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Title:  	Multi-year Funding – Risks and Opportunities	
Date:	27 August 2025

	Purpose:
	Decision

	Which of the current Business or Corporate Plan priorities does this topic drive forward and in what way:
	The ability to operate with multi-year funding would enable NatureScot to better deliver across long-term Business and Corporate Plan priorities and reduce the risks and uncertainty around future funding liabilities.  

	Summary:
	The current annualised budget approach and our inability to hold reserves can lead to challenges in delivering our work across financial years. This leads to risks around future financial liabilities, loss of stakeholder and partner confidence, and organisational risks in relation to uncertainty, churn and skills loss. Emerging models and new approaches will be needed to tackle these challenges and enable NatureScot to maximise the opportunities available.


	Actions: 
	The following actions are proposed:
1. Continue conversations with Scottish Government on what opportunities there might be under public service reform to tackle the barrier of annualised funding.
2. Explore opportunities to expand solutions within current parameters e.g. SMEEF as a model.
3. Identify potential changes needed to existing mechanisms, processes etc.
4. Consider whether ARC or a Board ‘Task & Finish’ group could be helpful in supporting the Executive to take this work forward.

	Recommendations: 
	It is recommended that the Board discusses the questions posed at paragraph 32 and agrees the proposed next steps at paragraph 33.

	Report Author(s):
	Jane Macdonald

	Sponsor:	
	Nick Halfhide





Purpose 
1. This paper updates the Board on the risks and opportunities in the current annualised budget approach, and the strategic tension this creates between short term financial planning and multi-year funding to deliver our long-term commitments, because we are unable to hold reserves. The paper asks the Board to discuss and agree its position on our future approach to mitigating the risks and maximising the opportunities available to NatureScot.

Why multi-year funding is important for NatureScot
2. As we develop our next Corporate Plan 2026-30, we need to look to 2030, and beyond to 2045, in considering the long-term objectives we need to achieve.

3. NatureScot has clear leadership responsibilities for delivery of the Scottish Biodiversity Strategy and its associated delivery plan. Targets under the Natural Environment Bill will require long term action. We also need to consider the future evolution of the Nature Restoration Fund (NRF), particularly in support of wider landscape scale restoration. 

4. The next Climate Change Plan (CCP), due for publication in September/October, will outline policies and proposals intended to reduce emissions in Scotland during the period of 2026 - 2040.

5. We can anticipate that Peatland Restoration will continue to feature strongly over that same period. In addition to the CCP SG colleagues are working with NatureScot and the other Peatland ACTION partners on a 5-year peatland delivery plan to 2030, (subject to Ministerial approval).  SG is clear that peatland restoration is a long-term commitment and acknowledges that this will take stable and multi-year arrangements to deliver.

6. Several developments have occurred in recent years which are subtly but fundamentally changing the underlying funding model in NatureScot. The amount of Government funding attributed to programme funds has grown significantly, particularly in relation to Peatland Action and the Nature Restoration Fund. 

7. In addition, interest in other organisations channelling finance into nature restoration has grown either through initiatives such as SMEEF (Scottish Marine Environment Enhancement Fund) or via both Peatland and Carbon codes. This is likely to develop further as we move towards agreed Biodiversity metrics and associated code.

8. Generating income to sustain the underlying costs of the organisation is also progressing with a pilot underway for car park charging across our National Nature Reserves; a review into licencing is exploring charging; and we have entered discussions on cost recovery with the offshore renewables sector. These developments are happening at a time of increasing focus on Public Service Reform.

9. The long-term nature of our work and the changing nature of NatureScot’s funding model require us to consider the current annualised budget approach, and the impact that this has on our ability to effectively deliver long term commitments with partners.

10. NatureScot needs funding and investment to achieve its ambitions and deliver on the expectations placed upon us for the long term. The scale of the task ahead means we need continuity in funding to support longer term action and optimise decision making that will deliver the efficient use of public funds.

Risks
11. The current approach of annualised budgets is a significant barrier to longer term work when need to take a multi-year approach to the funding of projects and programmes of work.

12. This poses several risks for the organisation, including:
a. Failure to achieve our objectives
b. Creates future financial liabilities without budget certainty
c. Over-commitment of future resources in a volatile funding environment, with significant pressures on public finances
d. Failure to attract investment into priority areas of work
e. Loss of confidence for partners and stakeholders e.g. Peatland contractors reluctant to invest in equipment & skills
f. Hard to retain staff and skills if we can only commit to fixed term appointments (FTAs)
g. Stop-start decision making 
h. Churn and uncertainty in the organisation due to high proportion of the workforce on FTAs 

Multi-year funding in current context
13. The current approach to enabling multi-year funding is to ringfence future year budgets to ensure forward commitments can be met. This is the approach used in relation to our Peatland work, Nature Restoration Fund and the FIRNS programme.

14. This creates potentially significant future liabilities when forward budgets are unknown. To give an indication of the scale of the future liabilities that we are currently tolerating, our position is highlighted in Table 1 below.
  


Table 1: Existing Future Liabilities
	
	2025/26
	2026/27
	2027/28

	Peatlands
Resource
Capital
	B/F - £9.175m
	B/F – £1.022m 

Approved by Accountable Officer up to £9m
	NIL

Approved by Accountable Officer up to £6m

	NRF
Resource
Capital
	B/F - £10.3m
	NIL currently but pending approval
	NIL

	Paybill*
Existing (with 3% annual uplift)

As % of 25/26 GIA of £68m

As % of 25/26 total budget of £96m
	£46-46.9m




67-69%



48-49%

	£47.4-50.5m




70-74%



50-53%


	£48.8-52m




72-77%



51-54%


*Paybill range is based on current FTE, with upper range including impact of additional recruitment

15. The only context where we can hold funds as reserves is through bequests, where a one-off cash lump is received. These bequests can have either a specific or general use depending on the wishes of the individual. We treat this as Deferred Income and release in future years as it is deployed.

16. The introduction of the Scottish Marine Environmental Enhancement Fund (SMEEF) required us to find a new approach to enabling NatureScot to accept voluntary contributions from private sector organisations. An arrangement is now in place which treats these private sector contributions as Deferred Income, which allows the funds to be held across financial years (up to a value of £2m in terms of cash can be held in the SMEEF Bank Account). However, any public funds within SMEEF must be deployed within the financial year and cannot be held as reserves.

17. There are also other areas of work where longer terms commitments are made, for example, by SG (RPID) in the Agri-Environment Climate Scheme (AECS), where 5-year contracts are entered in to.

18. Looking wider, the UK Government has introduced the Planning and Infrastructure Bill to Parliament. One of the key measures is the establishment of a Nature Restoration Fund (NRF). This is intended to deliver a completely new way for developers to discharge their environmental obligations by making a payment, with that funding then used by Natural England to take a strategic approach to nature restoration.
What other public bodies can do
19. There are different arrangements across public bodies in terms of the ability to hold reserves. SEPA generate a significant proportion (54%) of their funding from charges. They are not able to carry funding across financial years and do not hold reserves. Scottish Canals also cannot hold reserves; however, Forestry & Land Scotland do hold reserves across financial years.
 
20. Historic Environment Scotland (HES) is different again, operating with one subsidiary (Historic Environment Scotland Enterprises Limited). HESE holds commercial operations but doesn’t maintain/hold assets or staff. It works on the basis of a certain amount of cross-charging and provides profits back to HES with gift aid. 

21. Royal Botanic Garden Edinburgh (RBGE) is a charity and operates slightly differently to most public bodies. They need to split their reserves into unrestricted, which SG revenue funding falls into, Restricted and Endowments. They only retain £100k of unrestricted reserves. If they get funding that is specific to certain things, this is classed as restricted funding, in line with charity finance rules. This allows RBGE to hold additional reserves that are not part of their main SG funding.

22. Clearly there are many parts of the public sector where significant forward programmes of work are committed to, despite the annualised budget position e.g. Transport Scotland.

23. Feedback from Natural England suggests a similar picture. They also have the need to deliver long-term material programmes of change and have been producing business-type cases for their ARC, Board and DEFRA showing how much more can be delivered if a multi-year approach is taken, compared to annual programmes of smaller packages of work. This has also recognised the need to agree the organisational risk appetite for multi-year financial liabilities (in an environment of annual funding) with their ARC and Board.
Opportunities
24. Whilst there are significant challenges with the current arrangements, there are also potential opportunities which may help us build a different approach.

25. Public Service Reform - one of the Public Service Reform Strategy Foundations workstreams (Workstream 4 - Ensuring the right delivery landscape) states, “we will support and encourage an entrepreneurial mindset within public bodies.”  Under Pillar 1 – Prevention, Workstream 6 contains a commitment to, “change how we budget, and any necessary processes, to allow resources to move between portfolios, organisations and services in order to share resources and collaborate across boundaries…”. This suggests there could be a more open risk appetite within government to be innovative and creative in finding solutions to enable public bodies to have more flexibility in the budgeting and funding mechanisms needed for the future.

26. SMEEF as a model – as we see the successful impact of the approach used by SMEEF, this could be replicated for delivery in other areas of our work.

27. Public Sector Collaboration – we know that some public sector partners can hold reserves, so could there be an opportunity to explore collaborative approaches which allow flexibility of funding to be held on behalf of NatureScot in certain circumstances.

28. Nature Finance – whilst there are no specific issues currently, it is worth noting that greater surety on future funding would potentially provide for greater leverage and investment from Nature Finance partnerships. It would build confidence and create assurance in markets, underpinning more flexible deployment and better value for money.

29. Income Generation - for next financial year, we aim to raise c£2m through cost recovery of our marine energy advice, charging for some licences, and through car parking fees at our National Nature Reserves. The ability to use some of these new income streams across financial years, would allow us to take a longer-term view in our decision making and project delivery, and de-risk annularity risks in our current financial spend profile. We may require underpinning mechanisms to be established to hold income outside NatureScot’s core grant-in-aid budgets.

Stakeholder perspective
30. As noted in paragraph 12 above, the main stakeholder issue arising is that partners and stakeholders potentially lose confidence in NatureScot, thus impacting their long-term engagement with us. We know that delivery stakeholders would welcome a stronger offer from us on multi-year funding, thus enabling them to develop their own delivery in a more secure, long-term context.
 
31. Lack of confidence in longer term funding also creates uncertainty for partners and stakeholders in terms of efforts to source match funding, or to underpin their own decision-making. This could also affect their commitment and ability to invest in priority areas of work, directly impacting delivery on the ground. For example, this could impact their confidence to recruit staff or to even take on projects.

Questions for the Board 
32. Strategically it seems essential that we tackle the barrier of annualised funding and our inability to hold reserves. It will take time and resources to mitigate the risks highlighted and to optimise the opportunities we see. 

a) To what extent does the Board agree that we need to act to ensure that multi-year funding can be aligned to our long-term strategic goals?
b) What external risks does the Board believe could affect our ability to fulfil multi-year obligations and ensure financial sustainability? 
c) What governance controls & escalation processes does the Board recommend need to be in place to manage multi-year commitments and future liabilities?

Next steps
33. We have identified several proposed next steps to take:
· Continue conversations with Scottish Government on what opportunities there might be under public service reform to tackle the barrier of annualised funding.
· Explore opportunities to expand solutions within current parameters e.g. SMEEF as a model.
· Identify potential changes needed to existing mechanisms, processes etc.
· Consider whether ARC or a Board ‘Task & Finish’ group could be helpful in supporting the Executive to take this work forward.

Recommendation
The Board is asked to discuss the questions posed at paragraph 32 and agree the proposed next steps at paragraph 33.
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