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Agency Board Meeting
24 February 2015

Board Report Number: SEPA 01/15

Draft Annual Budget 2015/16

Summary: This paper outlines SEPA’s proposed Annual Budget for 2015/16.

Risks: These are referred to at Note 9.

Resource and
Staffing
Implications:

The draft budget for 2015/16 shows that SEPA can manage its operating
expenditure required to delivery organisational objectives in year within
the level of income available to it in year.

Equalities: N/A

Environmental and
Carbon Impact:

No assessment of the Environmental or Carbon impact is included.

Purpose of the
report:

For approval.

Report Author: Author: Rosaleen Burke, Deputy Head of Finance
Approved by: Stuart McGregor, Chief Officer, Finance

Appendices: Annex 1 Draft Budget 2015/16.
Annex 2 Analysis of Charging Scheme and other income.
Annex 3 2015-16 Budget by AOP Priorities

.
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Annual budget 2015/2016

DRAFT ANNUAL BUDGET 2015/16

1 Introduction

1.1 The Corporate Plan 2012/17 sets out SEPA’s high level income and expenditure and
outlines how SEPA intends to meet the financial challenges facing it over the next 5 years.

The 5 year Financial Plan presented to the Board on the 11th February 2014 set out the
resources that SEPA believed will be available to it for the period 2013/18, and showed that
SEPA will meet its financial targets and manage its financial risks through this period, in
achieving its outcomes.

This plan was based on the assumption that the Grant in Aid (GiA) allocation through to
2017/18 would be the same as achieved for 2014/15.

The Scottish Government (SG) are unable to confirm this assumption, and the indicative GIA
advised is subject to annual approval in advance of each financial year.

This paper concentrates on the 2015/16 budget set, on the understanding that a
presentation and discussion on a forward financial plan, informed by the 2015/16 approved
budget, will be incorporated in the Board Strategy meeting scheduled for Tuesday 17th

March 2015.

1.2 There have been a number of AMT meetings over the last 6 months to agree savings
proposals and funding of cost pressures across the portfolios. This report has been prepared
following these discussions.

1.3 The Management Accountants have been working on detailed budgets with each portfolio.
The impact on 2015/16 budgets of cost pressures approved by AMT have been included in
budgets and the savings proposals agreed by AMT removed from budgets.

2 Summary Financial position for 2015/16.

2.1 SEPA is required to operate within:
i) Estimated revenue income of £78.7m.
ii) Indicative capital allocation of £1.1m.
iii) A year end cash limit of £0.5m.

2.2 Planned Capital Expenditure for the 2015/16 is £1.1m.

2.3 There is an expectation from SG that SEPA will continue to deliver efficiency savings each
year for reinvestment in front line services. While no formal target has been set by SG, it is
expected that SEPA achieve an efficiency savings target of 3% c£1.2m. SEPA has
identified savings of £2.2m in 2014/15, to ensure there is a balanced budget in 2015/16.
Historically, SEPA has reported savings being met from transformational change initiatives,
without material detriment to the quality or quantity of services provided. SEPA will be
required to report the actions it has taken to deliver efficiency savings through the Public
Service Reform Act reporting process and by an annual project manager’s report, which is
signed off by the Chief Executive.
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2.4 The budget does not include expenditure funded by EU grant; however, it does include the
costs of SEPA’s contribution to projects.

2.5 Annex 1 provides a detailed draft Income and Expenditure budget for 2015/6.

3 Income

3.1 Grant in Aid (GiA)

Overall the total operating resource has increased by £1,386k; this is due to an increase in
non-cash resource of £1,574k offset by a reduction in cash resource of £188k. The increase
in non-cash resource matches SEPA’s estimated non cash expenditure in year. The
reduction in cash resource of £188k reflects an end to funding for the Flood Warning
Strategy. The £701k assigned to Flood Warning Improvement and Flood Forecasting is
funded from the SG Flooding Consequential Budget. An analysis of expected Grant in Aid
(GiA) is shown below:

2014-15
Budget
£’000s

2015-16
Budget
£’000s

Operating Resource Baseline 36,435 38,009
Flood Forecasting Service 586 586
Flood Warning Strategy 188
Flood Warning Improvement 115 115

Total Operating Resource 37,324 38,710
Capital Resource 1,100 1,100

Total Resource per I&E 38,424 39,810
Non Cash Resource (1,638) (3,212)

Cash GiA 36,786 36,598
Note

1
subject to approval by Scottish Parliament.

There are ongoing discussions with Revenue Scotland regarding the funding of SEPA’s
administration support for the Scottish Landfill Tax (SLT) and the Communities Environment
Fund (CEF). For SLT we expect to get additional Grant in Aid. The agreement on how our
duty to regulate approved bodies for CEF has yet to be agreed. The costs associated with
these new duties have also been excluded from the draft budget.

3.2 Material Movements in Charging Schemes

SEPA has a responsibility to ensure that all relevant costs of regulatory activities are
recovered through charges. The majority of charging schemes contain the facility to
increase fees each year on 1st April in line with the RPI as at 30th September in the
preceding year.

In December 2013 a consultation on charge increases for 2014-2016 was issued. The
proposed increases included a 2.7% increase on the majority of charges in line with CPI as
at September 2013. Exceptions to the across the board increase include:
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Scheme
Proposed
Increase Reason

Waste Management 7.7% Increasing level of under recovery

Special Waste Notes 0%
Charges are in the Regulations, SEPA has
no power to increase

Producer Responsibility 0%
Charges are in the Regulations, SEPA has
no power to increase

Emissions Trading 0% Benchmarking with Environment Agency

RSA B&C 0% High level of over recovery

Budgeted charging scheme income in 2015-16 is £37.5m, an increase of £0.7m. This is due
to inflationary increases of £1m, offset by anticipated reductions in baseline charging
scheme income of (£0.3m).

Under Treasury Guidance, SEPA is required to recover the full cost of services provided, i.e.
recover 100% of the costs of running the charging schemes. Due to the continuing changes
being made under the transformational change programme, and the restriction in charge
increases in 2015/16, full cost recovery may not be achieved.

A summary of the expected charging scheme income is included in Annex 2.

3.3 Other Income

The 2015/16 budget for Other Income of £1,368k represents: income from Department of the
Environment, Food and Rural Affairs for Transfrontier Shipment of Waste work £417k;
income from the Environment Agency (EA) for High Active Sealed Sources (HASS) / River
Invertebrate Classification Tool (RICT) system maintenance charge; £155k: River
Restoration £500k; Waste Electrical and Electronic Equipment (WEEE) Freerider income of
£45k; facilities recharges £138k; other recharges £58k and other income £55k (Freedom of
Information enquiries, Flood Maps, commercial contracts etc).

In previous years significant funding has been received for project work undertaken for other
public sector bodies in year. We assume a prudent approach when completing the draft
budget and have only included projects with agreed funding.

4 2015/16 Operating Expenditure

The key assumptions made with regard to operating expenditure are:

4.1 Staff Costs - £51m

Staff costs have been budgeted at full establishment, less budgeted turnover savings
(£1.3m), identified efficiency savings of (£0.7m) and approved cost pressures of (£0.5m).

The 2015/16 budget is based on 1,203 FTE permanent posts and 35 FTE temporary / Fixed
Term Contract (FTC) posts funded by projects or other income.

The budget includes employer’s pension contribution of 19% and the pay award for 2015/16.
The pay award for 2015/16 consists of the annual increment earned for satisfactory
performance and 1% increase made to pay scales for inflation.
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2015-16
Budget
£’000s

Budget 2014-15 49,249
Increased Pay Costs

 Annual Progression 387

 Inflationary Pay Award 500

 Pension Increase 439

Reduction in Turnover 244
Efficiency Savings (712)
Cost Pressures Approved 540
*Other Staff Changes 359

Total as per I&E Account 51,006

*The other staff changes refer to budgets held in supplies and services last year for staff working in projects, the
cost of which have been reflected in staff cost in 2015-16. See 4.2 below PMO & Flood provision

4.2 Non Pay Expenditure

Non Pay Expenditure 2014/15 2015/16
Budget Draft Budget
£'000s £'000s

Other Staff Costs 1,091 1,050

PMO & Flood Provision 3,134 2,005
Property Costs 5,420 5,507
Transport Costs 1,593 1,591
Research & Development 299 299
Supplies and Services 9,356 9,439

Contingencies/Provisions 2,343 3,338
Total 23,236 23,229

4.3 Other Staff Costs - £1.1m

Recruitment fees and interview expenses require to be met by Portfolio’s from turnover
savings, after the £1.3m turnover provision target has been achieved. Other staff costs
include a provision for parental leave of £175k and £500k for training. SEPA is currently
assessing the impact of the holiday pay calculation ruling. If any costs arise from this they
will be met from provisions and contingencies.

4.4 Property costs - £5.5m

Property costs have increased by £0.1m. The budget reflects the full year impact of
Strathallan £193k, increased provision for gauging station maintenance £250k and a general
increase of £235k to cover cost pressures across a number of properties. These additional
costs have been offset by savings in office closures in Stirling £459k and the removal of one
off costs to support the move to Strathallan £132k.

4.5 Supplies and Services - £9.4m

No general inflation uplift has been applied to supplies and services expenditure. Any cost
increase will require to be met from better procurement and better use of resources. The
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supplies and services budget has increased by £0.1m from 2014-15, the budget process
identified the requirement to provide additional budget cover for the following items:

2015/16
Draft Budget

£'000s
Flood Warning Dissemination Support 180
Software Maintenance & Licences 84
Bathing Water Signage 50
Additional IS Running Costs 250
Total Additional Cost Pressures 564

The new cost pressures were almost completely offset by efficiency savings identified across
Portfolios.

4.6 Research & Development - £0.3m

Research & Development expenditure has been maintained at 2014/15 level of £0.3m.

4.7 Transport Costs- £1.6m

The transport budget has been reviewed and remains at 2014-15 levels.

4.8 Project Office Projects & Flood Provision - £2.0m

The total budget allocated to Project Office Projects and the Implementation of the Flood
Risk Management Programme totals £5.6m. Committed staff costs against these budgets
have been reflected in Portfolio budgets. The balance of £2m will be held in provision until
detailed spending plans are developed.

4.9 Contingencies & Provisions £3.3m

The provisions and contingencies budget covers, the Corporate Provisions £2.6m and a
Charges/Recharges Provision £0.7m. The tables below provide a breakdown of what each
of the provisions cover.

4.10 Corporate Provision £2.6m

Corporate Provisions 2014/15 2015/16
Budget Draft Budget
£'000s £'000s

Legal 100 260
General Contingency 276 680
Bad debts 250 250
Cost Pressures:

 AHERS
 Sustainable Funding
 Commonwealth Games
 LIFE + Se Web
 LIFE + Waste Crime
 Air Quality Database
 Disturbance ASB Mileage
 ATR Project

214
194
23
0
0
0

320

214
200

0
300
155
230
272
100

Total 1,377 2,661
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4.11 Legal Provision – £0.3m

To cover external legal costs in respect of debt recovery, human resource issues,
operational issues and advocacy.

4.12 Bad Debts - £0.25m

A provision is made each year to cover the lost income that we suffer through the non
payment of charges. This can occur when charge payers go into administration.

4.13 General Contingency - £0.7m

This provision is held to enable the uncertainty around income and expenditure levels to be
managed and any unplanned costs or claims against SEPA to be covered in year. It
includes a £400k general contingency, £80k data cleanse income reduction provision, and a
£200k provision for liabilities associated with a recent employment tribunal ruling on holiday
pay.

4.14 Cost Pressures - £1.5m

A number of cost pressures have been approved by the AMT for inclusion in the 2015-16
budget set at £3.1m, £1.6m of which is reflected in Portfolio budgets. The remainder held in
this provision (see table above), will be transferred to Portfolio budgets as expenditure is
incurred.

4.15 Charges/Recharges Provision- £0.7m

Budgets are provided for in the charges/recharges provision when incurring expenditure is
dependent on the realisation of matching income levels. Budgets will be allocated to
Portfolio’s when income is known with certainty and expenditure has been incurred.

5. European Funded Projects

SEPA is currently the coordinating beneficiary on 2 European funded projects and an
associated beneficiary on one:

Charges/Recharges Provision

2015/16
Draft

Budget

£'000s

Transfrontier Shipment 22
High Active Sealed Sources (HASS) & River Invertebrate
Classification Tool (RICT) 155
River restoration 500

Total Income 677
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5.1 SeWeb

The SeWeb LIFE+ is a SEPA/EU co-funded project spanning 4 financial years (2012-15).
The project has an estimated value of £4m of which approximately £2m will be funded from
the EU. SEPA’s contribution to the project is through the provision of existing staff resource
£0.9m and a cash contribution of £1.1m.

Based on the current resource plan, SEPA’s expenditure in 2015/16 will be £69k, of which
£14k will be internal resource and £55k cash.

5.2 Smart Waste

The Smarter Regulation of Waste in Europe LIFE13 is a SEPA/EU co-funded project
spanning 5 financial years (2014-19). The project has an estimated value of £3.6m of which
approximately £1.8m will be funded by the EU. SEPA’s contribution is £1.6m, with the
remainder coming from 3 other associated beneficiaries. SEPA’s contribution to the project is
through the provision of existing staff resource £0.9m and a cash contribution of £0.7m.

Based on the current resource plan, SEPA’s expenditure in 2015/16 will be £377k of which
£222k will be internal resource and £155k in cash.

5.3 EcoCo

The EcoCo LIFE+ Project is a SNH/EU project where SEPA is an associated beneficiary.
The project spans 4 financial years from (2014-18). The project has an estimated value of
£2.6m of which £1.3m shall be funded by EU. SEPA’s contribution to the project will be £80k
cash. SEPA’s expenditure in 2015/16 will be £10k cash.

5.4 Flood

In relation to Flooding, funding of £4.3m is included in the 2015/16 budget. This is in relation
to:

Project Budget
£M

Flood Act 3.5
Flood Forecasting 0.6
Flood Warning 0.2
Total 4.3

The allocated budget will cover the implementation of Reservoirs, which is estimated at
£100k.

6. Spend by AOP Priority

6.1 Annex 3 provides the cost of AOP priorities in 2015-16. The cost of the priorities has been
calculated by allocating the 2015-16 budget to priorities on the basis of 2014-15 Activity
Time Recording information, adjusted for known resource movements.
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7. Draft Budget by Portfolio

7.1 The table below provides details of the draft budget set by Portfolio.

Draft Budget 15/16
Ops

£’000s
S&S

£000’s
CEO

£000’s
Governance

£000’s
Resources

£000’s
Finance
£000’s

Corporate
£000’s

Total
£000’s

Staff Costs 26,102 21,634 189 1,688 1,625 1,051 0 52,289

Turnover Prov. (915) (338) 0 (10) (10) (10) 0 (1,283)

Other Staff Costs 0 2 0 5 569 94 380 1,050

Transport 739 488 2 43 316 3 0 1,591

Property Costs 0 381 0 0 5,126 0 0 5,507

Supplies & Services 2,133 7,560 12 286 122 183 4,785 15,081

Depreciation 0 0 0 0 0 0 3,363 3,363

Budget 15/16 28,059 29,727 203 2,012 7,748 1,321 8,528 77,598

FTE's 609 529 2 35 40 23 0 1,238

8.0 Capital Budget 2015/16

8.1 The capital budget for 2015/16 is £1.1m a detailed capital plan to allocate the budget to
specific areas is currently being discussed with Portfolio Management.

8.2 SEPA has one surplus property currently valued at £1.1m at 31/3/13. This property has been
marketed throughout 2014-15. It is recommended AMT prepare a bid for submission to SG
the use of these funds should a sale become likely. For the purpose of this budget setting
exercise this potential receipt has been excluded.

9. Risk analysis

9.1 Key risks associated with the draft budget are:
i. Income may fall below that stated as a result of actions taken by industry to improve the

quality of their discharges.
ii. Economic situation may worsen, leading to a reduction in activity and income.
iii. There may be a reduction to Grant in Aid (GiA).
iv. Capital replacement needs may be greater than available funding, putting pressure on

revenue resources.
v. There may be further asset impairments.
vi. Property costs may be higher than estimated.
vii. The commitment of turnover may result in portfolios being unable to complete critical

pieces of work due to insufficient resource availability.
viii. Supplies and services procurement savings are not identified as expected, to cover the

cost of price increases.

10. Recommendations

10.1 The Board is asked to approve Annual Budget for 2015/16.

10.2 The Board is asked to approve the Capital Plan for 2015/16.

Stuart McGregor, Chief Officer, Finance
Rosaleen Burke, Deputy Head of Finance
January 2015
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Annex 1 Draft Budget 2015/16

2014/15 2015/16
Movements

£'000sIncome & Expenditure Account Budget
Draft

Budget

£'000s £'000s

Grant in Aid 38,424 39,810 1,386

Charging Schemes 36,833 37,520 687

Other Income 1,540 1,368 (172)

Total Income 76,797 78,698 1,901

Staff Costs 49,249 51,006 1,757

Other Staff Costs 1,091 1,050 (41)

PMO & Flood Provision 3,134 2,005 (1,129)

Property Costs 5,420 5,507 87

Transport Costs 1,593 1,591 (2)

Research & Development 299 299 0

Supplies and Services 9,356 9,439 83

Contingencies/Provisions 2,343 3,338 995

Total Expenditure 72,485 74,235 1,750

Depreciation 3,212 3,363 151

Depreciation / Impairments 3,212 3,363 151

Total Operating Costs 75,697 77,598 1,901

Operating Surplus / (Deficit) 1,100 1,100 0
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Annex 2 Analysis of Charging Scheme and other income

Income Budgets
2014/15
Budget

2015/16
Draft Budget Movements

Description £'000s £'000s £'000s

Grant in Aid 38,424 39,810 1,386

Radioactive Substances Band A 1,832 1,773 (59)

Radioactive Substances Band B & C 703 675 (28)

Waste Management 3,922 4,292 370

Producer Responsibility 987 1,071 84

Special Waste Consignment Notes 1,576 1,636 60

Pollution Prevention and Control 4,534 4,512 (22)

Air Pollution Control Part B 1,299 1,319 20

Control Of Major Accidents and Hazards 253 185 (68)

Water Framework Directive Main Scheme 21,284 21,564 280

EU Emissions Trading 269 288 19

Aviation Emissions Trading Scheme 8 33 25

Carbon Reduction Commitment 166 172 6

Total Charging Schemes 36,833 37,520 687

Other Income 55 55 0

WEEE Free Rider Income 45 45 0

Transfrontier Shipment 517 417 (100)

HASS/RICT External Funding 155 155 0

Payments from other Agencies 613 541 (72)
Radioactive Substances Act Contract
Income 15 15 0

Facilities Recharge Income 138 138 0

Bank Interest Receivable 2 2 0

Total Other Income 1,540 1,368 (172)

Total Income 76,797 78,698 1,901
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Annex 3 2015-16 Budget by AOP Priorities


