILED BUDGET ALLOCATION 2018-2019
Original Budget

	
	Budget on HMT database
	HMT
Classification*

	
	£000s
	

	Wages and salaries
	26,280
	RDEL

	(Gross) Operating costs
	19,747
	RDEL

	Trading and other resource income (negative)
	(2,300)
	RDEL

	Depreciation/Amortisation
	1,900
	Ring-fenced RDEL

	Accruing pension liability (where agreed as being classed as AME)
	0
	AME

	Impairments (where agreed as being classed as AME)
	0
	AME

	Capital grants
	0
	CDEL

	Capital additions to non-current assets (including investments)
	920
	CDEL

	Net book value of disposals of non-current assets (including investments) (negative)
	(40)
	CDEL

	Total net expenditure (as recognised by HMT)
	46,507
	




* For a full explanation of HM Treasury’s budgeting rules see the current version of Consolidated Budgeting Guidance. “DEL” stands for Departmental Expenditure Limits, and is the more tightly controlled side of the government’s budget. It is split between resource (or revenue) “RDEL” and capital “CDEL”. Non cash budgets are ring fenced within RDEL, which means that (for example) any underspend on depreciation cannot be used to fund actual cash expenditure. “AME” stands for Annually Managed Expenditure, which covers expenditure which HMT accepts is volatile and is therefore subject to different controls.
























www.gov.scot	

ANNEX B

SCOTTISH NATURAL HERITAGE (SNH): BUDGET ALLOCATION 2018-19 – ADJUSTMENTS MADE AT AUTUMN BUDGET REVISION

Adjustments at Autumn Budget Revisions

	
	£000s

	
Resource DEL (original)

· Transfer to SNH to fund work on and administration of the Peatland Action Fund to deliver peatland restoration, conservation and management.
· Transfer to SNH to part fund a grant award to TCV Scotland to be administered by SNH to help deliver objectives for environmental volunteering and participation in the outdoors.
· Transfer to SNH to fund goose management schemes
· Transfer of Consequentials funding to SNH to support work and analysis relating to the UK exiting the European Union
· Transfer to SNH to support staff costs for work on the designation of Marine Protected Areas
· Transfer to SNH to fund resource for further work on the assessment of national coastal change in Scotland
· Transfer to SNH to fund costs associated with Grouse Management Advisory Group
· Transfer to SNH for the SG’s core funding of Scottish Environment LINK, paid via SNH, to provide a consolidated input into policy development on behalf of its membership of environmental NGOs

Resource DEL (revised)
	
43,727

4,000

170


110
307

88

63

49

38


48,552
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