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1. Introduction 
 

This Medium-Term Financial Plan (MTFP) continues to 

provide insight into the scale and nature of the financial 

challenges facing the Council. It remains a cornerstone 

of effective financial planning, helping to guide 

decision-making in an increasingly uncertain 

environment. 

 

Councils across the UK operate under the constraint of 

one-year financial settlements from central 

government. While this limits certainty, it does not 

excuse the absence of medium-term planning. On the 

contrary, forward planning is essential to help us 

navigate the unpredictable fiscal landscape and ensure 

decisions are made with a clear understanding of their 

long-term financial implications. 

 

The MTFP sits within a broader suite of strategic and 

operational documents, bridging the gap between long-

term ambitions and short-term delivery. It consolidates 

a range of assumptions about future income and 

expenditure, aligned with the Scottish Government’s 

Medium-Term Financial Strategy period. This enables us 

to identify when and where financial pressures are 

likely to arise, supporting informed discussions about 

service transformation and new ways of working. 

To support transparency, our key financial planning 

assumptions are summarised in Section 3, with further 

detail provided in Annexes A–D. In Section 4, we 

present three financial scenarios: 

 

• Optimistic (Upside) 

• Central (Most Likely) 

• Pessimistic (Downside) 

 

These scenarios are not budgets, but illustrative models 

that help us understand the potential scale of the 

challenge. They provide a baseline against which we 

can measure progress toward financial sustainability. 

 

It is important to recognise that large figures in 

medium-term forecasts are common across the public 

sector. For example, the Scottish Government’s own 

2025 MTFP projected a deficit of £2.6 billion. These 

forecasts reflect the complexity and uncertainty of 

long-term financial planning. 

 

Our forecasts focus primarily on revenue expenditure 

within the General Fund, which supports day-to-day 

service delivery. In addition, the Council operates 21 

ports and harbours, 15 ferry terminals, and manages 

over 1,700 homes as Shetland’s largest social landlord.  

 

These operations are accounted for separately through 

the Harbour Account and Housing Revenue Account 

(HRA), as required by law. While this MTFP does not 

include scenario planning for the Harbour Account or 

HRA, the HRA is guided by a five-year Strategic Housing 

Plan, and we recognise the need to develop a similar 

framework for harbour-related income and wider oil 

and gas revenues. 

 

Many of the priorities outlined in Our Ambition carry 

significant capital and long-term revenue implications 

that have yet to be fully quantified. Further work is 

needed to translate these ambitions into SMART 

plans—Specific, Measurable, Achievable, Relevant, and 

Time-bound—to improve our financial planning across 

both revenue and capital. 

 

Our Asset Investment Plan (AIP) outlines capital 

spending on a rolling five-year basis, presented annually 

alongside revenue budgets. However, we acknowledge 

that some strategic capital investments may fall outside 

this window and require separate consideration. 

 

We recognise that more work is needed to develop an 

MTFP that clearly maps a pathway to financial 

sustainability. The purpose of this plan is to highlight 

the scale of the challenge ahead of the 2026/27 budget-

setting process. It must be underpinned by detailed 

plans that support the delivery of Our Ambition, and 

more clearly linked to the transformational activities 

required to achieve financial sustainability. 

 

There is no disguising the stark nature of the figures 

presented in this document. While this may not 

surprise those familiar with our finances, it reinforces 

the urgency of the situation. Unlike many other 

Councils constrained by annual settlements, we have 

been able to absorb funding reductions and cost growth 

by drawing on reserves—but this approach is no longer 

sustainable. 
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In previous years, we referred to this document as a 

Medium-Term Financial Outlook, reflecting its lack of 

actionable content. However, the 2023–28 MTFP 

marked a return to a true "plan," including actions and 

recommendations aimed at improving our financial 

position. For this 2025–30 MTFP, we will assess 

progress made in 2025/26 and present updated 

recommendations to inform future decisions—these 

can be found on Page 23. 

 

We must now focus on using the tools available to us—

scenario planning, SMART objectives, and strategic 

prioritisation—to deliver sustainable change. Only by 

doing so can we begin to live within our means and 

secure the financial future of the Council. 

 

2. Economic and Fiscal Outlook 
 

We have reviewed a number of sources of analysis and 

forecast on wider economic matters. 

 

Office for Budget Responsibility – Economic and Fiscal 

Outlook (March 2025) 

• Economic Outlook: UK GDP growth revised 

down to 1.0% in 2025, recovering to ~1.8% 

annually by 2029. Productivity growth remains 

subdued, with trend productivity 1.3% below 

previous forecasts. 

• Inflation & Interest Rates: CPI inflation peaks at 

3.8% in July 2025, returning to the 2% target by 

2026. Bank Rate expected to fall to 3.8% by 

mid-2026; gilt yields rise to 5.2% by 2029. 

• Labour Market: Unemployment peaks at 4.5% 

in 2025, falling to 4.1% by 2028. Employment 

rate declines slightly due to ageing population. 

• Housing & Planning: Planning reforms expected 

to add 170,000 homes by 2030, boosting 

potential output by 0.2%. 

• Fiscal Outlook: Public sector net borrowing falls 

from £137bn to £74bn by 2029/30. Tax-to-GDP 

ratio reaches a historic high of 37.7% in 

2027/28. 

• Risks: Key risks include productivity stagnation, 

volatile interest rates, and global trade 

tensions. Fiscal headroom against targets 

remains narrow. 

 

 

Fraser of Allander Institute – Economic Commentary 

(June 2025) 

• Scottish Economy: Growth forecast 

downgraded to 0.8% in 2025 and 1.0% in 2026, 

reflecting global uncertainty and domestic 

pressures. 

• Inflation: CPI in Scotland rose to 3.4% in May 

2025, pausing interest rate cuts. 

• Labour Market: Employment fell by 0.9% year-

on-year; pay growth remains weak. 

• Social Security: Universal Credit and legacy 

benefit caseloads remain £1bn higher than pre-

pandemic levels. Proposed reforms to disability 

benefits and UC may affect future costs. 

• Spending Review: UK capital spending boosted 

in the short term but faces real-terms cuts by 

2029/30. Barnett consequentials for Scotland 

show a £4bn increase over three years, but 

real-terms growth is modest. 

• MTFS & Fiscal Gaps: Scottish Government 

projects £2bn+ resource and capital gaps by 

2029/30. Workforce reforms aim to reduce 

public sector FTEs by 0.5% annually, with 

savings targets of £1.5bn/year. 

 

OBR – Fiscal Risks and Sustainability Report 

(September 2024) 

• Long-Term Fiscal Outlook: Public debt projected 

to rise to 274% of GDP by 2074 under current 

policy; could exceed 300% with shocks. 

• Climate Change:  

o Below 2°C scenario: GDP down 3%, 

debt up 23% of GDP. 

o Below 3°C scenario: GDP down 5%, 

debt up 33% of GDP. 

o Direct fiscal costs from flooding and 

heatwaves could reach £1.2bn/year. 

• Health Trends:  

o Health spending projected to reach 

14.5% of GDP by 2074. 

o Better health scenario reduces debt by 

44% of GDP; worse health increases it 

by 49%. 

• Demographics & Migration: Ageing population 

and rising dependency ratios drive long-term 

spending. Net migration assumed at 

315,000/year. 

• Fiscal Adjustment Needs: Stabilising debt at 
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75% of GDP requires 1.5% of GDP tightening 

per decade; delaying action increases risk of 

debt spiral. 

 

Monetary Policy Report – August 2025 (Bank of 

England) 

• Bank Rate reduced to 4.0%; forecast to fall to 

3.5% by mid-2026, easing borrowing costs. 

• CPI inflation forecast to peak at 4.0% in 

September 2025, returning to 2% by 2027. 

• Labour market loosening; unemployment 

projected to rise to 4.9% by 2026. 

• QT (Quantitative Tightening) estimated to raise 

long-term interest rates by 15–25bps; modest 

impact on gilt yields and fiscal headroom. 

• Elevated food inflation and wage pressures 

(NLW, NICs) may affect service delivery costs. 

• Highlights risks from global trade policy, energy 

shocks, and inflation persistence—key for 

scenario planning and risk management. 

 

Monetary Policy Report – May 2025 (Bank of England) 

Purpose: 

Bank Rate cut to 4.25%; further reductions expected, 

improving financing conditions. 

• CPI inflation projected to rise to 3.5% in Q3 

2025, then gradually fall to 2% by 2027. 

• Fiscal tightening and weak productivity growth 

contribute to a widening output gap. 

• Labour market slack increasing; unemployment 

forecast to reach 5% by end-2026. 

• Wage growth moderating; pay settlements 

averaging 3.5%–4% in public and private 

sectors. 

• Trade policy uncertainty and tariff impacts may 

reduce UK GDP and inflation—important for 

grant forecasting and economic development 

planning. 

 

Summer Forecast – July 2025 (EY ITEM Club) 

• GDP growth revised up to 1.0% for 2025; weak 

momentum expected through 2026. 

• Inflation sticky at 3.6% in 2025; forecast to 

return to 2% in H2 2026. 

• Bank Rate expected to fall to 3.5% by early 

2026; easing capital financing pressures. 

• Labour market softening; NICs and NLW 

increases driving cost pressures in low-pay 

sectors. 

• Consumption supported by healthy household 

balance sheets and falling savings ratio. 

• House building constrained by affordability and 

labour shortages; planning reforms may offer 

long-term uplift. 

• Fiscal risks rising; potential income tax 

increases and welfare reform could affect local 

funding and demand for services. 

 

Overall, this can be summarised into two key areas: 

 

Subdued Growth, Persistent Inflation, and Tight Fiscal 
Conditions Will Shape Strategic Planning 

• UK and Scottish GDP growth forecasts remain 
modest (UK: 1.0% in 2025; Scotland: 0.8%), with 
productivity stagnation and global uncertainty 
dampening recovery. 

• Inflation is expected to remain above target 
through 2025 (peaking at 3.8–4.0%), before 
easing to 2% by 2026–2027. This affects wage 
pressures, service costs, and capital 
affordability. 

• Interest rates are forecast to fall gradually 
(Bank Rate to 3.5% by mid-2026), but 
Quantitative Tightening and rising gilt yields 
(5.2% by 2029) will increase long-term 
borrowing costs. 

• Fiscal tightening is evident across UK and 
Scottish budgets, with real-terms reductions in 
capital spending and constrained departmental 
growth. 

• Scottish Government projects a £2bn+ fiscal 
gap by 2029/30, requiring workforce reform 
and annual savings of £1.5bn. 

Demographic, Labour Market, and Structural Risks 
Require Proactive Local Response 

• Labour market softening is expected: 
unemployment rising to ~5%, employment 
rates declining due to ageing population, and 
cost pressures from NICs and NLW increases—
especially in low-pay sectors. 

• Social security caseloads remain elevated, with 
proposed reforms to disability benefits and 
Universal Credit potentially affecting future 
demand and costs. 

• Planning reforms may boost housing supply 
(170,000 homes by 2030), but delivery is 
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constrained by affordability and workforce 
shortages. 

• Long-term risks from climate change, health 
trends, and migration could significantly 
increase public debt and service demand. 

• Fiscal sustainability challenges—especially 
under adverse scenarios—highlight the need 
for early adjustment and resilience planning at 
the local level. 

Previous iterations of the Medium-Term Financial Plan 
(MTFP) have emphasised the importance of considering 
the broader economic and fiscal environment when 
developing financial planning assumptions. This has 
typically included analysis of GDP trends, inflation, 
unemployment rates, and government borrowing. The 
rationale is clear: the performance of the UK economy 
directly influences public finances in the short to 
medium-term, ultimately affecting the core funding 
received from the Scottish Government. 

To support this, a range of independent economic 
forecasts—alongside the Scottish Government’s 
Resource Spending Review—have been used to inform 
the assumptions and financial modelling underpinning 
the three scenarios presented in the MTFP. 

However, while such analysis provides useful context, 
its practical influence on local financial planning is 
limited. Rarely has this type of assessment led to the 
conclusion that economic conditions were favourable 
or that local authority funding was secure. In Shetland, 
the labour market is relatively fixed, meaning national 
unemployment trends are less relevant than local 
employment dynamics. Similarly, while inflation may 
fluctuate, what matters most is its impact on the 
specific goods and services the Council procures. 

Recent economic reports have been notable for their 
tone of cautious optimism, yet uncertainty remains a 
dominant theme. As such, this MTFP does not seek to 
build further on external macroeconomic 
considerations. Instead, it focuses on the more 
immediate and tangible impacts within our local 
context. 

Given that the majority of our funding is provided by 
the Scottish Government, their strategic documents 
and spending plans are of greater relevance to our 
financial planning. 

Recently the Scottish Government published an 
updated MTFP of its own along with a Fiscal 
Sustainability delivery plan. 

Based on this anticipated impact could be expected to 

be: 

 

Funding Pressures and Fiscal Gaps 

• Core funding from the Scottish Government is 

expected to grow slowly—just 1% per year in 

real terms—while spending pressures are rising 

at 4.1% annually, driven by inflation, 

demographic change, and policy commitments. 

• The Scottish Government projects a £2.6 billion 

resource gap by 2029–30, which will likely 

translate into tight settlements for local 

authorities, especially in areas like social care, 

education, and housing. 

• Capital budgets are also constrained, with a 

forecast £2.1 billion shortfall by 2029–30, 

affecting infrastructure investment and 

maintenance at the local level. 

 

Efficiency and Workforce Reform 

• Local authorities are expected to contribute to 

public sector efficiency targets, including:  

o A 0.5% annual reduction in workforce 

across the devolved public sector. 

o Reform of corporate functions and 

service delivery models to reduce costs. 

• These measures may require councils to 

redesign services, streamline operations, and 

manage workforce transitions, while protecting 

frontline services. 

 

Social Security and Demand-Led Services 

• Social security spending remains protected, but 

demand is rising, particularly for disability 

benefits and child poverty interventions. 

• Local authorities may face increased demand 

for wraparound services, such as housing 

support, employability programmes, and social 

care, without proportional increases in funding. 

• The Two Child Limit Payment and Scottish Child 

Payment will support families, but councils may 

need to align local services to complement 

these national benefits. 

 

Economic Development and Local Growth 

• The Scottish Government is investing in 

offshore wind, housing, and transport 
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infrastructure, with potential local benefits 

through:  

o Green Freeports and Investment Zones 

o Planning reforms and housing delivery 

acceleration 

• Councils may be expected to support local 

economic growth, attract investment, and align 

with national strategies like the National 

Strategy for Economic Transformation (NSET). 

 

Taxation and Revenue Raising 

• Local authorities are encouraged to explore 

new revenue powers, including:  

o Implementation of the Visitor Levy 

o Potential reforms to Council Tax and 

Non-Domestic Rates 

• The Scottish Government is working with 

COSLA to develop a Local Government Fiscal 

Framework, which may offer greater flexibility 

and clarity in future funding arrangements. 

 

Summary for Local Authority Planning 

Over the next five years, local authorities should 

prepare for: 

• Flat or declining real-terms funding, requiring 

robust prioritisation and efficiency. 

• Workforce and service reform, with a focus on 

productivity and digital transformation. 

• Increased demand for services, especially in 

social care, housing, and poverty mitigation. 

• Opportunities for local economic development, 

aligned with national investment. 

• Engagement in tax reform and new revenue 

mechanisms, to enhance fiscal resilience. 

 

The financial outlook for the Scottish Government’s 

block grant, combined with its stated spending 

priorities, broader economic conditions, and rising 

demand for public services, suggests that the local 

government funding settlement for 2026/27 and 

beyond will remain under significant and increasing 

pressure. 

 
What does this mean for us? 
 
As a local authority, the majority of our income is 
derived from the Scottish Government through the 
general revenue grant, non-domestic rates, and ring-

fenced funding allocated for specific purposes. 
Additional income is generated locally via Council Tax 
and service charges, where permitted. In essence, most 
of our funding is sourced from various forms of 
taxation. 
 
While the economy is gradually returning to its pre-
pandemic structure, new challenges are emerging. 
Governments are working to rebalance public finances 
in the wake of inflationary shocks, rising interest rates, 
and ongoing cost-of-living pressures affecting 
households and businesses nationwide. 
 
Elevated inflation has eroded the real-terms value of 
public sector budgets, reducing the spending power of 
services compared to the previous year. A flat funding 
settlement effectively represents a reduction in real 
terms, as the same amount of money now delivers less. 
 
Taken together, these factors point to a persistently 
challenging fiscal environment for Scotland. Although 
the Scottish Government retains discretion over 
funding allocations, current conditions suggest that 
health spending will continue to be prioritised. This is 
likely to result in constrained resources for local 
government over the medium-term. 
 
It is also important to interpret funding figures in the 
context of any transfers of responsibilities. Apparent 
increases in funding may not reflect the additional costs 
associated with newly devolved functions. 
 
Budget Movements 
 
Whilst the MTFP is a forward-looking document it is 
useful to reflect on where we have been. Annex L 
outlines the position of the budgets over the previous 3 
years in both % and £. 
 
Since 2022/23 we have seen service expenditure 
increase from £150 million to £186 million, a 24% 
increase.  
 
Income has increased by 20% and Council tax by 23% 
but the bottom-line impact has seen an acceleration in 
the use of reserves on an unsustainable basis moving 
from £9 million in 2022/23 to £24 million in 2025/26. 
 
It is against this backdrop that our plan looks ahead. 
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3. Our Financial Planning Assumptions 
 
Anticipating the future in a world full of uncertainties is 
no easy feat. As a local authority, we deliver a broad 
spectrum of public services throughout Shetland, 
supporting both individuals and businesses. These 
services are highly responsive to shifts in the external 
environment and must remain flexible to meet the 
evolving needs of our community — often without the 
assurance of stable future funding. 
 
To prepare for a variety of potential outcomes, we’ve 
established a set of assumptions that guide our 
approach to income and expenditure. This section 
outlines those core assumptions and highlights how 
they differ across three scenarios we’ve developed: the 
central case, a more optimistic outlook, and a more 
challenging scenario. 
 
Annex B provides a more concise summary of the 

assumptions used in each scenario, alongside the 

predicted financial implications (Annex C) and a 

financial forecast of income and expenditure (Annex D).  

 

Our Income 
 
In the summary shown at Annex A on Page 25, 11 lines 

of income types are shown. The following attempts to 

describe each of these and their treatment in the 

model. 

 
i) Scottish Government funding GRG+NDR 

  

The bulk of our funding is provided by the Scottish 
Government, primarily through the General Revenue 
Grant (GRG) and a portion of national Non-Domestic 
Rates (NDR). Although we collect NDR locally, the 
revenue is pooled into a Scotland-wide fund, from 
which we receive a share — typically greater than what 
we collect ourselves. As a result, local collection levels 
do not directly influence the funding we receive. 

Funding is distributed to Scotland’s 32 local authorities 
using a well-established formula that considers a range 
of indicators. However, the overall amount available to 
local government is only confirmed when the Scottish 
Government announces its annual budget. The Local 
Government Finance Settlement — often referred to as 
"the settlement" — then sets out the specific 
allocations for each authority. 

While there is an ongoing commitment from the 
Scottish Government to introduce multi-year financial 

settlements, which would greatly improve planning 
certainty, this has yet to be implemented. Recent 
discussions under the Verity House Agreement also 
signal a shift towards a more flexible and outcome-
focused funding model, with less reliance on ring-
fenced allocations and a more collaborative approach 
to financial planning. 

 

 NNDR GRG Total 

 £m £m £m 

2025/26 26.5 68.8 95.3 

2024/25 27.3 66 93.3 

2023/24 24.3 58.6 82.9 

2022/23 35.3 45.2 80.5 

2021/22 33.6 49 82.6 

2020/21 25.7 55.4 81 

2019/20 25.9 53.7 79.6 

2018/19 23.9 56.5 80.3 

2017/18 23.2 56.6 79.9 

2016/17 17.8 64.6 82.4 

2015/16 17.5 69.1 86.6 

2014/15 17.7 68.4 86.1 

Variability of rates receipt versus grant. 

 

For the purposes of the plan, and in line with Scottish 

Government forecasts, income is assumed flat for the 

period in the central scenario with small increases and 

decreases of 0.5% for the positive and negative 

scenarios. 

 

ii) Scottish Government Specific Revenue Grant – 
ferry Income 
 

Following a successful #MyFerry campaign, the 

settlement for 2021/22 included the full operating costs 

of our inter-island ferry services for the first time. In 

2023/24 and 2024/25 our grant was £23 million. In 

25/26 our grant was £24.7 million. However, for the 

first time this was included within our GRG allocation. 

This represents a risk going forward, but we have 

sought specific assurances about being able to 

demonstrate this creates no detriment compared to the 

previous grant approach. 

 

With an ever increasing and highly variable cost of 

maintenance of an aging fleet we have assumed costs 

(and hence matched grant income) will increase by 

3.8% in future years. 
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Reflecting the risk, given the pressures on the Scottish 

Government’s own budget, that we may not receive 

funding to meet the full operating costs in future years, 

the upside scenario assumes the full funding will be 

received with uplifts in line with cost increases, the 

downside scenario assumes funding provided in the 

future is flat at 2025/26 level and central scenario 

assumes a mid-point. 

 
iii) Council Tax – Charge 

  
As a Local Authority, we are required to collect Council 

Tax from residents to help fund essential public 

services. Over time, the Scottish Government has either 

incentivised councils to freeze Council Tax through 

additional funding or sought to restrict increases by 

implementing a cap.  

 

In 2023/24, a 4.5% rise was applied. 

 

In 2024/25, a Council Tax freeze was introduced 

unexpectedly, accompanied by a compensatory 

payment equivalent to a 5% increase. However, there is 

currently no indication that this approach will be 

repeated in future years. 

 

In 2025/26 recognising national discussions on the rate 

at which costs were outstripping income received an 

increase of 10% was agreed. This level was replicated 

across a number of other Local Authorities. 

 

For planning purposes, the following rates are used for 

years 2026/27 onward - downside (3%) central (5%) and 

upside (7%). 

 

Subject to the approval of each annual budget, this 

would mean the Council Tax bill for an average Band D 

property would increase from the current rate of 

£1,387 in 2025/26 by 2028/29 to £1,818 (upside), 

£1686 (central) or £1,561 (downside). It should be 

noted this is the council tax element only, the water 

and sewerage fees collected on behalf of Scottish 

Water (currently £600 for a band D property) is dealt 

with separately.  

 

 

Council Tax – Tax Base 

  

Modest growth in the Council Tax base over recent 

years reflects ongoing housing development across 

Shetland, in line with the ambitions of the Local 

Development Plan. The number of chargeable 

properties has risen from 10,887 in 2018 to 11,702 in 

2025. However, progress slowed during the pandemic 

years (2020–2021), and inflationary pressures — 

particularly affecting construction materials — continue 

to impact both public and private sector housebuilding. 

 

Recent regulatory changes around short-term lets may 

lead to some properties transitioning from business 

rates to Council Tax, potentially increasing the tax base. 

 

Additionally, new Scottish Government measures to 

raise charges on second homes and empty properties 

could encourage owners to bring homes back into 

active use or, through higher charges, generate 

additional income. The current distinction in charges 

between second homes and empty properties may also 

incentivise owners to seek classification as the latter. 

Additional income from these charges is estimated in 

the region of £500K per annum. 

 

While there is a rationale for modelling growth in the 

tax base — with more properties contributing at higher 

rates — this is offset by a rising proportion of single-

person households, who qualify for a discount. The 

percentage of single-person discounts has increased 

from 32.5% in 2018 to 34.1% in 2025, which reduces 

overall income despite growth in the number of 

properties. 

 

To simplify the modelling, the underlying tax base is 

held constant, and only the annual Council Tax uplift is 

treated as a variable across scenarios. 

 

Fees and Charges 

  
The Council delivers a wide array of services to 

individuals, businesses, and organisations across the 

community. Income from fees and charges plays a vital 

role not only in supporting service delivery but also in 

helping us achieve strategic objectives and influence 
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behaviours aligned with those goals. 

 

However, we are not free to charge for every service 

we provide. Many services — such as education, 

household waste collection, and street lighting — are 

offered without direct fees, while others have charges 

set at a national level. That said, we do retain the ability 

to set fees for a broad range of services locally. All 

services come with associated costs, most of which are 

driven by staffing requirements. Our charging policy 

aims to recover these costs, which are themselves 

subject to external inflationary pressures. 

 

Across all three planning scenarios, we assume that 

fees and charges will continue to rise broadly in line 

with inflation, helping to mitigate financial pressures. 

 

In practice, fees and charges may reflect the Office for 

Budget Responsibility’s (OBR) Consumer Prices Index 

(CPI), with an additional adjustment to account for the 

higher costs of procuring and delivering services in a 

remote island setting. CPI peaked at 11.1% in October 

2022, and as of July 2025, stands at 3.8%. However, 

public perception often lags behind actual inflation 

trends. The twelve-month average currently sits at 

2.8%. It is worth noting that during periods of high 

inflation, fee increases did not always match the 

headline rate. 

 

Staffing costs remain a major driver of expenditure. 

Recent years have seen higher-than-usual pay awards, 

with settlements of 4% for 2025/26 and 3.5% for 

2026/27. 

 

In both 2023/24 and 2024/25, a standard increase of 

4.9% was applied to fees and charges. For 2025/26, it 

was proposed that future adjustments be set at the 

Consumer Prices Index (CPI) rate plus 1.5%, using the 

CPI figure available at the time of drafting the Medium- 

Term Financial Plan (MTFP). For this 2026/27 version, 

that equates to 3.8% + 1.5%, resulting in a proposed 

increase of 5.3%. 

 

This approach aligns fee adjustments with external 

inflation trends while aiming to ensure that income 

growth slightly outpaces cost increases. It also helps to 

cushion the impact of future inflationary pressures. By 

adopting this default position, departments are 

encouraged to undertake more detailed reviews of 

their charging structures — either to ensure full cost 

recovery or to seek member approval for a lower 

percentage increase, supported by a clear funding 

strategy from the Council. 

 

Under the upside scenario, we assume a 5.3% increase. 

The central scenario applies a more moderate 4.3%, 

while the downside scenario anticipates a lower rise of 

3.3%. These figures also reflect the reality that some 

charges are set nationally, limiting our ability to apply 

uniform increases across all services. 

 

iv) Commercial Income and Interest on balances 
 

This category includes a mix of income sources, such as 
rental payments from Council-owned properties and 
unspent allocations from Social Care Direct Payment 
packages, which are treated as income when not 
utilised. It also captures interest earned on revenue 
balances held with the bank, which has been more 
favourable recently due to elevated interest rates. 

Given the unpredictable nature of these income 
streams, we have chosen to hold this category steady 
across all planning scenarios. 

 

v) Other grants 
 

The current funding landscape is characterised by a 
complex mix of grants and funding bodies, each aiming 
to advance their specific priorities within broader 
service delivery. While the Verity House Agreement 
aspires to simplify this arrangement, meaningful change 
has yet to be realised. 

In most cases, these funds are considered additionality, 
they are intended to support specific activities without 
altering existing commitments. As such, they typically 
generate matching expenditure. In some instances, 
however, the costs incurred exceed the funding 
provided, creating financial pressure. 

Looking ahead, these funding streams require a twofold 
review. First, each grant should contribute to the 
organisational infrastructure needed to support it, with 
a proposed central cost allocation of around 8%.  

Second, efforts should be made to apply part of the 
funding to existing service costs, helping to ease the 
burden on the core budget. 
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Further analysis is needed to fully understand the 
current position. It’s also recognised that some grants 
support existing activities rather than new initiatives, 
and therefore may offset existing costs rather than add 
to them. 

To reflect this, the upside scenario assumes that 10% of 
such funding can be used to support existing budgets. 
The central scenario applies a more cautious 5%, while 
the downside scenario assumes no such utilisation. For 
simplicity, this is presented as an increase in income, 
even though it effectively reduces net expenditure. 

 

vi) Specific Grant –AHS 
 

This is funding received to support Anderson High 

School costs, this is assumed flat in all scenarios. 

 
vii) Fish Quota 
 
One of the more unique income sources is the fish 
quota held by Shetland Islands Council (SIC), which is 
managed on our behalf by Shetland Fish Producers 
Organisation. This typically generates annual income in 
the range of £800,000 to £1.2 million.  
 
This amount has remained somewhat static over a 
period and we wish to see a positive return on this 
element.  Further work should be carried out to 
establish ways to support the fishing industry whilst 
optimising the level of income from this holding. 

 
For the 2025/26 budget, a figure of £1.9 million has 
been set. This amount is used in 2026/27 for both 
the upside and central scenarios, reflecting a stable 
expectation. The downside scenario, however, assumes 
a reduced income from this source to account for 
potential variability. However, reflecting a review of this 
area increases of 5.3% have been applied to this 
amount.  
 
viii) Recharges to other funds 

 
This category relates to charges that are reallocated to 
other funding sources, such as the Capital Programme, 
Housing Revenue Account, and Harbour Account. For 
the Capital and Housing elements, these charges help 
reduce pressure on the General Fund, although they do 
represent a cost to another part of the organisation. 
Examples include staff costs linked to capital projects. 

 
An emerging area of interest is the potential constraint 
posed by limited staff availability in delivering capital 
projects — a factor that may become more significant 

than funding itself, especially when considering the 
alternative of outsourcing to external providers. 
However, this remains an early-stage discussion. 
For now, due to the variability and evolving nature of 
this area, we have assumed a flat position across all 
scenarios. 

 
ix) Crown Estate 
 
The Council receives income from the Crown Estate as 

part of an agreed distribution arrangement. Since 

2019/20, this has amounted to £9.1 million — 

averaging approximately £1.6 million per year. This has 

however been seen to increase in value each year with 

£1.9 million budgeted to be received in 2025/26, so this 

figure has been used as a base for the plan. As with 

other grant funding, there is a need to consider how 

this income contributes to overheads and whether it 

supports new initiatives (additionality) or offsets 

existing costs. 

 

With the agreement to use the Crown Estate funds to 

meet the cost of the borrowing for Fair Isle ferry 

(estimated at £1.4 million) this uses the funds towards 

what would otherwise be Council costs.  

 

We have seen increases in Crown Estate funding each 

year so the upside and central scenarios assumes that 

this is a receipt of £1.9 million — while the downside 

scenario assumes 10% lower at c.£1.7 million.  All 

models assume a 3% increase from this baseline each 

year. 

 

Other Sources of Income 

 

Ports and Harbours 

The Council operates 21 ports and harbours, along with 
15 ferry terminals across Shetland. These operations 
are managed through the Harbour Account, which is 
maintained separately from the General Fund in 
accordance with the Zetland County Council Act 1974. 

The Harbour Account does not receive direct public 
funding and cannot be subsidised by the General Fund 
or Council Tax. Instead, it is funded through Harbour 
Charges, which are set annually to ensure full cost 
recovery plus a return. This approach enables the 
Harbour Account to operate sustainably and generate a 
surplus each year. Any surplus is credited to the 
Harbour Account Reserve Fund and may be used to 
support General Fund activities. 



10  

Historically, an annual contribution of £6 million has 
been assumed to support public service delivery, while 
maintaining sufficient reserves for large-scale harbour-
related activity. In 2023/24, a budgeted transfer of £18 
million was planned, but only £12.8 million was 
achieved. In 2024/25, the target was reduced to £10.2 
million, with £7.9 million realised. For 2025/26, the 
budgeted draw is £6.8 million, though early indications 
suggest this may also fall short. 

Using the harbour surplus helps avoid unsustainable 
reliance on other reserve funds. However, the long-
term outlook for harbour income remains uncertain, 
particularly in relation to the Shetland Gas Plant. The 
five-year plan referenced earlier is expected to provide 
greater clarity on future income projections. 

For the purposes of this plan, acknowledging what is a 
key risk, we are maintaining plans based on a £6 million 
annual draw from the Harbour Account. This figure has 
been in place for some time, and future plans should 
consider adjustments to reflect inflationary pressures. 

 

Investment Income 
 
It was recently observed by the Auditors that we do not 
acknowledge clearly enough the Council’s strategy to 
retain the reserve balances enshrined into investments. 
This is a choice. The Council could pursue a path of 
spending the reserves with some eye on possible future 
benefit. Instead, we have a stated aim to restrain 
spending and seek to benefit from the revenue stream 
associated with the income from the investments. 
 
It could be argued that, whilst we say retention and 
protection is our strategy, we are not actually achieving 
this and are routinely spending the reserves. It is 
important that, through our planning and as a thread 
through all decision making, we maintain awareness of 
this aspiration. 
 

We are fortunate amongst our peers in that we hold a 

healthy level of reserves. Our reserves are held as long-

term investments, managed by external Fund Managers 

on our behalf, which provide us with additional income 

to supplement the funding we receive from other 

sources. Annex N shows the movement of the 

investment values from their inception to 31st March 

2025. 

 
Our investment strategy has been predicated on 

investments achieving, on average, a return of 7.3% over 

the long term. The target return rate of 7.3% has two 

aims: 

i) 'inflation-proofing' - to protect the value of our 

underlying investments from the effects of inflation. For 

this 'inflation-proofing' element, we anticipated our 

underlying investments to grow by 2.1%, on average, 

over the long term. Whilst this rate has been out of line 

with recent levels of inflation it is expected to return to 

this level.  

ii) growth in investments. Growth of 5.2% in the 

investments over and above that of inflation allows us 

to ‘bank’ those returns to supplement our general 

spending. This is the element of our investment income 

that we refer to as our ‘sustainable draw from reserves. 

 
Previous plans were predicated on withdrawing circa 

£14- 15m (c£300 million at 5.2%) in each year of this 

plan without eroding the underlying investment base in 

a way that would affect future investment returns. 

 

Withdrawing too much from the investments in any 

one year will reduce the underlying investment base 

and reduce future investment returns. Positive 

investment growth of 7.3%, or indeed 5.2%, is not 

guaranteed and will fluctuate from month to month, 

and from year to year. We therefore need to limit how 

much we withdraw so that we protect and maintain the 

buying power of our underlying investments, so they 

continue to generate returns for years and decades to 

come. 

 

More recently forecasts of income receipts have been 
graded upwards, and a new strategy was issued, the 
effect of both now sees an estimated long term receipt 
of 8.9%.  

 

2.1% inflation was maintained as a target even when 
rates were substantially higher and remains in place. As 
inflation has dropped this is more aligned. Overall, this 
sees a slightly higher level of funds that could be 
withdrawn on a sustainable basis. Current balance of 
reserves is c £401 million (as at 31/7/25), reflecting 
unrealized gains, and with 6.8% available this sees a 
potential draw on a sustainable basis of £27 million. 

 

This is a particularly unsafe presumption though as 
whilst the overall receipts may be at this level not all 
proceeds are freely available for the Council to use for 
supporting its general revenue spend.  

 
Annex M describes the last 20 years and demonstrates 
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a real return of 8.07 % over the period.  It also shows a 
withdrawal from investment of £401 million over the 
same period. 

 
All three scenarios outlined in this Outlook assume we 

will maximise the funding available from investment 

returns in line with the investment strategy. 

 

Whilst there are arguments for a higher risk approach 

utilizing a higher level of reserves, we have set the 

position based on 2025/26 and a £17 million draw as 

sustainable. This, along with the highly debatable £6 

million figure from the Harbour, brings us to the £23 

million position. 

 

Reserves 

 

In discussion we often intermingle reserves with 

investments. It is helpful to discuss each separately to 

understand their relationship. The reserves are the 

amounts of surplus funds in the accounts which we 

have accumulated. In 1995 we took these accumulated 

funds and invested them so they are one and the same 

in some ways. However underneath the investments 

the reserves move from year to year as one part or 

another spend into their reserves.  

 

Per the draft SIC Accounts 2024/25 the Council holds 

the following balances in reserves: 

As at 31 

March 2024

As at 31 

March 2025

£m £m

General Fund 248.49 234.68            

Housing Revenue Account 15.17 11.01               

Harbour Reserve Funds 60.78 62.49               

Capital Funds 49.35 46.42               

Other Usable Funds 29.83 19.20               

Total Usable Reserves 403.61 373.81            

Reserves

 
 

Annex G shows how at 31st March 2025 our reserves 

were made up. This shows a total of £374 million split 

between capital and revenue. A key element is the 

unrealised gains (£121 million) which account for more 

than 30% of the total and represent the difference 

between the fair value of investments at 31 March 

2025 compared with their original cost. These are the 

investment gains which until crystalised can only be 

assumed. 

 

So, if the increase in investments is captured into the 

reserves, should the investments and the reserves be 

the same figure?  

 

The Reserves (Usable and Unusable) show the 

disposition of the Council’s net worth as at 31 March 

each year.  The long term Investments are part of the 

Council’s overall assets, and alongside other balance 

sheet items form part of the assets and liabilities of the 

Council.  The total net assets of the Council form the 

top half of the Balance Sheet, with the bottom half 

comprising of reserves (both Usable and Unusable).   

 

The movement in Usable Reserves is made up of 

numerous transactions, and includes items such as the 

change in net worth of the Council as a result of 

incurring expenses and generating income, amounts 

owed by the Council for goods and services supplied to 

it but not yet paid (e.g. Short Term Creditors), amounts 

owed to the Council for goods and services provided 

but where income has not yet been received (e.g. Short 

Term Debtors), and movements in the fair value of 

assets (e.g. change in value of long term 

investments).  Annex O table provides a high level 

summary reconciliation. 

 

In relation to the split of the reserves Annex G shows 

how at 31st March 2025 our reserves were made up in 

more detail. The total of reserves is £374 million, and 

investments stood at £371 million. The difference 

relates to movements in other balance sheet balances, 

such as cash and bank balances, so it is never identical. 

 

Annex G shows the more detailed breakdown of 

component reserves. This also includes a series of funds 

which have been amalgamated and repurposed as a 

Debt repayment fund which sees us earmarking a 

reserve toward the repayment of borrowing. 

 

Logically the unrealised gains would apply to the 

individual funds in proportion which would create the 

scenario identified at Annex H. This sees £72 million of 

the existing reserves being available to the General 

Fund only. 

 

However, we do have to be aware of the critical 
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pressure on investments caused by our high level of 

spend and consider an extreme model that sees as 

much as possible being used to maintain the current 

spending pattern. The only fund that has a clear 

underpinning to receive a share of funds appears to be 

the HRA. If this was accepted as a principle and the rest 

of gains applied to General Fund this sees the position 

move to £164 Million, Per Annex I. 

 

More widely we also need to consider which funds 

could be considered as able to be moved across to the 

General Fund in extremis. Annex J highlights those 

funds which could be transferred across for free use of 

the General Fund. This sums to £286 million. This would 

however see use of funds held for insurance and the 

funds identified for covering borrowing costs so this 

£68 million is unsafe. This position has also not 

reflected known borrowing decisions (£27 million) 

which will require further earmarking of funds. 

 

It is, however, to be noted that in all scenarios varying 

levels of funds are not available for free use, so whilst 

we often focus on the value of investments, this is not 

the whole picture. 

 

Borrowing 

 

The Council currently has, per Annex K, £46 million of 

borrowing. As can be noted in the Annexes discussed in 

relation to reserves above the investments are 

earmarked to cover this amount. This precludes the use 

of these funds for other purposes. 

 

A further £27m of borrowing is foreseen: 

Ferry Relief Vessel   £ 1.8m 

Gremista Landfill Phase 3 Construction £ 6.6m 

Cullivoe Road              £10.6m 

Fair Isle Ferry            £18.6m 

 

This will require a further earmarking of reserves to be 

able to cover the ultimate repayments. The interim 

payments of interest will require to be demonstrated to 

be coverable from within existing budges. As the 

current spend is premised on use of the reserves on an 

unsustainable basis this has to be seen as highly fragile. 

 

 

 

Our Expenditure 
 

i) Pay 

  
Staff pay represents the most significant area of 
expenditure for the Council, accounting for around 80% 
of the net revenue budget each year. Pay agreements 
are negotiated centrally for all 32 Scottish local 
authorities. Pay awards for non-teaching staff have 
been agreed at 4% for 2025/26 and 3.5% for 2026/27. 
However, there is currently no confirmed proposal or 
funding arrangement for teaching staff pay. While 
teaching pay uplifts are typically described as fully 
funded, this is never the case in practice. Teacher 
salaries make up roughly 20% of the Council’s overall 
pay costs. 
 
The Distant Islands Allowance (DIA) is paid in addition 
to base salaries and forms part of the total pay bill. It is 
negotiated separately from the main pay awards and 
typically increases by around 4% annually, with changes 
taking effect from 1 October. 
 
For modelling purposes, we assume parity in pay 
awards across teaching and non-teaching staff. As 
inflation begins to ease, it is expected that pressure on 
pay settlements will also reduce. It seems clear that 
historic pay freezes or very low levels of pay uplifts 
have ceased. 
 
2026/27 pay award is known as being 3.5% as part of a 
two year deal.  This has been used across all models. 
For future years in the downside scenario, we assume a 
3.5% increase in pay costs with no additional funding 
support. The upside scenario assumes the same 3.5% 
increase, but with 30% of the cost funded — resulting in 
a net impact of 2.5%. The central scenario assumes 
15% funding support, leading to a 3% net increase. 
These assumptions apply across all staff groups and 
include the DIA. 
 

ii)  Pensions 

  
Almost all Council staff and elected members are 

automatically enrolled in a pension scheme. 

• Non-teaching staff participate in the Local 

Government Pension Scheme (LGPS), which is 

administered by the Council. 

• Teaching staff are enrolled in the Scottish 

Teachers’ Pension Scheme (STPS), 

administered by the Scottish Public Pensions 

Agency. 
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• Both schemes are statutory, and the Council is 

required to contribute as an employer. 

 

Employer contribution rates are set by the respective 

scheme administrators and are directly linked to salary 

levels, which are expected to rise as outlined earlier.  

 

Following the formal valuation of the LGPS as of 31 

March 2023, employer contributions were reduced 

from 23.0% to 19.0%, reflecting the fund’s fully funded 

status — largely due to movements in bond yields used 

in actuarial assessments. 

 

In contrast, STPS employer contributions increased 

from 23% to 26% from 1 April 2024, although funding 

has been provided to help offset this rise. 

 

Whilst contribution rates are known and reflected in 

the budget, pension costs are impacted by the impact 

of rising salaries. Pension costs are therefore uplifted by 

the same factors as pay.  

 

Additional pension-related costs include strain 

payments arising from early retirement decisions and 

recurring payments for Compensatory Added Years 

(CAYS). These represent a financial obligation for the 

Council, supplementing the pension fund. Over time, 

these costs are expected to decline due to the natural 

reduction in the number of eligible individuals and their 

beneficiaries. 

 

Other staff-related costs are assumed to remain stable 

throughout the planning period. 

 

iii) Non-Pay costs 

 

Non-pay inflation refers to the rising costs of goods and 
services required to deliver public services. This 
includes areas such as administration, property 
maintenance, supplies, services, and transport. 

 

To estimate the impact, we’ve applied a general 
inflation factor based on the Consumer Prices Index 
(CPI). The same rate — currently 3.8% — is also used 
for adjustments to fees and charges, as outlined earlier. 

 

As national targets are set at 2% it is assumed that the 
rate will reduce over the period. Rates of 3.8%, 3.0% 
and 2.5% have therefore been used for the Downside, 

Central and Upside levels respectively for 2026/27. 

 

Thereafter inflation is assumed to reduce, so rates of 
3.0%, 2.5% and 2% have been used for the Downside, 
Central and Upside levels respectively for 2027/28. 
Rates of 2.5%, 2.0% and 1.5% have been used for the 
Downside, Central and Upside levels respectively for 
2028/29. 

 

These are the default standard rates. 

 

Fuel and energy costs, however, remain more volatile 
and unpredictable. To account for this, we’ve revised 
our assumptions across all scenarios and applied an 
additional 0.5% inflation factor to these categories, 
recognising the heightened uncertainty in this area. 

 

Further details on the inflation assumptions used in 
each scenario are provided in Annex B. 

 
iv) Unitary charge 

  
The unitary charge relates to the Anderson High 
School and the associated Design, Build, Finance and 
Maintain (DBFM) agreement. This annual payment 
covers both the repayment of construction costs and 
any linked service charges. Increases to the unitary 
charge are contractually defined and based on specific 
indexation measures, rather than general inflation. 
Previous financial plans have applied an annual uplift 
of 0.5%, and this rate will continue to be used 
consistently across all scenarios. 
  

v) Borrowing/ Finance Costs 

  

The Council’s capital grant allocation has averaged 
around £5.5 million per year in recent years. This 
funding supports the maintenance of assets, 
infrastructure, and the wider estate. However, with 
annual maintenance costs sitting closer to £12 million, 
we are increasingly reliant on capital receipts, reserves, 
and borrowing — not only to invest in new assets but 
also to sustain the existing asset base. 

The financial model assumes that borrowing repayment 
costs remain static across all scenarios. However, it’s 
important to note that some previous borrowing 
arrangements are approaching maturity. Specifically, 
lump sum repayments of £8 million in 2027/28 and £3 
million in 2029/30 are scheduled. These repayments 
should lead to a reduction in interest costs, but for 
simplicity, these are treated as flat, allowing flexibility 
for future prudential borrowing within the plan period. 
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By the end of the plan £35 million of previous 
borrowing remains outstanding. As borrowing rates are 
fixed over the long term, they are assumed to remain 
unchanged throughout the period. It is noted that 
further borrowing will take place for Fair Isle and 
Cullivoe Road but the costs for Fair Isle are offset 
against the Crown Estate Fund and Cullivoe Road is 
offset against a reduction on contingency costs so the 
higher level of borrowing being repaid is not reflected 
here. 

 

vi) Contingency 

 

Reflecting significant uncertainty, contingency was 

introduced into the 2024/25 budget set at £6.5 million, 

including £2 million for the implementation of the 

centralized vacancy factor contingency. In 2025/26 this 

sits at £5.5 million, broadly this is £3 million to support 

pay awards, but has also been supplemented by £2 

million to reflect the implementation of the new 

approach to the vacancy factor which sees a fund held 

to smooth staff costs so that no saving or costs are 

incurred by budget holders as posts are filled or 

become vacant. 

A further £0.5 million was held for a new Social Care 

system but this has been dealt with as a recurring in-

year cost rather than a one-off purchase. 

Future pay awards are already reflected in the pay 

awards element forecasted so the £ 2 million to cover 

staffing contingency remains in place. This is, however, 

reduced as was agreed, to support the costs of 

borrowing for Cullivoe Road. 

 

vii) Grants to other organizations (including Service 
Contracts) 

This category includes a range of externally funded 
commitments and contracts. It covers grants to third-
party organisations, as well as key service contracts 
such as bus services (£3.5 million), air services (£1.1 
million), Social Care Direct Payment packages (£3.6 
million), and Home Energy Efficiency schemes (£0.9 
million). 

Given the diversity of costs and funding arrangements 
within this category, the standard Medium-Term 
Financial Plan (MTFP) inflationary uplifts (as described 
on Page 13) have been applied across all scenarios. 

 

 

viii) Contribution to IJB 

 
This line reflects a net income position from the 

Integration Joint Board (IJB), resulting from the 

offsetting of income and expenditure at the budget 

level. For simplicity and consistency, this is held flat 

across all scenarios in the financial model. 

 

4. Scenario planning 

 
We have developed a financial model to help quantify 
the potential impact of changes in the external 
environment over the next four years. To reflect the 
uncertainty we face, we’ve used scenario planning to 
assess how key assumptions play out across three 
distinct scenarios: 
 

• an optimistic (upside) scenario, 
• a central (most likely) scenario, and 
• a pessimistic (downside) scenario. 

 
The 2025/26 budget serves as the baseline for these 
forecasts, supported by a set of guiding principles for 
future revenue budget development: 
 

• We will continue to set balanced budgets, as 
required by law, ensuring we live within our 
means. 

• A policy of financial restraint will be 
maintained, using returns from long-term 
investments to supplement the General Fund in 
a sustainable way, preserving the investment 
base for future generations. 

• The cost of capital, including any new 
prudential borrowing, will be reflected in 
revenue budgets to account for the recurring 
cost of debt servicing. 

• A risk-based approach will be adopted, with a 
prudent level of contingency held centrally to 
help manage financial pressures. 

• We will develop more detailed plans to support 
the delivery of priorities set out in Our 
Ambition. 
 

The scenarios presented offer a like-for-like comparison 
of the financial position over the next four years, 
excluding any planned changes to service delivery. The 
purpose is to highlight the scale of the budget deficit 
we may face if current practices remain unchanged. 
 
Two summary views have been developed: 
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• Annex D shows the structural position without 
any use of harbour income or reserves. This 
reflects a hypothetical situation where Sullom 
Voe Harbour ceases operations and all reserves 
are exhausted, leaving only government 
funding and local income. This scenario helps 
explain why reserves cannot be freely spent 
and illustrates the challenge of balancing the 
budget under such constraints. This is visualised 
in Graph 1 on Page 17. 
 

• Annex E presents the position assuming an 
annual contribution of £6 million from the 
Harbour Account and £17 million from invested 
funds. This is shown in Graph 2 on Page 18. 
Even under the most optimistic scenario — with 
favourable funding and cost assumptions — 
financial pressures persist each year, leading to 
a significant cumulative deficit by 2029/30. 

 
The Central Scenario 
 
The central scenario represents the most likely financial 

outcome based on current assumptions. Excluding any 

major changes to service delivery, this scenario projects 

an increase in net revenue expenditure of £4.1 million 

in 2026/27 (£47.3 million), compared to the baseline 

starting point of £43.2 million in 2025/26. This 

reduction is primarily driven by a lower contingency 

requirement, as pay awards are already accounted for, 

and the inclusion of the Crown Estate’s assumed net 

contribution to existing costs. 

 

Despite this initial reduction, financial pressures are 

expected to intensify in subsequent years. If no 

mitigating action is taken, annual budget deficits are 

forecast to grow from £47.3 million in 2026/27 to £62.6 

million by 2029/30. Cumulatively, this results in a 

projected shortfall of £225 million by 2029/30 — or 

£134 million when factoring in the use of sustainable 

reserves. 

 

Further detail on the planning assumptions and 

financial forecasts underpinning this scenario can be 

found in Annexes A–E. 

 

The Upside Scenario 
 
The upside scenario reflects an optimistic view of our 

financial position, assuming favourable conditions. 

Excluding any major changes to service delivery, this 

scenario projects an increase in net revenue 

expenditure of £1.9 million in 2026/27 (£45.1 million), 

compared to the baseline of £43.2 million in 2025/26. 

 

While financial pressures are still expected through to 

2029/30, they are less severe than those projected in 

the central scenario. This provides some relief against 

the challenges anticipated in the more cautious central 

and downside models. 

 

Over the four-year period, annual budget deficits are 

forecast to grow from £45.1 million in 2026/27 to £52.1 

million by 2029/30. On a cumulative basis, this amounts 

to £199.7 million by 2029/30 — or £108.9 million when 

factoring in the use of sustainable reserves. 

Further detail on the planning assumptions and 

financial forecasts for this scenario can be found in 

Annexes A–E. 

 

The Downside Scenario 
 

The downside scenario represents a pessimistic 
outlook, assuming less favourable conditions. Excluding 
any major changes to service delivery, this scenario 
projects an increase in net revenue expenditure of £6.7 
million in 2026/27 (£49.9 million), compared to the 
baseline of £43.2 million in 2025/26. 

Financial pressures are expected to intensify over the 
period. Annual budget deficits are forecast to grow 
from £49.9 million in 2026/27 to £73.3 million by 
2029/30. On a cumulative basis, this results in a 
projected shortfall of £251.3 million by 2029/30 — or 
£160.5 million when factoring in the use of sustainable 
reserves. 

Further detail on the planning assumptions and 
financial forecasts for this scenario can be found in 
Annexes A–E. 

The figures presented above initially reflect the 
financial position excluding the use of reserves or 
harbour income. The plan assumes annual 
contributions of £17 million from investment reserves 
and £6 million from the Harbour Account — a 
combined total of £23 million per year, or £92 million 
over the four-year period. Figures reflecting this are 
also shown. 
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Applying this adjustment, all cumulative deficit figures 
can be reduced accordingly. For example, the downside 
scenario’s projected cumulative deficit of £251.3 million 
would reduce to £160.5 million once the assumed 
reserve and harbour income is factored in. 

Summary of scenario planning 

 
The scenarios presented are designed to illustrate a 

range of possible financial outcomes, based on current 

interpretations of the external environment and the 

anticipated impact of economic and fiscal conditions. 

The charts and tables on the following pages summarise 

the outcomes modelled under each scenario. 

 

Importantly, the graphs separately show the financial 

position with and without harbour income, which in 

itself reflects both optimistic and pessimistic 

perspectives. These scenarios are not intended to serve 

as a menu from which preferred elements can be 

selected while disregarding less favourable aspects — 

such an approach would not support effective financial 

planning. 

 

By setting out a range of fiscal scenarios in advance, we 

aim to support informed decision-making over the 

medium-term. Prudent choices, made with a clear 

understanding of their long-term financial implications, 

will be essential in managing our financial position. 

 

Even under the most optimistic assumptions, it is clear 

that we face significant challenges in the years ahead. 

As we continue to develop our annual budgets, we do 

so with a strong awareness of the need to take decisive 

action to secure long-term financial sustainability. 

Looking at available reserves and likely levels of spend 

is helpful to start to see the impact of the current 

spending profiles. 

 

We also recognise, as outlined in Our Ambition, that we 

aspire to a more sustainable Shetland — 

environmentally, economically, socially, and financially.  

 

At times, our commitment to community sustainability 

may conflict with the goal of financial sustainability for 

the Council, and we acknowledge that difficult decisions 

will be required when prioritising resources. 

 

This document does not claim to provide all the 

answers to the challenges ahead. Effective public 

financial management cannot be achieved in isolation. 

As stated in the introduction, the purpose of this 

document is to illustrate the scale of the challenge we 

face over the coming years. 

 

Other Issues 

There has been previous discussion around the 
development of a Medium-Term Financial Plan (MTFP) 
for ZetTrans. Given the direct one-to-one relationship 
with the Council, a standalone plan may not be 
necessary. However, it remains important that ZetTrans 
considers the Council’s financial position when 
reviewing its own plans, as future financial pressures on 
the Council will inevitably have an impact on ZetTrans. 

Earlier versions of the MTFP have also explored 
demographic trends. These remain highly relevant, as 
shifts in the population — such as changes in the 
number of young people or an ageing population — 
directly influence demand for services like education 
and social care. As with other areas of this document, 
isolated analysis can paint a stark picture, but in reality, 
demographic changes tend to occur gradually, often in 
ways that are not immediately visible. Future iterations 
of the MTFP will include a retrospective look at 
demographic changes already experienced, as well as 
those projected. 

It is also important that MTFPs are reviewed and 
assessed over time. Future plans will include an 
evaluation of previous forecasts to compare projected 
outcomes with actual results. This will help bring real-
world experience into the financial planning process 
and strengthen the basis for future decision-making. 
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Graph 1 - Anticipated cumulative budgetary deficit / (surplus), by scenario, without harbour income and investment income: 
 

 
 

       2026/27 2027/28 2028/29 2029/30 

Cumulative Budgetary Deficit / (surplus) 

Downside 52.7 109.0 180.1 Downside 

Central 48.1 95.8 154.1 Central 

Upside 44.8 86.6 136.2 Upside 
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Graph 2 Anticipated cumulative budgetary deficit / (surplus), by scenario, assuming harbour income and investment income: 
 

  
 

    Scenario 2025/26 2026/27 2027/28 2028/29 

Cumulative Budgetary Deficit / (surplus) 

Downside 21.7 m 47. m 87.1 m 126.1 m 

Central 17.1 m 33.8 m 61.1 m 83.1 m 

Upside 13.8 m 24.6 m 43.2 m 53.7 m 
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5. Next Steps 

 
Our attention in the coming months will be to set our 

revenue and capital budgets for 2026/27. 

 
Budget-setting 2026/27 
 
We know from experience that adopting a short- term 
attitude to balance annual budgets on a yearly basis 
compromises our ability to plan for intelligent and 
outcomes-focused change to service delivery.  
 
We have acknowledged in the past that internal 
capacity constraints result in us not being able to 
deliver all the changes we would like to make as 
quickly as we would like, or that we bring in 
consultants at a premium which might offset any 
financial savings we might expect.  
 
We are still experiencing difficulties in recruitment in 
areas, however this serves to assist the budget 
position. Were these posts to be filled our budget 
position would be significantly worse, albeit partially 
offset by assumed reductions in overtime and agency 
costs. The position faced requires setting priorities 
which limit the ability of services to devote resources 
to projects without affecting day-to-day service 
delivery.  
 
We need to prioritise which aspects of financial 
planning and Our Ambition we can genuinely focus on 
with the limited resources we have at our disposal. We 
also understand the benefit of investment in early 
intervention and prevention – despite the inherent 
difficulty in quantifying the benefits that might flow 
from targeted investment to us or other organisations.  
 
The 2020/21 budget committed to taking action to 
help us live within our means, by taking advantage of 
our strong financial position and a short-term use of 
reserves to support projects that would lead to longer-
term reform of public services. This developed a four-
point strategy with the aim to mitigate growing 
demand for services, increase income streams and 
reduce cost base and overall expenditure. The strategy 
included a range of actions planned under 4 broad 
categories:  
 
1. Investment – actions designed to reduce the need 
for services and/or reduce the cost of providing 
services  
2. Efficiency – actions designed to reduce the cost of 
services without changing service levels  
3. Commercialisation – actions designed to increase 
our income  

4. Retrenchment – actions designed to reduce our role 
in providing services.  
 
This continues to fail to be embedded. It remains as 
critical to embed the four-point strategy during 
2026/27 and onwards and commit to delivering 
tangible, cash-releasing savings as part of future 
revenue budgets if we are to demonstrate any 
progress towards aligning our planned expenditure 
with the likely level of income illustrated by this 
document.  
 
Moreover, this failure to address our longer-term 
financial sustainability will rightly limit our ability to 
borrow from the Public Works Loans Board to fund 
investment in new assets, so the revenue position 
impacts directly on the capital position. Recent 
borrowing decisions have been premised on creative 
use of existing funds but there is limited opportunity 
to continue to maintain this. 
 
Links to other plans and strategies 
 
i) ‘Our Ambition’ 
 
This Strategic Plan, closely aligned with the Shetland 
Partnership Plan, outlines our key priorities for the 
next five years. It is focused on delivering improved 
outcomes for the people of Shetland. 
 
To achieve meaningful progress, we must concentrate 
on priorities that are both realistic and impactful. 
These priorities will be translated into SMART 
actionssupported by quantified investments and 
identified opportunities for efficiencies and savings. 
 
Given the scale of ambition set out in this plan, the 
Council will need to make considered decisions about 
which projects to pursue. 
 
It is recognised that not all elements of Our Ambition 
can be delivered within the timeframe of this Medium-
Term Financial Plan (MTFP). 
 
ii) Workforce Strategy / Plan 
 

This plan is, by necessity, closely focused on the 

financial resources expected to be available over the 

medium-term. However, our finances are not the only 

vital resource we rely on. The delivery of our services 

would not be possible without the dedication and 

expertise of our staff. 

 

The Workforce Strategy serves as the people-focused 
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counterpart to the Medium-Term Financial Plan 

(MTFP). It ensures we have the right people, in the 

right roles, to deliver our strategic priorities. The 

strategy is guided by three core principles: 

 

• The right shape – ensuring our workforce 

structure aligns with service needs 

• The right skills – equipping staff with the 

capabilities required to deliver effectively 

• The right culture – fostering an environment that 

supports collaboration, innovation, and 

accountability 

 

The Workforce Strategy 2020–2025, published in 

December 2020, was followed by a more detailed 

Workforce Plan 2021–2026, released in September 

2021 and updated in June 2023 and December 2024. 

 

These documents provide the foundation for future 

workforce planning and are reflected in annual 

revenue budgets and financial assumptions as they 

become embedded. The Workforce Strategy is due to 

be reviewed in 2026 and will be closely aligned to the 

MTFP and the Councils new Corporate Plan.  

 

It is essential that all planning is underpinned by a 

clear staffing overview, detailing both current and 

ideal staffing levels. This provides a benchmark for 

future comparison and a basis for evaluating the 

impact of workforce-related actions.  

 

Action 6 on page 23 describes the need for robust 

workforce plans. Costs are driven by staff levels so any 

attempt to reduce costs will inevitably require a 

change in processes allowing vacancies to be put aside 

or amended, but day to day functionality continues to 

be maintained. These discussions should come 

through robust and careful construction of workforce 

plans that are continually reviewed and updated to 

describe the optimum staffing structure reflecting a 

realistic availability of staff. 

 

The presence of a contingency can be a mixed blessing 

as it allows funding for all vacancies to be met in 

theory. This can create an issue of maintaining an 

unrealistic number of vacancies. Budget processes 

should ensure that the contingency is realistic and 

contains validly vacant posts only and that challenging 

approaches be considered to find alternatives to 

fruitlessly pursuing hard to fill roles. The importance of 

workforce plans at a very detailed level cannot be 

underestimated. 

 

iii) SIC Climate Change Strategy and Action Plan 

The Council has a statutory duty to contribute to 
Scotland’s national target of achieving Net Zero 
emissions by 2045, as set out in Section 44 of the 
Climate Change (Scotland) Act 2009. 

In December 2023, the Council approved the SIC 
Climate Change Strategy and Action Plan, which 
outlines strategic priorities and the actions required to 
meet climate legislation and targets. The Councils 
Climate Change Programme was established in 2024 to 
monitor and report on progress made towards the SIC 
Climate Change Strategy, providing oversight and 

scrutiny. A progress report is published annually. 

While many climate-related initiatives can lead to long-
term economic savings—particularly through improved 
efficiencies—these benefits often require upfront 
investment in the short to medium-term. 

Currently, the Council’s replacement programmes and 
budgets operate largely on a ‘like-for-like’ basis, with 
limited provision for the additional investment needed 
to drive meaningful change. To realise the full potential 
of climate action, it is essential that climate 
considerations are embedded within investment 
prioritisation processes. 

This approach will help maximise long-term benefits, 
generate co-benefits across services, and strengthen 
links to other strategic priorities, such as reducing 
inequalities. 

iv) Revenue Budgeting 

This plan focuses on the financial implications of a 
changing fiscal environment, particularly in relation to 
our General Fund net revenue budgets. The General 
Fund supports all day-to-day services, and it is here 
that we anticipate significant and recurring financial 
pressures. 

Our annual budget serves as the operational 
framework for managing these pressures. The 2026/27 
budget is expected to be set in February 2026, in line 
with the approach outlined in the previous section. 
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Our capacity to reduce revenue expenditure in future 
years will directly influence our ability to deliver the 
aspirations set out in Our Ambition. To support 
effective decision-making, these aspirations must be 
translated into SMART objectiveswith realistic 
timescales. This will enable the Council to prioritise 
projects each year, taking into account both 
organisational capacity and financial constraints. 

Failure to plan adequately for long-term financial 
sustainability will limit the Council’s ability to borrow 
the substantial sums required for future investment.  

Without a clear demonstration that our capital plans 
are prudent, affordable, and sustainable, in revenue 
terms—as required by the Prudential Code—access to 
borrowing will be restricted. 

Work is currently underway to develop a new 
Corporate Plan, building on Our Ambition. This plan 
must be framed by the financial and organisational 
realities we face, ensuring that long-term planning is 
both grounded and achievable. 

v) Capital Budgeting 
 

Capital spending plans, as outlined in the Asset 

Investment Plan (AIP), are set on a rolling five-year 

basis and reviewed annually alongside revenue 

budgets. We anticipate presenting our capital 

expenditure plans for the 2026/27 to 2029/30 period 

in February 2026. The current AIP projects a total 

investment of £97 million over its five-year horizon. 

 

Looking ahead, we aim to strengthen the connection 

between the Medium-Term Financial Plan (MTFP) and 

the AIP. This will allow us to more clearly demonstrate 

the long-term financial implications of our strategic 

priorities—particularly their impact on reserves. 

Improved alignment will support more transparent 

monitoring of progress and, crucially, enable us to 

measure success more effectively. 

 

Simply put we cannot afford current program / estate, 

let alone new developments. Given our current 

reliance on reserves to support revenue spending, it 

will be important to constrain capital expenditure to 

the level of grant funding available. This approach will 

help avoid placing further unsustainable pressure on 

reserves and support the Council’s long-term financial 

sustainability. 

 

Financing our plans 
 

The Council’s day-to-day revenue budgets are 

primarily funded through grant allocations from the 

Scottish Government, supplemented by Council Tax 

and income generated from investments. Each year, 

we update our Treasury Management and Investment 

Strategy alongside the setting of our annual revenue 

and capital budgets. This statutory strategy outlines 

how we manage cash flow, investments, and financing 

plans for the upcoming financial year—including the 

use of capital receipts, borrowing, and income from 

long-term investments. 

 

We expect to present the updated Treasury 

Management and Investment Strategy in February 

2026, alongside our budget proposals. 

 

However, financing future capital plans is becoming 

increasingly challenging. Under the Prudential Code, 

we are required to ensure that any borrowing is 

prudent, affordable, and sustainable. Given our long-

standing financial pressures, we are unlikely to meet 

these requirements if increased borrowing leads to 

revenue costs that exceed our available resources. 

 

While reserves may appear to be an alternative 

funding source, their use comes with significant trade-

offs. Drawing on reserves to support capital 

investment reduces the funding available for annual 

revenue budgets. Based on our central financial 

model, we anticipate drawing £47.3 million from 

reserves in 2026/27, rising to £62.6 million by 

2029/30—a cumulative total of £225.1 million. Even 

allowing for sustainable use of reserves and harbour 

funds (estimated at £90.8 million), this still leaves a 

shortfall of £134.3 million. 

 

Any unsustainable draw on investments would reduce 

the underlying investment base, diminishing future 

returns and placing additional pressure on services to 

absorb funding reductions. 

We must acknowledge that our resources are limited 

and that not all aspirations can be achieved. Strategic 

prioritisation is essential. Projects must be selected 

with careful consideration of their long-term financial 



22  

impact on both revenue and capital budgets. Failure to 

do so may leave future Councils facing difficult 

decisions regarding service provision. 

 

Redeveloping Our Medium-Term Financial Plan 

Having a Medium-Term Financial Plan (MTFP) in place 
is a critical component of effective financial 
management. It provides a framework for future 
budgeting and supports informed decision-making 
across the organisation. 

To ensure that our strategic ambitions are achievable, 
we must translate them into SMART plans—. This 
approach will allow us to assess the potential socio-
economic benefits of each action against its associated 
costs, helping us to prioritise which of the 70+ actions 
in Our Ambition should be progressed in the short 
term. 

This prioritisation process will also play a key role in 
shaping future budgets, ensuring that resources are 
directed toward initiatives that deliver the greatest 
impact and align with our long-term strategic goals. 

 

6. Summary 

There is no way to soften the figures presented in this 
plan—they are a clear and sobering reminder that the 
Council is not currently living within its means. We are 
well aware of our financial unsustainability, and our 
auditors continue to highlight this concern. 

While we are not alone in facing significant financial 
challenges—similar issues are reflected in the Scottish 
Government’s own financial documents—we have, 
until now, been in the fortunate position of using 
reserves to bridge the gap between income and 
expenditure. This has allowed us to absorb year-on-
year funding reductions and accommodate growth in 
our cost base. However, this has been achieved 
through the unsustainable use of reserves. 

If we do not address our long-term financial 
sustainability, we will be unable to borrow to fund new 
investments. This would severely limit our ability to 
deliver the aspirations set out in Our Ambition.  

Continued reliance on reserves will eventually deplete 
them. While there is debate about the pace of this 
decline, the outcome is inevitable—regardless of the 
timeframe—and it is not a position we wish to reach. 
Future Councils would be left with extremely difficult 
decisions about service provision. 

This plan sets out the scale of the financial challenge in 
clear terms. While it may resemble previous versions, 
this reflects the reality that progress has been hard to 
discern. This possibly will be surprising for staff in 
Departments who feel that they are under constant 
financial pressure and constraint.  These two 
perspectives are hard to reconcile, it may feel that 
there is no obvious progress at a strategic level whilst 
staff at the coal face feel constantly constrained. This is 
probably true as staff are doing their best to manage 
costs but they are nonetheless rising. It is probably fair 
to say that for the valiant efforts of junior staff the 
position would be worse. The scale of the issue faced 
though means that decisions at a more senior level are 
now needed as small savings decisions, although 
important, are not sufficient. 

Some may argue that the Council has been raising 
these concerns for years, yet reserves continue to 
grow. However, this perception no longer aligns with 
reality. In the past, budgets were set at high levels with 
predictable underspends. Now, rising costs mean that 
budgets are under pressure, and there is no longer 
slack in the system. 

Moreover, even where reserves appear to increase, 
their real value—or purchasing power—has been 
eroded by inflation. 

We must now use planning capacity and management 
ability to prioritise our activities and develop tangible, 
SMART plans that lead to sustainable changes in 
service delivery. This is essential if we are to begin 
living within our means. To support this, key actions 
have been identified throughout the plan that reflect 
our intent to move toward a more secure financial 
footing. 
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PLAN OBJECTIVES 

 
The 2023/28 plan created 8 elements to progress further. It is important that we reflect on how, or if, these have 

progressed and set out an updated set of actions to support this plan. 

 

1) Develop a 5 year Plan for Harbour income and planned expenditure (Page 3) 

While there is ongoing discussion about the Harbour and its transition to alternative fuel sources, there is currently no 

detailed plan outlining how its funds will be used to support both long-term sustainability and short-term service 

delivery. Developing such a plan remains a priority action to ensure financial clarity and strategic alignment. 

 

2) Develop a forecast for wider Oil and Gas related income, where this is not captured as part of the 

Harbour analysis. (Page 3) 

This similarly remains outstanding. This should also capture the review of the £6 million target (Page 11). 

 

3) Carry out more in depth reviews of charging to agree a strategic position whereby fees cover costs, 

or members are asked to agree a funding strategy that specifies a level of subsidy that is in place 

from the Council. (Page 11) 

This has started to progress, Finance have recently appointed a graduate who will work with departments on this 

specific area. The somewhat softer position in this plan is heavily predicated on this higher focus on income so this is a 

key area to continue to develop. 

 

4) In the first instance each external grant should be seen to contribute to the organizational 

infrastructure required to support them, so an agreed % (8%?) should be approved for application to 

central costs. (Page 11) 

5) Further efforts should be taken to apply some of the (external) funding towards costs already 

incurred in the area, thus reducing the burden on the core budget. (Page 11) 

Both of these have also progressed. Performance reports in prior committee cycles contained data on grants including 

their contribution to overheads, or to existing costs, as a trial. Consideration is being given to an overall report to 

members across all areas as a better way to share this data.  

 

6) It is important that any plans are underpinned by a clear staffing table that describes the existing 

staffing in place, both actual and ideal. (Page 20) 

The ongoing work led by HR to develop forward-looking staffing plans complements the strategic intent of the 

Workforce Strategy. By examining both current workforce composition and the implications of demographic change—

among staff and service users — this work provides a critical evidence base for future decision-making. The revised 

approach to the vacancy factor has further illuminated workforce dynamics, offering a clearer picture of resourcing 

pressures and opportunities. Embedding this analysis into the MTFP will strengthen the alignment between financial 

planning and workforce strategy, ensuring that staffing decisions are both affordable and responsive to evolving 

service demands. 

 

7) Develop further work to quantify key elements of Our Ambition and our Climate Change Strategy, in 

particular we need to create better links between our MTFP and the AIP in future iterations, so that 

we can clearly show the longer- term financial implications of our priorities. (Page 20) 

The connection between this document and the Asset Investment Plan (AIP), particularly in relation to the use of 

reserves to support capital expenditure, can be strengthened. The current AIP outlines planned investment of £97 

million, which includes significant reliance on reserves. Future iterations of the Medium-Term Financial Plan (MTFP) 

will aim to more fully integrate the AIP, potentially establishing a financial envelope that reflects affordability across 

both capital and revenue budgets. This approach will support more coherent planning and ensure that investment 

decisions are aligned with long-term financial sustainability. 
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8) These general points will need to be converted into clearer, SMART objectives to ensure delivery. 

Achieving precision in planning remains a challenge. While there is broad consensus on the direction we wish to take, 

translating these ambitions into clearly defined actions is complex. Rather than delaying progress in pursuit of a 

perfect solution, a more pragmatic approach is to focus on small but meaningful steps. Incremental progress allows us 

to build momentum, test ideas, and adapt as we learn—ultimately moving us closer to our strategic goals without 

becoming stalled by the scale of the task. 

 

Additions 24/29 

 

9) Future MTFP will spend some time looking back at the demographic changes already happened and 

those foreseen. (Page 15) 

This concept has been proposed to enhance the accuracy of the Medium-Term Financial Plan (MTFP) and to 

acknowledge the importance of demographic insights in shaping future service delivery. Although demographic 

analysis has not yet been incorporated into this document, it remains a valuable lens through which we can develop a 

more strategic and responsive approach to planning. Understanding population trends and community needs will be 

essential in aligning resources with demand and ensuring services remain effective and sustainable. 

 

10) Review the continued use of 2.1% for inflationary factor (Page 11) 

This was added to the current plan to revisit this important underlying calculation. 

 
New for 2025/30 
 

11) Further work should be carried out to establish ways to support the fishing industry whilst optimising 
the level of income from the holding of Fishing Quota. 

  



25  

Annex A Base Position 2024/25 
 

GENERAL FUND REVENUE 2025/26 Budget

STAFF COSTS

Pay 111,227,917

DIA 6,754,255

Pensions (Strain) 1,579,501

Other Staff Costs 215,571

Pensions (Teachers and LGPS) 20,676,981

TOTAL STAFF COSTS 140,454,225

NON STAFF COSTS

Administration Costs 4,788,155

Property Costs (excl. Energy) 8,368,737

PPP / Unitary Charge (AHS) 4,048,053

Supplies & Services 25,634,298

Transport Costs ( excl. Fuel) 11,555,904

Energy Costs 4,871,648

Fuel Costs 3,907,416

Financing Costs 3,640,368

Contingency 1,238,000

Grants to Organisations/Individuals 15,449,931

SIC Contribution to IJB -1,259,400

TOTAL NON STAFF COSTS 82,243,110

TOTAL EXPENDITURE 222,697,335

General Revenue Grant -69,851,000

National Non-Domestic Rates -26,492,000

Specific Revenue Grant(s) -27,718,566

Council Tax -12,615,975

Income (Fees & Charges) -16,173,754

Commercial Income + Interest on Balances -2,367,790

Income (Other Grants) -13,013,897

Income (Specific Grant - AHS) -3,171,010

Fish Quota -1,200,000

Recharges to Other Funds -4,961,395

Crown Estate Income -1,900,000

TOTAL INCOME -179,465,387

GAP 43,231,948

Harbour Income 6,000,000

Investment returns 16,704,000

Unsustainable 20,527,948

EXPENDITURE

INCOME
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Annex B Assumptions Used 2026/27 + 2027/28 
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Annex B Assumptions Used 2028/29 + 2029/30 
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Annex C – Results 26/27 and 27/28 
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Annex C - Results 
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Annex D - Summary of Results 
 

 
 
  



31  

Annex E - Summary of Result including Harbour and Investments income 
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Annex F - Data sources used to inform Economic and Fiscal Outlook and Financial Planning 
Assumptions: 

 
Office for Budgetary Responsibility: 

• Fiscal Risks & Sustainability Report, July 2023 

• Economic and Fiscal Outlook, March 2024 
EY Item Club: 

• Summer Forecast, July 2024 
Fraser of Allander Institute: 

• FAI Economic Commentary, June 2024 
Bank of England 

• Monetary Policy Report, August 2024 

• Monetary Policy Report, May 2024 
Scottish Government: 
• Investing in Scotland’s Future: Resource Spending Review, May 2022  

• The Outcome of the targeted Review of the capital Spending Review – Updated Spending Allocations for 2023-24 to 

2025-26, May 2022 

• Scotland’s Fiscal Outlook. The Scottish Government’s Medium-Term Financial Strategy, May 23 
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Annex G – Reserves at 31 March 2025 Earmarked vs Unearmarked  
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Annex H - Reserves at 31 March 2025 gains split proportionately  
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Annex I – Reserves at 31  March 2025 - gains split on targeted basis 
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Annex J – Reserves at 31 March 2025 – Useable for revenue purposes 
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Annex K – PWLB Borrowing in Order of Maturity Date 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex L 22/23 - 25/26 Spend Summary 
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Annex M - Investment Returns and Withdrawals 2006 - Date 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Over the 20 year period from 2005/06 to 2024/25 the average investment return was 8.07% per annum. 
Over the 20 year period from 2005/06 to 2024/25 the average investment return was £21.7 million per annum. 
Over the 18 year period from 2005/06 to 2024/25 excluding 2014/15 and 2015/16 the average value of funds withdrawn was £22.3 million per annum. 
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Annex N Investment Balances 1994 - Date 
 

Financial Year Investments at  
31st March 

 
£m 

1994/95 228.99 

1995/96 258.21 

1996/97 285.39 

1997/98 300.47 

1998/99 317.11 

1999/00 336.56 

2000/01 339.16 

2001/02 336.83 

2002/03 279.75 

2003/04 286.48 

2004/05 282.46 

2005/06 287.53 

2006/07 279.10 

2007/08 257.27 

2008/09 215.88 

2009/10 231.18 

2010/11 222.96 

2011/12 193.35 

2012/13 205.73 

2013/14 203.98 

2014/15 279.14 

2015/16 286.59 

2016/17 334.64 

2017/18 343.85 

2018/19 340.61 

2019/20 316.54 

2020/21 424.73 

2021/22 416.46 

2022/23 375.72 

2023/24 386.76 

2024/25 371.08 

 
 



49  

Annex N Investment Balances 1994 - Date 
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Annex O Reserves vs Investments 
 

 


