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Commercial in confidence

Adaptive financial strategy and resource
planning in a volatile environment

Councils are focused
on two key areas

1. Resilience of
local economies
and communities

2. Financial
resilience of their
own
organisations
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Commercial in confidence

What is Financial Foresight?

1 — Forecast an adaptive financial
model and forecast for every authority in
England and Wales

. 1. Engage 2. Scenarios 3. Forecast 4. Strategy 5. Remedies 6. Act &
9& measure
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Reserves &
Borrowing
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Our foresight model currently indicates a £4.5bn
unmitigated gap for 20/21 in local gov finances

Local authority income & expenditure (£000s)

£115,000,000

£110,000,000 £108,204,354 \ ___—’::-_—"—
,{-‘"54.5bn"'-._ N e
¢ i gapin < ’_==__—

£105,000,000 ’ ‘-..".20/21‘_’,.-’ *~_____,==—’

£100,000000 o mmme=”

£103,709,762 Central scenario: headline assumptions
+ Relatively quick recovery of income (resumes to normal 3 month period)
£95,000,000 * UK economy bounces back relatively quickly restoring CT pre-Covid levels by end 21/22

BR returns to ‘normal’ by end of 23/24
ASC returns to normal levels by end of 22/23
Specific assumptions made around service lines, grants and income

£90,000,000
2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30

Total income === Total income forecast Total expenditure === Total expenditure forecast
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40-60% of upper-tier authorities will be financially
unsustainable by 2023/24 in a “do nothing” scenario
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* At risk = usable
reserves depleted to

5% of net revenue
expenditure or less

—e—Unitary authorities
—e—Shire districts
—o—Mets
London Boroughs
Shire Counties
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The Foresight model

Reserves &
Borrowing
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SAMPLE MODEL OUTPUTS

Baseline Income, Expenditure,

Commercial in confidence

Reserves - Covid-19
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Expenditure YoY change

O

Income YoY change

O

0.00

0.00

B Other earmarked financial ...
Public Health financial res...
Schools reserves level

B Unallocated financial reser...

2024/25

Year 'at risk’
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SAMPLE MODEL OUTPUTS

Service line

Children's Social Care N

Commercial in confidence

Forecast %

2018/19 N

Historical context Use this slicer to calculate the Historical context
- ) % change @
Service line expenditure Denominator: Population 0-17
2012 2018
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SAMPLE MODEL OUTPUTS

Forecast Demand Led Services
@ Children's Social Care A

Forecast
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Opportunity

Service line opportunity
907M -
Attribute Rank Unitcost  Reduced unit cost Opportunity agom  89M 896M’_—" 1M
Housing Services 9/11 151.65 11043 5,717,808
Children's Social Care 4/11  1,176.80 1,107.38 4,382,590
850M
Highways & Transport 6/11 10.21 -2.98 4,332,787
Adult Social Care 8/11 375.21 363.92 2,995,003
Environmental & Regulatory 8/11 90.56 85.29 1,728,728 800M amrﬁ:"—"l'
80244
Planning & Development 7/11 2412 23.74 126,056 785M
2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29
Central Services 6/11 70.20 70.04 51,562
Cultural & Related 11/11 24.91 24.91 0
200M
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100M 82M_ 2w T~
1 /NM\" osm \‘\-.
75M azm 72M""'~..______“_‘_‘_‘_‘_ _____________
O ------------------ OV LeM 46M —'-3-;;"‘""-..‘
oM ZAM‘-""s‘
M TS.
N/A 19.33M
-66M
3 7 : -100M
Opportunity year at risk Total Opportunity 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29
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We start with place impacts

Commercial in confidence

Theme Reasonable best case
Uneven exit to lockdown and growing unrest * Smooth exit from lockdown and growing confidence
People & coo Socio-economic inequality is compounded » Renewed focus on tackling inequality
community w Community dependency and raised expectations « Community mobilisation is channelled into ongoing resilience
Turbulence and activism within the VCS » Strengthened VCS relationships and focus
18% hit on GVA — slow recovery and trailing unemployment » 5-10% hit on GVA - rapid bounce back
Business & Unmitigated skills gaps * New skills for new jobs and new jobs for old skills
economy The end of the high street » Changing lifestyles rejuvenate town centres
Economic stagnation * Economic stimulus
Increased demand and escalating need * Positive lifestyle changes and attitudes to care
Health & @ Newly-vulnerable cohorts place strain on the system * New service models for newly-vulnerable
wellbeing Unit costs increase as markets deteriorate » Costs managed through prevention and market-shaping

Environment &
transportation

Organisational

SEND transport unable to adapt to social distancing

Opportunity missed to sustain environmental benefits
Emissions worsened by avoidance of public transport
Capital programmes stuck

Failure of leisure and cultural services

Local government side-lined with un-funded burdens
Austerity 2 — brutal cost reduction

Return to old practice with higher costs

Commercial portfolio becomes a liability

* Innovation in home-based specialist care

+ Ability to invest in transport modal shift and green infrastructure
» Sustained impact on emissions due to new behaviours

* New, shovel-ready infrastructure programmes

» Leisure and cultural services adapted to social distancing

» Councils at the forefront of civic and democratic renewal

» Fair funding and fiscal reform

» Learning and adaptation to new operating environment

« Commercial portfolio reshaped for economic and social gain

© 2020 Grant Thornton UK LLP. Confidential and information only.
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... then develop corresponding financial scenarios for
your organisation
Scenario 1 — swift return to normality

@ Covid response

@ Exit from lockdown

Lockdown creates
immediate
expenditure
pressure

Expenditure: pre-Covid baseline

Income: pre-Covid baseline

Immediate loss of
sales, fees, charges
and commercial
income

‘ I PFA The Chartered Institute of
D . g P ;
© 2020 Grant Thornton UK LLP. Confidential and information only. Public Finance & Accountancy

Impact partially
offset by
government funding

@ Post-Covid operating environment

Costs decrease as
lockdown eases —
delivery of savings
resumes

Expenditure returns to something like
pre-Covid forecasts

Sales, fees and
charges begin to

Government return to pre-Covid
provides rescue forecast levels
package of further

funding

° GrantThornton

Income returns to something
like pre-Covid forecasts
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Scenario 2 — second wave and ongoing disruption

Covid response Exit from lockdown Post-Covid operating environment

Costs decrease as

Further ill-health
lockdown eases

and economic

damage increases Expenditure
demand pressure reduces
but need remains

elevated

Lockdown creates
immediate
expenditure
pressure

Second wave —
national or local
lockdowns

Expenditure: pre-Covid baseline

Income: pre-Covid baseline

Eurther income hit Income remains permanently depressed

from economic
damage and loss of
SFC

Immediate loss of
sales, fees, charges
and commercial
income

Gov support
insufficient to
support income
requirement

Impact partially
offset by
government funding

© 2020 Grant Thornton UK LLP. Confidential and information only.
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Service-level trajectories are used to build up the overall

picture
Example: national trajectory for leisure services

@0 Covid response

P ap or o o o ao» e
,___,.(________
-
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200,000 o em o = -— e P
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- = - e Estimated Market Costs - Monthly Estimated (£'000)
150,000 > <
- o= -—
-

S - - == = Actual Market Revenue - Monthly Estimated Forecast (£'000)
o
@

100,000 == = Estimated Market Costs - Monthly Estimated Forecast (£'000)

50,000

— e -
Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20 Aug-20 Sep-20 Oct-20 Nov-20 Dec-20 Jan-21 Feb-21 Mar-21 Apr-21 May-21 Jun-21 Jul-21
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We can then paint a range of financial N

== Forecast expenditure

scenarios.... — e

[ In-year budget gap

Reasonable best case scenario Reasonable worst case scenario
Income and expenditure (£m) Income and expenditure (Em)
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P s
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and model impact on reserves without other
Interventions

Reasonable best case scenario Reasonable worst case scenario
Usable reserves (Em) Usable reserves (Em)
120 120

100

.\ .\'u- \'5 {" r'@' \"' \b‘ 2 o W D
qsf% PO W@%‘EM&‘* @% PO @&ﬁ@*‘%ﬁﬁ@f‘w

= Actual usable reserves
=== Forecast usable reserves 28127 29122
0 Reserves at risk”™ reserves reservas

depleted at risk™

* “at risk” = equal to or less than 5% of net revenue expenditure
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Strategy: what do you do when everything is uncertain?

From response to recovery

Learn, adapt and prioritise

* Learning from the response to lockdown

* Making sense of impacts on people and
place

* Adapting services and public space

* Design and test community and
business interventions

»  Set priorities and principles

© 2020 Grant Thornton UK LLP. Confidential and information only.

Mitigating the worst case

Cut costs, consolidate and
build resilience

*  Predict and model demand and assess
supplier vulnerability

* Assess the level of cost reduction
required and affordability envelope for
expenditure

* Re-evaluate infrastructure pipeline and
capital programmes

Steering towards the best case

Invest in response and
renewal

*  Programme of priority-based investment
framed by recovery and renewal

* Focus on adaptation, tackling inequality,
community resilience, targeted
economic stimulus, skills and
employment support

+ Continued system leadership, pushing
for positive reform and resilience

Programme management considerations:
Cost-cutting or investing?

Incremental change or emergency budget?
Finance-led or outcome-based?
Distributed approach or command and control?

‘ IPFA The Chartered Institute of ° Gra ntThornton
Public Finance & Accountancy Financial Foresight September 2020 17
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Remedies: Insights from our Foresight
clients

Forecasting of high risk C3 Management teams often have
cohorts in demand led services (o )o) less financial literacy than
IS an opportunity for Finance =/ desirable but Foresight has helped
Rapid Financial Improvement Foresight has resulted in

for councils closer to the cliff ‘Transformation Reshaping’ —
edge focusing effort on biggest £ prizes

Strategic investment in

transformation and economic Modelling and delivering
growth where cliff edge is 4+ “affordable” operating models
years out

The Chartered Institute of B .
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Thank you

for your kind attention

Any questions?

@




Contact detalls.

Guy Clifton, Director.
T. 07771974285
E: guy.cliton@uk.gt.com

W: grantthornton.co.uk
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