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!d Leicestershire
County Council

CABINET =12 SEPTEMBER 2025

MEDIUM TERM FINANCIAL STRATEGY — BUDGET MONITORING AND
MTES REFRESH

REPORT OF THE DIRECTOR OF CORPORATE RESOURCES

PART A

Purpose of the Report

1. The purpose of this reportis to provide the Cabinet with an update on the County
Council’s short and medium term financial position; seek approval for changes to the
previously agreed 2025-29 capital programme; provide an update on revenue budget
monitoring position as at the end of Period 4 (the end of July); seek approval to
additional investmentin bank risk sharing product (capital release funds) in line with
the Council’s approved Treasury Management Strategy, and seek approval to the
membership of the Investing in Leicestershire Programme Board being extended to
include all members of the Cabinet.

Recommendation

2. It is recommended that:

a) The Cabinet notes the significant financial challenges faced by the County
Council;

b) The Cabinet notes the Period 4 monitoring position from the current financial
year;

c) The proposed approach outlined in the report to updating the Medium Term
Financial Strategy (MTFS), be approved,;

d) The revised Capital Programme for 2025/26 to 2028/29 as set outin Appendix C
to the report, be approved,;

e) Additional investmentin bank risk sharing product (capital release funds) in line
with the Council’s approved Treasury Management Strategy, up to a maximum
investment of £20m at any one time be approved;

f) Thatthe membership of the Investing in Leicestershire Programme Board be
extended to include all members of the Cabinet.

(KEY DECISION)
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Reasons for Recommendation

3.

To inform the Cabinet of the revenue monitoring position for the current year, as at
Period 4.

The revised capital programme for 2025-29 requires amendment as a result of the
latest forecast financial position.

To seek approval for the intended approach to the developmentof plans to update the
MTFS for 2026-30.

To approve additional treasury management investments in a bank risk sharing
product (capital release funds), up to a maximum of £20m at any one time, in line with
the Council’s approved Treasury Management Strategy. An investment of £12mis
currently held which is returning capital.

The Cabinet has previously agreed the Terms of Reference of the Investing in
Leicestershire Programme Board.

Timetable for Decision (including Scrutiny)

8.

The Scrutiny Commission will consider a report on the MTFS position on 8 September
2025 and its comments will be reported to the Cabinet.

The Cabinet will be asked to approve the draft MTFS 2026 to 2030 for consultation in
December 2025. All Overview and Scrutiny Committees and the Scrutiny Commission
will consider the draft MTFS in late January 2026 and the Cabinet will then make a
final recommendation to the County Council in February 2026.

Policy Framework and Previous Decisions

10.

11.

The MTFS for 2025/26 to 2028/29 was approved by the County Council on 19
February 2025. Over the autumn and winter of 2025, the MTFS will be reviewed and
updated.

The MTFS forms part of the Budget and Policy Framework as set outin Part 4C of the
Council’s Constitution.

Resource Implications

12.

The County Council continues to face a challenging financial outlook. The current
MTFS showed the 2025/26 revenue budget as being balanced only after the use of
£5m from earmarked reserves and anticipated a funding gap of £38m in 2026/27
rising to £91m by 2028/29, despite savings of £85m being targeted and builtinto the
financial projections. An initial review of the position in light of service pressures,
particularly those relating to children’s social care, adult social care and children with
special education needs and disabilities, through demand and cost increases,
indicates that the Council will face significant additional costs in 2025/26 and future
years.
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The national economic picture continues to impact on the Council’'s MTFS. CPI
inflation peaked in October 2022 at 11.1%, then steadily reduced back down to 1.7%
in September 2024. Since then the figures have risen and the latest figure for July
2025 stands at 3.8%. The Bank of England is currently forecasting that inflation will
increase to around 4% in the next few months (driven by higher food prices) before
beginning to fall back towards the 2% target.

The pressures of inflation coupled with an ever-increasing demand for core services,
Is presenting a challenge across the whole local government sector. However, as a
very low-funded authority Leicestershire is much worse placed than most to be able
resolve the problem.

In the short term, the impact of higher inflation on the County Council’s expenditure
will continue to be partially offset from higher than anticipated investment interest
income due to continued higher levels of interest rates. The Bank of England
increased the base rate of interest 14 times in a row from December 2021 to August
2023 in a bid to tackle high inflation, reaching 5.25%, its highest level since the 2008
financial crash. That rate remained unchanged through seven subsequent meetings
until it was reduced to 5% in July 2024. Further reductions have followed with the
latest meeting held in August 2025 seeing a further reduction down to the current rate
of 4%. Further reductions seem unlikely in the short term given the position with
inflation.

Sustained inflation will increase the pressure for wage growth, with the Council
particularly sensitive to the level that the Governments sets the National Living Wage
at.

A full refresh of the MTFS is underway, updating expenditure assumptions and also
taking into account the potential impact of the governments Fair Funding proposals.
Based upon the available information, assuming current trends continue, service
pressures particularly in relation to Children’s services are likely to lead to further
savings being needed in all years of the MTFS.

The Council will continue to pursue efficiencies, and the commissioning of an external
efficiency review will contribute to this process. However, itis clear that in the current
climate, and on the back of the £290m of savings already delivered since 2010, it will
not be possible to balance the Council’s financial position without affecting front line
service delivery.

Initial indications suggest there may be some partial mitigation resulting from the
outcome of the Fair Funding Review. The Government has released proposals from
the review at a high level, but has yet to release the impact of planned changes for
individual authorities. Some modelling has been commissioned by local authority
representative groups which suggests there will be significantwinners and losers from
the changes. The initial indications are that Leicestershire County Council will benefit
marginally from the proposed changes.

However, these figures are still only an estimate of what the final impact will be.
Change could come as a result of significant lobbying of the Government from those
authorities, or groups of authorities, who are set to lose significantly fromthe changes.
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The final outcome is unlikely to be known much before the provisional local
government finance settlementin November / December this year.

The Capital Programme will also need to continue to be prioritised with only essential
projects progressing. The four-year capital programme includes a shortfall in funding
of £84m (unchanged from the original approved programme) which will need to be
funded by borrowing. The additional revenue costs arising from this borrowing total
£6m per annum on the basis of using internal borrowing.

It is vital that the County Council continues its focus on managing its financial
sustainability. This will require innovative solutions, and whilst statutory services will
be prioritised, there will be a need to consider alternative service delivery options. The
challenges being faced are being felt by most authorities, including the best funded,
and the authorities unable to balance their budget first will ultimately face the biggest
impact upon services. For 2025/26 the Governmenthas agreed to provide 29 councils
with support to manage financial pressures via the Exceptional Financial Support
process.

The Director of Law and Governance has been consulted on the content of this report.

Circulation under the Local Issues Alert Procedure

This report will be sent to all Members.

Officers to Contact

Declan Keegan, Director of Corporate Resources,
Corporate Resources Department,
@0116 305 7668 E-mail Declan.Keegan@Ieics.gov.uk

Simone Hines, Assistant Director (Finance, Strategic Property and Commissioning),
Corporate Resources Department,
@®0116 305 7066 E-mail Simone.Hines@leics.gov.uk
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PART B

2025/26 REVENUE BUDGET MONITORING — PERIOD 4

24. The Period 4 revenue budget monitoring exercise shows a net forecast overspend of
£8.1m. A summary of the position is shown below and in more detail in Appendix A.

2025/26 REVENUE BUDGET MONITORING STATEMENT
AS AT PERIOD 4 (JULY 2025)

Updated Projected Difference from
Budget Outturn Updated Budget
£000 £000 £000 %

Schools Budget — Schools and Early Years 0 -3,250 -3,250

Schools Budget — High Needs 0 45,090 45,090

Net Total 0 41,840 41,840

Children & Family Services (Other) 143,151 154,441 11,290 7.9
Adults & Communities 236,969 235,929 -1,040 -0.4
Public Health -2,746 -2,746 0 0.0
Environment & Transport 118,363 117,273 -1,090 -0.9
Chief Executives 16,859 16,549 -310 -1.8
Corporate Resources 39,338 39,568 230 0.6
Capital Financing 14,800 14,800 0 0.0
Contingency for Inflation 32,925 24,825 -8,100 -24.6
Other Areas -3,271 -9,071 -5,800 n/a
Contributions to earmarked reserves 22,600 35,300 12,700 56.2
Contribution to General Fund 1,000 1,000 0 0.0
Contribution from budget equalisation reserve to balance

2025/26 revenue budget -4,653 -4,653 0 0.0
Total 615,335 623,215 7,880 1.3
Funding -615,335 -615,095 240 0.0
Net Total 0 8,120 8,120

25. The key projected variances that have been identified are set out below. Further
details of major variances are provided in Appendix B.

Children and Family Services (C&FS) — Schools Budget

26. Overall there is a net overspend of £41.8m on the Dedicated Schools Grant. This
comprises an overspend of £45m on the High Needs Block, offset by an underspend
of £3.2m on the Early Years Block.

27. The High Needs Block projected overspend is circa £30m more than the budgeted
£15m overspend. This is largely due to increased volume/demand on the placement
budget compared with the budgeted assumptions based and set using Autumn 2024
data /intelligence.
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Since that position, overall demand through the frontdoor has continued to rise, which
is further illustrated in the chart below, which shows active Education Health Care
Plans (EHCPs) over time by calendar year. Currently there are 8,176 EHCPs, a 25%
increase on numbers compared with 2024, with still a third of this calendar year to run.
Whilstfurther analysis of both demand and costs are planned overthe coming months
as part of MTFS planning (which will include a greater understanding of the number of
EHCP’s and children on a funded package) itis anticipated demand of funded
packages will reach a weighted average over the financial year of 8,500 funded
packages by March 26 (a 22% increase compared with the budgeted position post-
mitigations).

Total Active EHCPs over time by Calendar Year

Fo18 2019 2020 2021 2022 2023 2024 2025

Whilst there are still several variables and uncertainties which may resultin changes
in either demand and costs, this is all under constant review and challenge with the
appropriate governance and oversightin place. Atthe end of 2024/25 the
accumulated High Needs deficit stood at £64.4m and is now projected to rise to
£109.5m at the end of 2025/26. On the basis future demand remained as per 2025/26
numbers, the cumulative High Needs deficit could increase to circa £260m by March
2030, with any increased demand only likely to worsen the subsequent funding gap
over the MTFS period.

Nationally, concern over the impact of Special Educational Needs and Disabilities
(SEND) reform on High Needs expenditure, and the financial difficulties this exposes
local authorities to, is growing. Whilst the Government’s White Paper is set to resultin
systemic changes to the national SEND system, such changes may take several
years to deliver and none appear to directly address the funding issues. Any
announcements linked to SEND reform are now not expected until Autumn 2025 at
the earliest.

Other authorities are experiencing similar pressuresin SEND and national data shows
that Leicestershire’s change in demand since 2018/19 is at 70.4% and below the
national average change in demand of 80%.

The Transforming SEND in Leicestershire (TSIL) Programme has moved to an
implementation and sustainability phase and improvements created during the design
stage are being actively measured and tracked and reflected as part of TSIL MTFS
savings requirements. For example, the mix of SEND placementsis now looking more
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positive in comparison to the position in previous years. (i.e. the percentage of
placements in mainstream are projected to reach 50% this financial year compared
with 43% two years ago). As a result current MTFS TSIL savings for 2025/26 of circa
£12m are on track to be delivered. Without the impact of this the financial pressures
would be significantly larger than currently forecast this financial year.

Despite current planned mitigations, at the levels of expected / projected growth, the
financial position is unsustainable. As such itis essential that the planned measures
to respond to higher demand are successful, and further mitigations and actions are
actively considered to reduce the projected financial overspend on the Dedicated
Schools Grant High Needs funding block. This work is currently underway, and its
impact will be reflected as part of the wider MTFS planning work over the coming
months. An update on actions to mitigate the current forecast deficitwill be included in
the next report and a workshop for the Scrutiny Commission and members of the
Children and Families Overview and Scrutiny Committee has been scheduled for 15
October to discuss this in more detail.

The Early Years budget is showing a forecast underspend of £3.2m. This is due to
Early Years entittementtypically funded for 38 weeks for the financial year, but due to
how the calendar aligns in 2025/26, only 37 weeks fall within this financial year. The
overall underspend position includes the budgeted planned underspend of £1.1m as
part of the payback of previous years' Early Years deficits.

Children and Family Services — Local Authority Budget (Other)

35.

36.

37.

The Local Authority budget is projected to overspend by a net £11.3m (7.9%), mainly
relating to projected overspends on the Children’s Social Care Placements budget
(£9.9m), Disabled Children’s Service (E1.1m) and Education Psychology/SENA
(assessment) Service (£1.1m).

The projected overspend on the Children’s Social Care Placement budget (£9.9m) is
largely due to a small but financially significant change in demand / numbers in
relation to children in residential provision, in comparison to budgeted assumptions.
The MTFS for this financial year assumes budgeted residential numbers by March
2026 to be at 120 children (includes parentand child placements). Trend and demand
analysis at the time of budget setting, and then subsequently until the end of quarter 4
of 2024/25, showed demand remaining relatively stable.

However, as illustrated in the graph below, numbers to date during 2025/26 have risen
sharply. As at mid- August 2025 numbers in residential provision stand at 129, and
current projections assume by the end of the financial year this number could rise to
133 (11% increase vs budgeted mitigated position in terms of overall volume).
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Number of unique mosaic ID's requiring a residential placement at the end of the period
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Of this overall increase in numbers, a small but financially significantincrease in the
number of unregistered and activity placements can be seen from May 2025 (see
graph below). Unregistered placements are used when no other option is available
and are more costly than registered residential placements, with the average weekly
cost of such provision ranging from between £13,000 to £17,000 over the last 12
months. The current placement budget allows funding for up to five children in this
provision type over the financial year. There are currently two placements costing
above £30,000 per week, which is unprecedented, but unavoidable due to the needs
of the children requiring secure provision. This type of provision is rare and is only put
in place following a court direction.

Count of unigue mosaic ID's by month (Unregistered and Activity)

Over the past 4 years the number of children who have started in unregistered and
activity provisions has increased by more than 100%. Often such provision types are
the only options available to the Council for some children with often the most
complex needs who come into the Council’s care or require an emergency placement.
Due to a national and local placement sufficiency pressure, the Council is often left
with no choice in the placements that it brokers for children. For children with the most
complex needs the market and placement sufficiency are even more challenging and
placements more costly, adding an increased financial burden to the budget. As at
mid-August 2025, there are 14 children in unregistered/ activity placements, the
highest number the Council has ever had (180% increase vs budgeted position).

For all children in activity / unregistered placements, searches are regularly
undertaken to source a registered provision. However, there is currently a gap in the
market to support these children, and work needs to be undertaken with providers
with a view to how they can support within the remit of their Ofsted registration. Often
providers are unable to care/ continue to care for children due to complex needs.
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All children in unregistered placements have oversight from senior managers in the
Department and their circumstances and progress of placement searches are
discussed in a weekly meeting chaired by the Assistant Director. In the last 12 months
nine of the children who were placed in either an activity placement or an unregistered
placement for a period have now moved into a registered home at a lower weekly
cost.

As part of the direct actions being taken to mitigate against these financial pressures,
the Defining Children and Family Services for the Future programme has several
workstreams to enable MTFS benefits to be achieved alongside the Social Care
Investment Programme (SCIP) working in partnership with Barnardo’s. This will have
a positive impact through the creation of additional residential provision capacity for
under-16’s, over-16’s and parent and children places. In conjunction with the
Departments smarter commissioning MTFS programme of actions, this is showing a
positive trajectory in terms of current weekly unit costs compared with the budgeted
position, with the average weekly weighted average (excluding parent and child and
secure) being £334 per week less than the mitigated budgeted position. The
annualised impactof this for circa 100 children in residential provision is over £1.7m of
avoided costs.

Other departmental budget variances include: a projected overspend on the Disabled
Children’s Service of £1.1m. This is linked to increased demand of support across
both direct payments and commissioned services. The Children’s Innovation
Partnership with Barnardo’s will see the creation and opening of an overnight short
break unit by the end of 2025, to support children with a disability, and ensure such
demands in this area can be managed in the most appropriate and cost effective
manner.

The Education Psychology/SENA service is also projected to overspend by £1.1min
2025/26. As illustrated in the graphs below, continued increased demand due to an
increase in the number of EHCPs and Education Health Care Needs Assessments
(EHCNAS) has further affected the overspend position within these service areas due
to increased caseloads. The assessment of the medium to long term impact of current
demand on this service is currently underway for the purpose of MTFS future
planning.

EHCMNA "Actual’, 'Forecast' by "Year’

]
=]
=}
[=]

[=] [=]
[=] [=]

[

N =] 5}
[=]
[=]

2020021 Z021,22 Z022/23 202324 2024/25 2025/26 202627 2027728 202829 2029/30

Year

— T Forecast



45.

144

"Actual’, "Forecast' EHCP NMumbers by "Year

Thausands

As a direct response to the financial pressures which are being seen in-year across
the different service areas, the departmental management team undertook a review of
non-statutory services supported by the introduction of corporate led financial
controls. Together with continued robust management and review of vacancies within
the department the output of this work has delivered net one-off in year efficiencies,
and budget opportunities of £0.8m, which includes delaying recruitmentto non-
essential posts where appropriate, as well as maximising any grant funding to ensure
such prescribed outcomes can be metin the most efficient, effective and compliant
way possible. Further work is being undertaken to explore the feasibility of this work
and its scope to deliver on-going future budget efficiencies.

Adults and Communities

46.

47.

A netunderspend of £1.0m (0.4%) is forecast for the revenue budget for 2025/26.

Overall Demand Trends

The chart below shows the overall number of service users being supported across
Residential Care, Homecare, Supported Living, Direct Cash Payments and
Community Life Choices from April 2022 through to June 2025. Prior to the
introduction of the Fair Outcomes Panel in September 2023 annualised growth from
April 2021 to September 2023 was approximately 3.5%. Since then, the department
has worked to be more efficient with commissioning and the growth in service users
supported has decreased to an annualised rate of 1.9% over the whole period. Over
the course of the next year there is expected to be additional demand from reducing
the number of cases that are awaiting to be allocated to social care teams.
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48. The average cost per service user rose over the same time period. The rise from April
2025 relates to the annual fee review uplift. Uplifts occur in April each year.

Average Cost per Service User
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49. The department has established a wide-ranging demand management programme
and a panel to review care packages since September 2023 which has started to
have an impact on all commissioned services.

50. The main areas of budget variance forecast in 2025/26 are:

Supported Living - £2.4m overspend

51. There are estimated to be between 25-30 new service users over the course of the
year which represents the long-term historic trend. Higher service user numbers were
incurred after budget setting for 2025/26. The budget is based on a total of 530
service users over the course of the year and currently there are 534 service users at
£1,780 per week.
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Residential Care - £1.3m overspend

There is expected to be a shortfall in the service user income budget of £1m primarily
from an increased forecasted contribution thatwill be required at year end to the credit
loss allowance provision. Health income is forecast to be £0.3m under budget due to
numbers of funded service users being lower than budgeted. Service user numbers
peaked in October 2024 before decreasing to levels similar to a year ago. However, in
recent weeks the service user numbers have started to increase again. The overall
average for the year is forecast to be 2,450 service users per week costing an
average of £1,157 per week.

Adult Learning - £0.7m overspend

Forecast overspend due to reduction in grant funding announced in April 2025 of
£0.3m. HR action plans prepared to deliver savings but expecting overspend in
operational costs and £0.4m exit costs from restructure. Potential additional income
through national insurance rebate currently being investigated which may reduce
overspend.

Better Care Fund (Balance) / Other NHS Income - £1.4m underspend

Discharge to Assess income of £2.4m which can be used to support discharge-related
costs from hospital are expected against a budget of £2.8m. Better Care Fund income
from the minimum contribution to the Council is £1.8m above the budgeted amount.

Home First - £1.0m underspend

The underspend is primarily from vacant support worker posts within the HART
(reablement) Service that are in the process of being filled. Recruitmentis ongoing as
part of the department's plan to increase the HART workforce to enable more cases to
be retained by the service thereby requiring fewer referrals to the external Homecare
sector, which should generate better longer-term outcomes for the department.
Recruitment, however, remains difficult within the social care market.

Supported Living, Residential and Short Breaks - £0.8m underspend

It is difficult to recruit staff in the current social care market across the Council’s Short
Break sites. A recruitment campaign is ongoing to fill vacancies which will allow the
Short Breaks sites to increase its capacity which is linked to an MTFS saving. A plan
for continuous improvementis in place focused on driving up quality taking into
consideration learning from the Care Quality Commission across all service areas

Care Pathway - £0.7m underspend

Staffing vacancies both within the Cognitive and Physical Disability and Learning
Disability and Autism care pathway teams reflect the current difficulties in recruiting
the appropriate adult social care staff.
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Non-Residential Income - £0.6m underspend

Increased Health income of £140,000 is expected from existing Supported Living
service users, who receive a health contribution towards their packages. In addition,
there is a further £0.3m of health income expected because of the growth in service
user numbers within Supported Living to the end of the year. Non -residential client
income is also forecast to be higher than budgeted by £0.2m overall.

Homecare - £0.6m underspend

Service user numbers have fluctuated broadly to near levels observed at the start of

the financial year and have not yet increased as expected. In April 2025 service user
numbers were 2,705. Currently there are 2,690 service users. The winter period may
increase service user numbers, reducing any underspend.

60. The netunderspends above are increased by a net £0.3m underspend mainly from
staffing vacancies and other minor variations.

Public Health

61. The departmentis forecasting to be on budget.

Environment and Transport

62.

63.

64.

A netunderspend of £1.1m (0.9%) is forecast.

Across Highways and Transport operations a net £0.7m overspend is forecast as a
result of:

e Social Care Transport - £0.8m overspend arising from increase in taxi spend as a
consequence of insufficient service provision within Passenger Fleetand growth in
the number of users.

e Reactive Maintenance - £0.4m overspend arising from additional costs to meet
policy from continued deterioration of highways assets.

e Mainstream School Transport - £0.3m overspend. Increase in overall number of
students entitled to mainstream school transport (6.7% since 2021/22) and a rise
in the number of routes. Bus operational costs have also increased, resulting in
higher contract costs which, combined with limited bus capacity, has resulted in a
greater number of pupils being transported by taxi.

e Passenger Fleet— £0.6m underspend due to vacant driver and escort posts, net of
additional vehicle hires and maintenance costs.

e Network Management - £0.1m underspend arising from additional permitting
income from utility companies.

e Highways income - £0.1m underspend arising from increased vehicle access
income.

SEN Transport is currently forecasting to spend to budget; however, there is a risk that
costs could potentially increase by £1.6m if 44% (a figure based on historical data) of
the 470 pupils, who currently have an active EHCP but no school provision, require
transport to attend their allocated school.
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Development and Growth services are reporting a £0.6m underspend arising from
vacancies across teams (£0.5m) and school crossing patrols (£0.1m).

There is a netunderspend of £1.0m reported for Environment and Waste
Management services caused by additional income from the sale of dry recyclable
and electrical materials (£0.4m), lower composting tonnage (£0.3m), and
underspends arising from changes to waste treatment including diverting waste away
from landfill (£0.2m) and haulage (£0.1m).

The remaining balance relates to an underspend on department and business
management due to staffing vacancies (£0.2m).

Chief Executive’s

68. The Departmentis reporting a forecast net underspend of £0.3m (1.9%), mainly due to

staffing vacancies within the Growth Unit (-£165,000) and reduced casual staffing
costs and additional income within Registrars (-£170,000).

Corporate Resources

69.

70.

71.

A net overspend of £0.2m (0.9%) is forecast.

The main driver for the department’s overspend position is Commercial Services
which is reporting a shortfall in income of £0.8m. Trading remains difficult mainly due
to the financial position of schools, which is affecting demand for commercial services
such as school food and LEAMIS (business) services. In addition, despite action
being taken to mitigate the financial impact of the temporary closure of Beaumanor
Hall, losses are expected to be larger than anticipated.

Early delivery of future savings (totalling £0.5m) across both Property Services and IT,
together with underspends arising from reduce utility costs across the estate (£0.2m)
and increases in internal income (£0.1m) have been offset by delays in current-year
savings delivery (E0.1m) and property disposals (£0.1m).

Central Contingencies

72.

73.

MTFS Risks Contingency (E8m). No release of the contingency has been assumed in
the projection at this very early stage but can be used to manage the overspend
position if other mitigations are not successful.

Inflation Contingency (£8.1m). The contingency is currently projected to be underspent
by around £8.1min the current year. This mainly relates to forecast lower costs on
social care fee reviews than anticipated in the MTFS, along with lower forecasts on
running costs, particularly regarding provision for the impact of National Insurance
increases on supply chain costs. Also, the pay award for 2025/26 of 3.2% is lower
than the provision of 3.5% made in the MTFS. The position on a number of other
requirements on running cost inflation should become clearer as the year progresses
so at this stage there is some uncertainty in this estimate.
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Service Investment Fund. This budget (E1.2m) has been transferred for 2025/26
purposes to the Environment and Transport budget, to be used for flood investigation
and scheme development work to address flooding as well as bidding for funding for
project delivery. It will also provide capacity to administer Government flood-related
grant funding.

Central ltems

75.

76.

77.

78.

79.

Financing of Capital net costs are forecast to be on budget.

Bank and other interest, £4m forecast increased investmentincome. Due to the Bank
of England base rate levels being higher and for longer than forecast, and higher than
estimated average Council cash balances. The Bank of England base rate stands at
4% with market forecasts of one further reduction being in quarter one of 2026.
Average balances remain strong due to increases in reserves at year-end, the
rephasing of the capital programme and government grants received in advance.

Central expenditure budgets are currently forecast to underspend by £1.8m, mainly
relating to the cleansing of receipted aged purchase orders that are no longerrequired
and increased allocations from forecast ESPO surpluses.

Additional contributions to corporate earmarked reserves of £12.7m. This mainly
relates to an additional contribution to the Budget Equalisation reserve to provide
additional cover for the increase in the forecast High Needs Block deficit.

The original MTFS projected a net gap in 2025/26 of £4.7m which was planned to be
covered by a contribution from the Budget Equalisation reserve. Given the current
forecast position, that contribution is shown as still being required.

Business Rates

80.

81.

Additional business rates income of around £40,000 is forecast in 2025/26, based on
the latest information from district councils on their NNDR1 forms and forecast section
31 grants.

Reduced Business Rates Pool levy income of £0.3m is forecast for 2025/26. The
currentforecast based on data in the NNDR1 forms and updated forecasts from five of
the seven district councils shows a total of £23.1m, of which one third (E7.7m) will be
allocated to the County Council under the current treatment of levies reported to the
Cabinetin June 2023, compared with the forecast of £8.0m included in the 2025/26
budget. Monitoring of the 2025/26 Pool will continue, with the next exercise taking
place during October. An update will be provided in the next monitoring report.

Overall Revenue Summary

82.

At this stage the revenue budget is forecast to have a net overspend of £8.1m. It
should be noted that this amount is broadly similar to the £8m held in the MTFS Risks
contingency although the first priority in managing the overspend will be to mitigate
areas of cost pressure and identify potential savings. However, this will require the use
of £5m of reserves to balance the budget for the financial year.
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The Director of Children and Family Services is looking at options to manage demand
and cost across social care placements and SEND provision and this may require
changes to the current approach to meeting need. The escalated financial controls,
introduced in December 2023, will remain in place for the foreseeable future and are
currently being reviewed to ensure they remain effective.

Given this is very early in the financial year and the impacts of demand and inflation
on the County Council budget are difficult to assess, the position is still subjectto
change, particularly in relation to demand-led social care budgets. The position will be
updated as more information is known during the financial year.

CAPITAL PROGRAMME = CAPITAL REVIEW

85.

86.

Over the summer the four-year capital programme has been reviewed and refreshed
to reflect the latest estimates and profile of capital schemes, new capital grants and
other funding changes.

The original MTFS 2025-29 capital programme totalled £439m. This was increased to
£498m as at Period 3 after the rephasing of expenditure from the 2024/25 outturn and
additional funding notified since the programme was set, for example, new
government grants and section 106 contributions.

87. Following the review the revised four year capital programme now totals £571m. The

main changes are:

e Local Transport Grant, £52m between 2025-26 and 2028/29.

e Section 106 contributions, £10m added to the C&FS programme.
e Earmarked capital receipts, £4m added to the C&FS programme.

Details are included in the following paragraphs.

88. The revised 4-year programme is summarised below, and shown in detail in Appendix

C.
Capital Programme Original Updated Revised Revised
Expenditure 2025-29 2025-29 2025-29 2025-29 Programme

Programme | (Period 3+ (Aug 25 Changes

Outturn) Refresh)
£000 £000 £000 £000

Children & Family Services 83,140 94,056 117,941 23,886
Adults and Communities 24,330 25,859 25,885 26
Environment & Transport 200,732 231,925 285,523 53,598
Chief Executive’s 200 200 200 0
Corporate Resources 9,650 11,571 8,962 (2,609)
Corporate Programme 120,543 134,566 132,165 (2,401)
Total 438,595 498,177 570,676 72,500
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Capital Programme Funding Original Updated Revised Revised

2025-29 2025-29 2025-29 2025-29 [ Programme
Programme | (Period 3+ (Aug 25 Changes

Outturn) Refresh)

Grant Funding/ Specific

Contributions £000 £000 £000 £000

Discretionary Funding — capital

receipts/ Revenue/ Reserves 115,336 144,261 153,394 9,134

Discretionary Funding —

borrowing required 83,637 83,637 83,637 -

Total 438,595 498,177 570,676 72,500

89.

The key changes from the capital review are described below.

Children and Family Services

90. The four-year programme has increased by £23.9m which relates to the additional
school places programme.

91. As part of the review of the programme the department has identified a shortfall in
funding to deliver 1,860 additional school places in the next three years across seven
schools; the need for places has arisen from housing development across the
County. The projects are a mixture of new schools and expansions to existing
premises.

92. The cost of delivering the additional places is estimated to be £64.5m. Funding
available from DfE basic need grant, earmarked capital receipts, and section 106
contributions totals £28m. This leaves a shortfall of £36.7m in the funding needed as
shown below:

Programme Priority 1 2 Total
Year needed 2026/27 2027/28 -
Places created 810 1,050 1,860
Estimated cost £26.8m £37.7m £64.5m
Funding available £11.8m £16.0m £27.8m
Shortfall £15.0m £21.7m £36.7m
93. The shortfall in funding has been caused by both the increased construction costs and

funding shortages in legacy section 106 agreements due to high inflation, and a
reduction in DfE Basic Need capital funding due to a change in funding methodology
implemented this year. To mitigate costs, an extensive feasibility of the standard
school building designs was undertaken to review size and specification of
buildings. Further to this, as each individual project develops, at the end of each
project stage, costs are reviewed and further value engineered to ensure best value is
being achieved with specific areas of design being targeted for further cost reductions
prior to the contract sum being agreed prior to progress to site.
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The priority one projects need to proceed to construction this autumn for the delivery
of places in time for the 2026/27 academic year. The priority two projects are needed
for the delivery of places required in 2027 and 2028.

Of the £15m needed for the priority one schemes, £5.6m has been identified through
earmarked education capital receipts and departmental revenue reserves, and a
further £2.4m by adding cost reduction targets to the project budgets. This leaves a
revised shortfall of £7m for the priority one schemes. This can be funded through
other changes arising from the review of the overall capital programme:

. £2.6m reduction in the Corporate Resources programme (paragraph 103 below),

. £2.0m contribution from the capital financing reserve. following a review of
reserves over the summer, and

. £2.4m balance required from the Corporate programme portfolio risk, reducing
the funding available for future capital risks.

It should be noted that there is an overall funding shortfall in the Capital Programme of
circa £84m, and directing the funding above towards school places projects will
reduce the ability to close the gap across the MTFS and may lead to further borrowing
being required in the future if no further action is taken.

The priority one schemes have been included in the revised capital programme 2025-
29.

The priority two schemes, requiring additional funding of £22m, have not been
included in the revised capital programme 2025-29. This will need to be reviewed as
part of the refresh of the MTFS for 2026-30, and is a service and funding risk to the
Council.

Adults and Communities

99.

Minor reprofiling of spend but no other significant changes.

Environment and Transport

100. The revised capital programme has been increased by £53.6m, funded entirely by

additional external funds. The main changes are:

. Transport Asset Management (TAM) Programme - net change of +£45.5m). The
Department for Transport (DfT) has announced Local Transport Grant (LTG)
allocations of £52.5m across the four years of the capital programme. The grant
brings together the Integrated Transport Block (ITB) and the LTG. An estimate of
£8m for ITB had been included in the capital programme, which gives a net
overall increase of £45.5m. The TAM programme funds essential highways
improvements including preventative maintenance, restorative works, street
lighting, bridges and flood alleviation works. Details are shown in Appendix C.

. Market Harborough Improvements, £4.4m. Major scheme to increase capacity at
key junctions and allow for better walking and cycling connections, improving
some bus stops, and CCTYV for traffic monitoring and incident management. The
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scheme is being funded by developer contributions of £3.3m and DfT
Consolidated Active Travel Fund grant of £1m.

. Local Electric Vehicle Infrastructure (LEVI) programme, £3m funded by DfT
grant. Additional funding for investment in local electric vehicle charging
infrastructure.

101. A report on the LTG funding and improvement works in Market Harborough was
submitted to the Cabinet on 15 July 2025.

Chief Executive’s

102. No significant changes.

Corporate Resources

103. The programme has been reduced by £2.6m. This relates to a review of the ICT end
user device strategy. The initial proposal for the programme was to replace laptop
devices on an average of every 4 years. However, after several years of data and
experience the programme has identified that the assets lifespan is now expected to
be up to 6 years. This extension in lifespan has led to a reduced annual requirement
in the capital programme.

Corporate

104. The corporate programme has been reduced by £2.4m relating to the use of the
capital programme portfolio risk fund which has been allocated to the C&FS capital
programme. This leaves a four-year balance of £31m on the risk portfolio.

Corporate Funding

105. Additional funding of £2m has been added to the capital programme during the
summer refresh, funded from the capital financing reserve following a review of
uncommitted reserves and previous year-end capital underspends.

Capital Receipts

106. The estimated value and timing of capital receipts over the MTFS period has also
been reviewed. Overall, there are no material changes in the estimated general
capital receipts over the fouryear programme. A detailed review will be undertaken as
part of the updating of the MTFS for 2026-30. Earmarked capital receipts, mainly
school site disposals where the DfE requires the proceeds to be reinvested in
Education capital projects, have increased by £4m and are included in the updated
C&FS capital programme funding.

107. The revised capital receipts targets to fund the four-year programme are shown in the
table below.
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2025/26 2026/27 2027/28 2028/29 Total
Em £Em £m £m £m
Property Receipts
General 8.6 9.7 1.0 1.0 20.3
Earmarked 7.0 0.8 - 2.7 105
Sub-total Property 15.6 10.5 1.0 3.7 30.8
Capital Investments - liLP 7.9 - - - 7.9
Total 235 105 1.0 3.7 38.7

108. The capital investments estimate relates to the sale of certain pooled property
investments within the Investing in Leicestershire Programme (liLP).

Borrowing Required

109. Overall, the net funding required for the programme is unchanged at £83.6m.

110. The refresh of the capital programme has also slightly delayed the profile of when
internal borrowing will first be needed to fund the capital programme, reducing the
amountrequired in 2027/28 by £5m to £37m. The balance of £47m is forecast to be
needed in 2028/29. This delays the cost of borrowing although the pressure on the
school’s programme highlighted above may reduce the ability to do this in future
years.

Capital Summary

111. The review of the capital programme has resulted in updates to the capital
programme for the latest known funding available and latest estimates of profiled
spend. The revised four-year capital programme totals £571m.

112. The C&FS capital programme has required an additional £7m of discretionary County
Council funding to meet the costs of immediate priority schemes required for new
school places. It has been possible to fund the additional costs from reductions
elsewhere in the capital programme, the capital portfolio risk fund and a contribution
from the capital financing reserve, avoiding the need to increase the Council’'s
unsupported borrowing requirement. This may have consequences later in the
programme as that funding may have been used to reduce the funding shortfall in
later years. There is an additional need for a further £22m of funding for the next
priority C&FS new school places. This will be reviewed as part of the refresh of the
MTFS for 2026-30 later in the year, and is a service and funding risk to the Council.

113. Overall, the balance of funding required for the capital programme is unchanged at
£83.6m.
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Investing in Leicestershire Programme — Quarter 1, 2025/26 update

114.

115.

116.

117.

118.

119.

The Council’s Investing in Leicestershire Programme (liLP) is an integral part of the
MTFS. Investments in property and other indirect holdings generate income that
supports the Council’s MTFS whilst contributing to the wider strategic objectives of the
Council and the economic wellbeing of the area. The liLP Strategy is approved
annually as part of the MTFS.

A summary of the IiLP position at quarter one of 2025/26 is included within Appendix
E. This shows forecast total net income for the year of £8.6m which is in line with the
budget for 2025/26. The total budget is split between direct core holdings and
diversifier investments. The position also includes a budgeted contribution to the
sinking fund of £0.7m in 2025/26.

The forecast percentage full year netincome return for the liLP is 5.5% for 2025/26
when excluding the development assets still in construction and the rural
portfolio. Including these asset classes reduces the forecast netincome return to
2.9% for the year as a consequence of the lower percentage returns against the
development and rural portfolio which is expected.

The diversifiers are indirect holdings with the purpose of reducing overall portfolio risk
by investing in differing asset classes and geographies. Four separate types of
investmentare included: UK pooled property funds, a global infrastructure fund, three
vintages of a pooled private credit strategy and a bank risk share strategy. The aim is
to provide diversified income from a variety of differing asset classes and
geographies.

It is planned to commit to replace diversifier investments returning capital during
2025/26. There are currently three private debt investments that are returning capital
alongside providing regular income. There is one bank risk share investment made in
2022 which is also returning capital whilst providing income.

An independentreview of the Fund was undertaken by Hymans Robertson (Hymans)
in December 2023. The report recognises the challenges faced by the property
market resulting from higher interest rates and inflation over the past two years and
acknowledged the challenges facing the market and the liLP. The report made a
number of recommendations including setting ranges/ limits on exposure to individual
assets, tenants, property sectors and asset classes in order to guide the development
of the portfolio. It also recommended the liLP explore opportunities to dispose of
selected properties, partly to adjust property sector allocations but also to recycle
funds into developments.

Proposed IILP investment to CRF6

Background

120. The IiLP proposes to invest £10m into a bank risk share investment product. The

investment strategy is one which is known to the IliLP with the Cabinet having
approved the firstinvestment at its meeting in June 2022 (a £10m investment), with a
follow on £5m invested, totalling £15m to the same investmentproduct, Christofferson
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Robb and Company’s , Capital Relief Fund 5 (CRF5). The Council’s annual
investment strategy allows for a maximum of £20m to be invested into this class of
investment.

At the latest valuation available (30 June 2025) the net asset value of the existing
bank risk share investmentin CRF5 is valued at £12.3m. This will reduce as capital is
returned.

CRF5 has performed ahead of expectations; its target return is 9% pa. It is estimated
that the remaining capital will be returned over the next four years and as such a new
commitment would need to be made in order to maintain exposure to this asset class.
This is a closed ended investment product, meaning capital is returned over the life of
the product (which is seven years) and as such regular commitments are needed.

The asset class is one that the independent review of the liLP strategy by Hymans
proposed should be in the range from 15-25% of total liLP assets. This investment
will help bring the liLP back towards the middle of the range.

Bank risk share / requlatory capital relief

124.

125.

126.

127.

Within the banking regulatory environment, regulatory capital has to be held as
support for loans. This is to ensure thatthe bank has adequate ‘buffers’ againstlosses
under a range of scenarios. If a bank wishes to increase its lending activity it has to
hold more regulatory capital, and this capital can be expensive. For example, raising
equity for regulatory capital can be difficult if the amount to be raised is a large portion
of the existing equity value. The riskier a type of loan, the more capital a bank needs
to hold in reserve.

By arranging a mechanism for transferring the risk for loans made, banks can receive
approval from the regulators to hold less regulatory capital againstexisting loans. This
releases capital to support other banking activities or to bring them within regulatory
limits.

The risk transfer and the approval by regulators makes bank capital relief attractive to
both the bank and the investor. As capital is expensive to raise for banks, they can
afford to pay a healthy premium to the counterparty (the investor) that the risk is being
transferred to. In return, the banks end up with lower risk weighted assets (loans
weighted on the level of risk they present to the bank) and better capital ratios.

Returns to investors come from the insurance premium paid by the bank which will be
distributed to investors, less any fees. The invested capital will be returned as
underlying loans made by the bank are repaid less any losses incurred.

Christofferson, Robb & Company

128.

Christofferson, Robb & Company (CRC) is a private credit management firm that was
foundedin 2002 with capital first deployed into bank risk share strategies in 2004 and
which specialises in European bank capital release. It has a dedicated team split
across mainly London and New York and has the longest track record of managers
operating this strategy.
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129. The strategy has been known to the Council since 2017 when the Leicestershire
County Council Local Government Pension Scheme (LGPS) invested in an earlier
release of the bank risk share strategy, Credit Relief Fund 3 (CRF3). The
Leicestershire LGPS has invested into CRF5 and more recently in CRF6 and was
advised by the investment consultant firm, Hymans.

Capital Relief Fund 6 (CRF6)

130. The currentiteration of the strategy (CRF6) targets an internal rate of return (IRR) of
13%. This is higherthan the previous fund CRF5 and is due to the higher interest rate
environmentthatis expected to continue whilstbank risk share transactions are being
conducted. CRF6 commenced conducting risk transfer transactions in 2024 and is
dueto close to new investorsin late 2025, income distributions will likely commence in
early 2026.

131. The premiums paid by banks are linked to the base rate plus a margin. At times of
uncertainty or stress in financial markets, the margin being agreed between CRC and
the transacting bank can be higher to the benefit of investors if loan losses are below
CRC’s estimations.

132. The Council’s Treasury Management Strategy allows for a maximum of £20m to be
invested into this asset class at any one time. Itis not proposed to increase this limit
and so new commitments of around £10m are proposed given current exposure to the
CRF5 product.

Risks

133. As with all investments there is a level of risk that exists. As a part of the review of the
liLP strategy, Hymans Roberston proposed that maintaining an allocation to this asset
class would benefit the aims of the liLP. This proposed allocation is in keeping with
that strategy. Types of risk include:

o Leverage — the manager, CRC, can employ leverage (it can borrow and invest
alongside investors to boost fund returns). However, this is capped in relation to
a percentage of the total fundraise from investors.

o Key person risk — the departure of key employees could affect the quality of
deals made and monitored. However, new investments can be halted if a key
person departs. This provision exists within the investment particulars is to
protect investors.

o Regulatory dependency - CRC relies on the EU Bank Recovery and Resolution
Directive (2015) to mitigate risks associated with counterparty defaults and
capital recovery. Changes by the European Banking Authority could affect the
viability of Bank Capital Relief transactions. CRC will cease investing if this
occurs during the commitment period.

o General investment risk — this could come from a variety of sources including
poor selection of underlying bank loans to insure and general economic
conditions deteriorating that affects the borrower’s ability to make payment
related to their loans.
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The Council’s experience with CRC

134.

135.

136.

137.

138.

139.

As the administering authority of the Leicestershire LGPS (the Fund), a defined
benefit pension scheme for 107,000 members and over 180 employers, the Fund has
invested in three vintages of the bank risk share strategy.

The strategy has remained almost identical during the period since the first
investment, in CRF3in 2017. The Fund has since invested capital in CRF5 and
CRF6. The table below shows the returns for the CRF 1 to 5.

Vintage | Launched Stage Target return and actual
name
CRF1 | October 2012 | Returned capital / 8-10%: actual in line
matured
CRF 2 | March 2015 Returned capital / 8-10%: actual below
matured target
CRF 3 April 2018 Returning capital 8-10%: actual in line
CRF 4 | September Returning capital 8-10%: actual top of
2019 range
CRF5 | September Returning capital 8-10%: actual ahead of
2021 range

The returns for CRF4 and 5 have been positively impacted by the increase in bank
interest rates from which CRC prices risk sharing deals with banks.

The strategy which transfers loan risk to the investor are usually loans to small and
medium sized enterprises (SMEs). These SME loans and CRCs knowledge and deal
pricing has meant losses have been minimal. Over the 260 individual bank risk share
deals that CRC have taken part in over the various vintages which have totalled over
16billion euros, the total losses equate to 6.5million euros or about 0.05% of total
capital invested on behalf of investors.

CRC structures each deal to recover its capital if losses in the reference portfolio turn
out to be much higherthan expected. CRC constructs transactions that can withstand
3 times to 5 times stress for five years versus the base case which is defined by
European banking regulations and is generally considered to be prudent.
Transactions are typically stress-tested for 4 to 5 times the base case defaults

CRC’s own analysis (presented to the Local Pension Committee in October 2024)
states SME defaults on loans to be less cyclical than defaults on loans to large
corporates.

Additional assurance

140.

Hymans , which provides investmentadvice and is regulated by the Financial Conduct
Authority, has provided assurance regarding the investing in CRF6. The advice is
follow-on advice received by the Leicestershire County Council Pension Fund in
October 2024 when the Fund’'s committee approved an investmentin CRF6.
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Hymans still consider CRC’s Capital Relief Fund a “suitable investment’; it notes there
have been “no key changes” at the manager level (CRC) or changes to the
investment approach since its last review. The team has been expanded at junior
level within investment, risk management and operations.

The investments within CRF6 are well developed and with around $0.5 billion been
raised to date. The majority of this $0.5 billion having been deployed into bank risk
share transactions which are currently performing in line with expectations with the
firstinvestments taking place in the last quarter of 2023. The existing investments
(although notindividually reviewed by Hymans) provides a degree of assurance
versus investing at the outset when no investments having would have been
completed.

The liLP Board is designated as a Cabinet working party and Cabinet has requested
that the membership be extended to include all Cabinet members.

Summary

144.

The Cabinet on 12 September will be recommended to approve additional treasury
management investments in bank risk sharing product (capital release funds) in line
with the Council’s approved Treasury Management Strategy, up to a maximum
holding at any one time of £20m.

MTFS REFRESH 2026 - 2030

National Position

145.

146.

The Chancellor laid out the latest economic plans in detail as part of the spring
statement at the end of March (https://www.gov.uk/government/topical-events/spring-
statement-2025). Key headlines from that announcement were:

o Growth of 1% expected in 2025 rising to 1.9% in 2026

o Overall governmentdepartmental expenditure limits will grow in 1.2% per year in
real terms from 2025-26 to 2029-30

o £2.2Bn of savings per year on back office functions (administrative budgets to be
reduced by at least 15%)

o A spending review in June will set out spending plans for the four years to
2028/29

The spending review (https://www.gov.uk/government/publications/spending-review-
2025-document/spending-review-2025-html) then subsequently provided more

specific for local governmentincluding:

o The Local Government departmental expenditure limits will increase from £15
billion in 2025/26 to £15.8 billion in 2028/29

o Core Spending Power will increase from £69.4 billion in 2025/26 to £79.3 billion
in 2028/29 (2.6% growth in real terms)

o £500m funding to support children remaining in their family environment and
prevent going into care


https://www.gov.uk/government/topical-events/spring-statement-2025
https://www.gov.uk/government/topical-events/spring-statement-2025
https://www.gov.uk/government/publications/spending-review-2025-document/spending-review-2025-html
https://www.gov.uk/government/publications/spending-review-2025-document/spending-review-2025-html

147.

148.

149.

150.

151.

152.

153.

160

It's important to note that the increases in council’s Core Spending Power include
assumed increases in both Council Tax and Business Rates, meaning thatincreases
in government grant funding are much lower and some authorities could see a real
terms loss if Council Tax was excluded.

More specifically the additional funding announced for children’s social care, SEND
support, and housing was useful, butwill be insufficientto prevent many councils from
being under severe financial pressure in the near future, even after setting council tax
at the maximum permitted level.

CPlinflation peaked in October 2022 at 11.1%, then steadily reduced back down to
1.7% in September 2024. Since then, the figures have risen and the latest figure, for
July 2025, stands at 3.8%. The Bank of England is currently forecasting that inflation
will increase to around 4% in the next few months (driven by higher food prices)
before beginning to fall back towards the 2% target.

The pressures of inflation coupled with an ever-increasing demand for core services,
Is presenting a challenge across the whole local government sector. However, as a
very low-funded authority Leicestershire is much worse placed than most to resolve
the problem.

Annual growth in employees’ average earnings was 5.0% as at May 2025 (5.5%
public sector, 4.9% private sector), down slightly from 5.3% in the previous quarter but
still sufficiently high to create ongoing inflationary pressure.

The UK unemploymentrate is currently at 4.7% with just over £9m people
economically inactive. This has increased from a rate of 4.2% last year.

Rising wages and continued relatively low unemployment levels will to some extent
boost tax revenues although the ongoing higher level interest rates will increase the
costs of servicing the national debt.

Leicestershire Position

154.

155.

156.

The MTFS is currently being refreshed although this is difficult without the full
implications of the Fair Funding Review being known. Growth and savings are being
reviewed to ensure they are realistic and robust. There continues to be a great deal of
uncertainty around the likely ongoing impact of inflation, business rates and other
service reforms, e.g. to SEND, as well as the Council’s core income levels.

As well as the impact of growth and inflation there are a number of other risks and
challenges that will feed into the financial position.

Fair Funding Review (FFR)

The FFR implementation date was postponed several times by the previous
Government. The current Government is planning to implement FFR with effect from
2026/27. A consultation on the proposals was undertaken over the summer. The
Government did not provide exemplifications but modelling has been undertaken by
Pixel for the County Council Network and Society of County Treasurers. The
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modelling also includes the potential impact of the Business Rates Reset, planned to
take effectin 2026/27. The modelling indicates thatthe County Council may see minor
benefits from the proposals but this is based on a number of assumptions and is
subject to change.

Most County Councils appear to have relatively better potential outcomes than
previously feared, due to the narrative created by Government and the increased
weighting applied to deprivation when additional funding was allocated in the last
Local Government Settlement. However, Inner London councils and shire district
Councils appearto lose significantfunding and Metropolitan areas gain less than they
were expecting. It is possible that the Government, potentially on the back of lobbying
from groups representing those authorities, may adjust the proposals, such as
increasing the weighting of deprivation factors, which could lead to a worse outcome
for County Councils.

The Ministry of Housing Communities and Local Governmentis due to release a
Policy Statement by early October which will include final Fair Funding proposals and
further information on how the funding of individual authorities will be affected. A
three-year Settlement covering 2026/27 to 2028/29 is due to be announced at the end
of November.

While the potential results of the FFR are welcome, any benefits are not likely to be
material and so will not solve the financial issues that the County Council faces in the
medium to long term. It is also expected that Leicestershire will see reduced funding
overall due to the expected losses of some district councils.

Pay award

A full and final offer of 3.2% for Local Government Services, Chief Officers and Chief
Executives has been accepted by two of the three trade unions. The MTFS
assumption was for an average of 3.5%.

No proposals have been made for future awards in future years. The current
assumptions included regarding pay increases in 2026/27 and later years are for
average increases of 3.5%. Each 1% equates to around £2.2m.

National Living Wage

The National Living Wage (NLW) interacts with the impact of the pay award for
internal staff. But there are additional costs associated with commissioned services,
especially in Adult Social Care. Each 50p increase on the rate adds approximately
£10m to the Council’s bottom line.

An announcement of the NLW for the next financial year is usually made alongside
the Autumn Budget. The Government takes into consideration the recommendations
of the Low Pay Commission, which is anticipating thatthe NLW from April 2026 will be
between £12.55 (2.8%) and £12.86 (5.3%), with a central estimate of £12.71 (4.1%),
compared with the April 2025 figure of £12.21.
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Running costs

The current MTFS allowed for running costinflation of 3% for 2025/26 onwards. At
present the assumption for 2025/26 is anticipated to be generally adequate butthere
are a number of significant inflation items which are still to be resolved over the
coming months, and any amounts in excess of the provision made in the current
MTFS will impact on the position for the new 2026-30 MTFS.

Special Education Needs and Disabilities

The underfunding of SEND has caused a significant financial problem for the County
Council for a number of years. At the time the budget was set, the cumulative deficit
between SEND costs and High Needs funding was expected to reach £81m by the
end of the current financial year and grow to £118m by the end of the MTFS.
Predictions going forwards are uncertain, the latest forecast for 2025/26 shows a
significantly worsening position. The statutory override has been extended until 31
March 2028 but this is only a temporary solution and the government will need to
consider how to address historic deficits as well as future funding shortfalls.

Services Demand

The existing pressures within the MTFS are continuing, particularly in relation to
Children’s services and SEND and this could require increases in growth and adverse
in year budget variations. When the MTFS is refreshed and extended for a year,
2029/30 in this case, the new year adds between £25m and £30m to the financial
deficit.

Mitigations

There are also a number of factors that could potentially help mitigate the financial
risks:

Council Tax

Permitted increase without a referendum is increased. The 2025-29
MTFS assumed maximum increases of 2.99% in 2026/27 and later
years. The 2025 Spending Review indicates that the referendum limit
will remain at 4.99% for the next three years. A 1% increase in council
tax precept would generate c.£4.2m for each year permitted.

Council Tax
Collection funds
net surplus

2026/27 currently includes a net £0.5m forecast. Latest forecasts
show that a net surplus of £0.9m from 2025/26 could be available.

Business Rates
(BR) Pool
surpluses

The current MTFS does notinclude any forecasts for County Council
shares from the Business Rates Pool beyond 2025/26. The latest
forecast for 2025/26 is cE7.7m. The Government plans for a Business
Rates Reset in 2026/27 and the Pool levy could reduce to around
£0m. Also, the Government has not decided if Pools will continue in
2026/27.

Additional interest | Upward movement on interest rates leads to greater returns on
on cash balances | treasury management activity.
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The triennial revaluation of the Leicestershire Pension Fund is
Pension Fund currently in progress and draft results show an improving funding level
Valuation and proposals to reduce the County’s annual contribution rate by 6%
from 2026/27.
168. The implications of the various issues described above will be assessed based on the

169.

170.

171.

172.

173.

174.

175.

latest emerging information over the coming months and fed into the December
Cabinetreport. Whilstthe current MTES forecast will undoubtedly change, the scale of
the challenge is highly unlikely to diminish to the pointthat the County Council would
not need to take significant corrective action, especially given the increasing
pressures in Children’s Services.

To balance the budget the use of reserves or other short-term measures may need to
be considered as was the case with the County Council’'s 2024/25 and 2025/26
budgets, with £6m and £5m respectively being required from reserves to balance the
initial budgets. Whilst this can deal with short term problems it does not solve the
structural imbalance between income and expenditure that inflation and spending
pressures are causing.

In order to identify further areas where savings can be made, the Council is
commissioning an external efficiency review. This will review the Council’s current
savings plans and recommend new opportunities to reduce costs and deliver services
differently. The procurement process is expected to be complete before the end of
October and the Cabinet will receive an update at its meeting on 28 October.
Alongside this, delivery of existing savings will continue and savings under
development accelerated where possible. Savings will focus on options around
alternative service delivery options, increased income, reduced demand. Itis
inevitable, given the scale of savings already delivered, that options will need to
include stopping or reducing some services.

Crucial in progressing this is the need to push on crystalising the savings under
development. The latest position on these is included in Appendix D.

Growth will be subject to significant scrutiny to ensure future projections are robust.
Additional growth will only be included for unavoidable demand driven pressures.
Growth for service improvements is clearly unaffordable and so will not be included.

With respect to capital schemes and projects, there is no room for additional schemes
to be added unless they are invest to save, related to end of life of assets needed for
essential service delivery, or fully funded from external sources.

The revised capital funding gap is unchanged at £84m. With interest rates now having
increased significantly the annual costs to fund the borrowing have increased and this
gap needs to be reduced.

Core service capital schemes (such as Highways Maintenance and Schools) will be
restricted to the annual capital grant allocations and banked developer funding only
although there are some emerging pressures on schools’ places which has required a
short term change to this strategy. Services such as ICT and Property will need to be
focussed on maintaining service delivery rather than enhancing it. In some cases,
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where itis possible, there will be a need to until they can be delivered or after
inflationary or acute current cost pressures subside, mothball schemes.

Many Councils are increasingly putting control measures in place to address

overspends, the scale of which may depend on the severity of the financial position. In

December 2023 the Council introduced a range of escalated financial controls which

include:

. Additional approval requirements by Chief Officers for all recruitment.

. Reviewing agency and overtime spend by Directorate Management Teams to
ensure itis essential for service delivery.

. Introduction of a Corporate Procurement Board to review all procurement activity
over £100,000, and all exceptions to the Council’s Contract Procedure Rules.

. Restrictions on non-essential spend, which includes travel, training and
stationery.

. Restrictions on the use of consultants and special advisors.

Given the MTFS position, these controls remain in place and are reviewed regularly.
These controls are in addition to officers’ usual financial responsibilities. Forthe spend
controls to be successful, continued ownership by everyone who has a partin
spending or generating income is vital.

It should be noted that spending controls do not mean service cuts, although they
should influence how services are delivered. Future savings will not be prioritised
based on where spend was reduced through the controls and managers will need to
consider the potential to make permanent changes to their services.

Planning Framework

179.

180.

The key Government announcements in the coming months will be;

o Policy Statement in relation to final Fair Funding proposals — end of
September/early October.

o The Autumn Budget Statement late October/ early November.

o The Provisional Local Government Finance Settlement expected late November.

The broad MTFS timetable is:

o September to November 2025 — refresh growth, savings and capital including
consideration by Cabinet Lead Members.

o Late October/early November 2025 - National Budget and National Living Wage
announcements.

o Late November 2025 — receipt of the Provisional Local Government Finance
Settlement for 2026/27 to 2028/29.

o 16 December 2025 — the Cabinet will be asked to approve the draft MTFS for
consultation.

o January 2026 — public consultation on the draft MTFS, including the Overview
and Scrutiny Committees and the Scrutiny Commission.

o Early February 2026 — the Cabinet will be asked to approve the final draft MTFS
for submission to the County Council.

o 18 February 2026 — the County Council will be requested to approve the MTFS
for 2026/27 to 2029/30.
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Equality Implications

181. Public authorities are required by law to have due regard to the need to:

. Eliminate unlawful discrimination, harassment and victimisation;

. Advance equality of opportunity between people who share protected
characteristics and those who do not; and

. Foster good relations between people who share protected characteristics and
those who do not.

182. Many aspects of the County Council's MTFS may affect service users who have a
protected characteristic (age; disability; gender re-assignment; marriage and civil
partnership; pregnancy and maternity; race; religion or belief; sex and sexual
orientation). under the Equality Act 2010. An assessment of the impact of the
proposals on the protected groups must be undertaken at a formative stage prior to
any final decisions being made. Such assessments will be undertaken in light of the
potential impact of proposals and the timing of any proposed changes. Those
assessments will be revised as the proposals are developed to ensure that decision -
makers have information to understand the effect of any service change, policy or
practice on people who have a protected characteristic.

Human Rights Implications

183. There are no implications arising from the recommendations in this report. If aspects
of the MTFS proposals relating to policy or service changes are likely to resultin
human rights implications then these will be considered at a formative stage in the
development of those proposals and the Council will be required to demonstrate that it
has paid due regard to these in its decision-making.

Crime and Disorder Implications

184. Some aspects of the County Council’s MTFS are directed towards providing services
which will support the reduction of crime and disorder.

Environmental Implications

185. The MTFS includes schemes to supportthe Council’s response to climate change and
to make environmental improvements. There is the potential for aspects of the MTFS
and the challenges set outin this paper to affect the County Council’s response to
climate change and environment improvements. An assessment of the impact of
proposals will be undertaken prior to any final decisions being made.

Partnership Working and Associated Issues

186. As part of the efficiency programme and changes to services, working with partners
and service users will be considered along with any impactissues, and they will be
consulted on any proposals which affect them.
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Risk Assessments

187. Asthis report states, risks and uncertainties surrounding the financial outlook are
significant. The risks are included in the Corporate Risk Register which is regularly
updated and reported to the Corporate Governance Committee.

Background Papers

Report to the Cabineton 17 June 2025-2024/25 Provisional Revenue and Capital Outturn
2024/25
https://democracy.leics.gov.uk/ieListDocuments.aspx?Cld=135&MId=7877&Ver=4

Reportto County Council on 19 February 2025 — Medium Term Financial Strategy 2025/26
to 2028/29
https://democracy.leics.gov.uk/ieListDocuments.aspx?Cld=134&MId=7391&Ver=4

Appendices

Appendix A - Revenue Position as at Period 4, 2025/26

Appendix B - Revenue budget major variances

Appendix C -Revised Capital Programme 2025-29

Appendix D - Savings Under Development

Appendix E - Investing in Leicestershire Programme — 2025/26 Quarter 1 update
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