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SCRUTINY COMMISSION -2 SEPTEMBER 2026

MEDIUM TERM FINANCIAL STRATEGY —
BUDGET MONITORING AND STRATEGY REFRESH

REPORT OF THE DIRECTOR OF CORPORATE RESOURCES

Purpose of the Report

1. The purpose of this reportis to provide the members with an update on the
County Council’s short and medium term financial position in light of the current
economic climate. The report also details the changes to the previously agreed
2026-30 capital programme following the latest review, and covers the latest
revenue budget monitoring position for 2026/27.

Policy Framework and Previous Decisions

2. The Medium Term Financial Strategy (MTFS) for 2026/27 to 2029/30 was
approved by the County Council on 18 February 2026. The MTFS forms part of
the Budget and Policy Framework as set outin Part 4C of the Council’s
Constitution.

Timetable for Decision (including Scrutiny)

3. The Cabinetwill consider a report on the MTFS position on 8 September 2026,
including the proposed changes to the previously agreed 2026-30 capital
programme.

4. The Cabinet will be asked to approve the draft MTFS 2027 to 2031 for
consultation in December 2026. All Overview and Scrutiny Committees and the
Scrutiny Commission will consider the draft MTFS in late January 2027 and the
Cabinetwill then make a final recommendation to the County Council in February
2027.

Medium Term Financial Strategy

5. The County Council continues to face a challenging financial outlook. The current
MTFS showed the 2026/27 revenue budget as being balanced only after the use
of £15m from earmarked reserves and anticipated a funding gap of £34m in
2027/28 rising to £85m by 2029/30, despite savings of £115m being targeted and
builtinto the financial projections. An initial review of the position in light of service
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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 continue to face significant
additional costs in 2027/28 and future years.

The national economic picture continues to impact on the Council’s MTFS,
although the outlook is looking slightly better than in recent years. The Bank of
England’s latest forecasts show a peak of CPl inflation this yearto 3.2% in the
fourth quarter of 2026 and then a fall to 1.7% in the first quarter of 2028 in line
with the Bank of England’s 2% target. However, the stop-start negotiations
between the US and Iran and few ships navigating the Strait of Hormuz, continue
to create uncertainty in the markets. Therefore, while the inflation outlook has
improved there are still material risks. In particular, disruption to energy supplies
with the continuing middle east conflict could increase wholesale energy prices
and delay the anticipated easing of inflation.

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 base rate is currently 3.75% with the next reduction of 0.25% not
forecast until September 2027. Further reductions seem unlikely in the short term
given the risks to inflation.

Sustained inflation will increase the pressure on energy costs and for wage
growth, with the Council particularly sensitive to the level of the National Living
Wage, which is set nationally and is therefore outside of the Council’s control. .

A full refresh of the MTFS is underway, updating expenditure and funding
assumptions for the latest position.

The Council will continue to pursue efficiencies with the Better Leicestershire
Programme (the outcome of the Efficiency Review) contributing to this process.
However, it is clear that in the current climate, and on the back of the £313m of
savings already delivered since 2010, achieving a balanced position will be very
challenging without further impact on services. A key factor driving the current
MTFS gap is the SEND deficitand so much will depend on clarification on future
government support.

From 2026/27 the Government introduced a three-year financial settlement
covering 2026/27 to 2028/29. Provisional allocations are therefore known for the
firsttwo years of the new MTFS. However, these will still be subjectto annual
local governmentfinance settlements - draft settlement in December with the final
settlement in February each year.

The Capital Programme will also need to continue to be prioritised with only
essential projects progressing. The refreshed four-year capital programme
includes a revised shortfall in funding of £57m — reduced from £65m since the
original programme - which will need to be funded by borrowing unless other
funding sources are identified. The revenue costs arising from this borrowing are
estimated to total £4m per annum on the basis of using internal borrowing.



Pressure on the schools capital programme, due to shortfalls on funding for new

school places, may reduce the ability to reduce the overall capital shortfall in
future years. It is therefore vital that the County Council continues its focus on

managing its financial sustainability.

13. The Council is also subject to Local Government Reorganisation (LGR). The
Government's proposed model for Leicester, Leicestershire and Rutland has
recently been announced with the establishment of two new unitary authorities for
Leicester, Leicestershire and Rutland, to take effect on 1 April 2028. A significant
amountof work will now be required to determine the financial impact on the new
authorities. For this MTFS, the detailed impacts of LGR have not yet been
included. However, funding towards the estimated cost of transition of LGR are

included in reserves.

2026/27 REVENUE BUDGET MONITORING = PERIOD 4

14. The Period 4 revenue budget monitoring exercise shows a neutral position, after

reducing the amount of reserves required to balance the budget. This is explained
furtherin the report below. A summary of the position is shown below and in more

detail in Appendix A.

REVENUE BUDGET MONITORING STATEMENT

FOR THE PERIOD : APRIL 2026 TO JULY 2026

Schools Budget — Schools and Early Years
Schools Budget — High Needs
Net Total

Children & Family Services (Other)

Adults & Cultural Services

Growth, Environment & Transport

Public Health, Communities, Law & Governance
Corporate Resources

Capital Financing

Contingency for Inflation

Other Areas

Contributions to earmarked reserves
Contribution to General Fund

Contribution from budget equalisation reserve to balance
2026/27 revenue budget

Total

Funding

Sub Total

Reduce reserve contribution to balance overall budget
NET POSITION

Updated Projected Difference
Budget Outturn from Updated
Budget

£000 £000 £000 %

0 0 0

0 62,200 62,200

0 62,200 62,200
158,396 155,946  -2,450 -1.5
249,352 249,582 230 0.1
116,780 115,580 -1,200 -1.0
10,671 10,911 240 2.2
40,082 39,632 -450 -1.1
10,800 10,900 100 0.9
10,846 10,846 0 0.0
-225 -1,475  -1,250 n/a
33,800 33,800 0 0.0
1,000 1,000 0 0.0
-15,373 -15,373 0 0.0
616,130 611,350 -4,780 -0.8
-616,130 -616,130 0 0.0

0 -4,780  -4,780

0 4,780 4,780

0 0 0
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At the time that the budget was set in February 2026, £15.4m of reserves was
included to balance the budget. The Period 4 position above shows an
underspend of £4.8m, and so the reserves needed to balance have been reduced
accordingly and therefore the position presented in this reportis neutral.

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

17.

18.

19.

Overall, there is a net projected overspend of £62.2m on the Dedicated Schools
Grant (DSG), wholly against the High Needs Block (HNB).

Due to sustained year-on-year growth in demand for funded Education, Health
and Care Plans (EHCPs) since they were introduced in 2014, a £72m overspend
on the HNB budget was forecast in the original MTFS after mitigations for the
2026/27 financial year based on a 15% increase in EHCPs from the previous
year. The latest forecast at Period 4 shows a reduction in the overspend to £62m
based on the final 2025/26 outturn and the latest in year information. This includes
a reassessment of demand levels and trends, revised placement mix and unit cost
assumptions, and a clearer view of the expected impact of mitigation activity.
Collectively these changes resultin a lower projected financial pressure in the
refreshed forecast, but nonetheless a variance position still of financial
significance and concern.

Overall demand for EHCP’s has continued to rise which is illustrated in the chart
below — active EHCP’s over time by calendar year. At January 2026 there were
8,786 active EHCP’s representing a 23% increase since January 2025, and a
193% increase in EHCPs since 2016. At mid-July 2026 there were 9,188 EHCP’s
(a 5% increase halfway through the calendar year). .Itis too early at this stage,
based on available data, to conclude if the increase in EHCP activity is slowing.
Furtheron-going analysis of both demand and costs are actively underway as part
of MTFS planning.
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20. Atthe end of 2025/26 the cumulative DSG deficit was £79.2m. If future demand
remained on a similar trajectory to 2025/26 the cumulative DSG deficit could
increase to upwards of £400m by March 2030, before any government financial
support. This will be kept under review as part of the MTFS refresh to understand
if the slower growth so far this year is likely to be sustained. As a demand-led
service it is subject to volatility.

|

Jan-17

21. Inthe final Local Government Finance Settlementin February 2026, the

government announced support for local authorities with net DSG deficits as
below:

e Phase 1 - Local Authorities with DSG deficits at the end of 2025/26 will be
eligible to receive a High Needs Stability Grant (HNSG) covering up to 90% of
their net DSG deficit subject to each authority submitting and securing the
Department for Education’s (DfE) approval of a local SEND Reform Plan. The
Council would be required to fund the balance.

e Phase 2 —the Government will confirm the detail on further support for deficits
arising in 2026/27 and 2027/28 before the end of the statutory override (31
March 2028), stating ‘we will continue to take an appropriate and proportionate
approach, although it will not be unlimited’. No further details have been
provided to date.

e From 2028/29 — SEND spending will be covered by the DfE’s central budget
meaning that local authorities will not be expected to fund future SEND costs
from general funds, but no funding has yet been included in the DfE’s budget
for this.

22. The DfE has also advised that it will scrutinise local authority DSG accounts on an
ongoing basis to identify discrepancies and significant fluctuations, as well as
potential ineligible spend, which will be deducted from the total net DSG balance
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before calculating the 90% grant. The Council submitted its Local SEND Reform
Plan in June 2026 which will now be reviewed by the DfE (this is the subject of a
separate report on the agenda for this Cabinet meeting). Subject to the DfE
review payments of HNSG are expected to be made later in 2026. It is not yet
clear how the scrutiny of DSG spend is going to be undertaken by the DfE.

In March 2026 the governmentissued its Schools White Paper on SEND reform.
While the plans are expected to result in systemic changes to the national SEND
system, such changes will take several years to deliver, and itis uncertain at this
stage whether and how such changes will directly address the current or forecast
funding issues in the short to medium term.

Despite current planned mitigations, at the levels of expected and/or projected
growth, the financial position is unsustainable. As such itis essential that the
planned measures to contain ongoing growth are successful, and further
mitigations and actions are actively considered to reduce the projected financial
burden on the DSG 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. In developing additional mitigations, consideration is being given
to aligning actions to changes coming through linked to the Schools White Paper
and SEND reforms.

There are still significant ongoing financial risks with DSG deficits from April 2026
until responsibility transfers to the DfE from 2028/29. The level of government
support for these deficits has not yet been confirmed and therefore the MTFS
continues to set aside funding towards these deficits until the position becomes
clearer. Assumptions around the DSG deficit and funding towards it will be a key
factor in the MTFS refresh this year.

Children and Family Services — Local Authority Budget (Other)

26.

27.

28.

The Local Authority budget is projected to underspend by £2.5m (1.5%).

The overall underspend position is largely due to a projected underspend of a
combined £2.3m on the Children’s Social Care Placement budget — comprising
both of Unaccompanied Asylum-Seeking Children (UASC) and non-UASC
placement costs.

Whilst demand remains volatile and forecasting the year-end position remains
challenging, pressures continue within residential and secure placements where
cost scrutiny remains high. However, the core placements budget is forecast to
deliver an underspend of £1m, reflecting a more favourable placement mix and
lower average unit costs than assumed at budget setting, supported by continued
focus on demand and cost management through the Smarter Commissioning
programme. In addition, a £1.3m underspend is projected within UASC, driven by
both reduced placement unit costs and the impact of the time-limited UASC
incentive scheme, which provides additional unbudgeted Home Office funding to
support participation in the National Transfer Scheme.
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A £0.2m underspend is projected for 2026/27, driven by continued focus on
departmental financial controls and ensuring all expenditure is essential and
supports efficient service delivery. Thisincludes a potential opportunity and scope
that this underspend may be able to be translated into an ongoing financial benefit
as part of future MTFS planning.

Adults and Cultural

30.

31.

32.

33.

34.

A net overspend of £0.2m (0.1%) is forecast for the revenue budget for 2026/27.
The main areas of budget variances are:

Supported Living - £1.3m overspend

The overspend reflects a sharp increase in the average hours per service user
(+4%) that was observed in the final quarter of 2025/26 that is expected to
continue into 2026/27. There are also some very high-needs packages that
started in the final quarter of 2025/26 that are significantly above the normal
average package cost; Health funding will be received which will offset the cost
and will appear within the Health income elsewhere in the Department’s budget.
Offsetting this at this stage are lower than budgeted service user numbers
amounting to a reduction of 2%. However, historic data suggests an increase in
service user numbers going into the autumn months as young adults transition
from care provided by the Children’s and Family Services department to the
Adults and Cultural Services department.

Direct Cash Payments - £1.2m overspend

The overspend is based on an expected shortfall of clawbacks based on
performance to date (£0.5m). The departmentis working to improve its
performance on clawbacks through the Direct Payment Support Team which is
working alongside the Care Pathway Operational Teams to implement process
improvements and the recovery of clawbacks. In addition, £0.7m is from higher
than budgeted average package costs some of which relates to the purchase non-
regulated services, such as Community Life Choices/day services.

Better Care Fund (Balance) / Other NHS Income - £1.2m overspend

Reduced funding from the Integrated Care Board relating to residential discharge
to assess packages. Discharge to assess income of £1.6m which can be used to
support discharge-related costs from hospital are expected against a budget of
£2.8m due to lower activity.

Homecare - £0.4m overspend

Service user numbers have continued to increase above demographic trends
since February 2026 from around 2,730 to 2,813 (+2.85%) at the end of May 2026
primarily through new starts being greater than service ends for Homecare
maintenance packages. However, the average hours commissioned has
remained around 10.8 hours per service user.
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Non-Residential Income - £0.9m underspend

Estimated additional income of £0.8m expected from non-residential clientincome
at this stage primarily through a combination of increased service users (+2%)
receiving a service and higher average chargeable amount per person (+1.3%).
Health income is forecast to be £0.1m higher than budget at this stage.

Residential and Nursing Care - £0.8m underspend

Gross residential expenditure is forecast to be £1.1m overspent, largely due to the
numbers of older people within long stay being higherthan budgeted. This reflects
the full year effect of a sharp rise that was observed in the final quarter of
2025/26. Data on the number of new starts indicates that there is the potential for
the number to decrease over the summer period therefore this overspend could
reducein future periods. Offsetting this overspend is additional clientincome and
health income. Additional clientincome of £0.4m is forecast predominantly from
the additional long stay service users reflecting the higher service user numbers
being observed in 2025/26 and the full year effect of this in 2026/27. Additional
health income of £1.5m is forecast due to the higher residential service user
numbers and the department working to improve processes to ensure that health
funding is recorded correctly.

Care Pathway - £0.6m underspend

Staffing vacancies both within the Cognitive and Physical Disability and Mental
Health and Safeguarding care pathway teams reflect the current difficulties in
recruiting the appropriate adult social care staff. In addition, there is an
underspend expected with the Integrated Community Equipment Service.

Home First - £0.5m 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. This is also a focus of the Better Leicestershire Programme
(Efficiency Review). Recruitment, however, remains difficult within the social care
market.

Shared Lives Residential - £0.5m underspend

A lower level of long and short-term residential placements is taking place due to
lower levels of shared lives carers available to take on new placements. The
Shared Lives Team is working to promote the service and encourage the uptake
of new carers signing up to the service.
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Supported Living, Residential and Short Breaks - £0.3m underspend

The underspend relates to staffing vacancies from the difficulty in recruiting 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 capacity which is linked to an MTFS saving.

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

Growth, Environment and Transport

42.

43.

44,

45,

46.

A netunderspend of £1.2m (1.0%) is forecast.

Across Highways and Transport operations a net £0.4m underspend is reported
as a result of:

e Social Care Transport - £0.6m overspend arising from an increasing number of
service users.

e Street Lighting - £0.1m overspend as a result of increased street lighting
maintenance costs.

e Increased S38 and S278 developer income -£0.4m underspend.

e Passenger Fleet— £0.2m underspend due to difficulties in recruiting drivers
and escorts.

e Network Management - £0.2m underspend arising from additional permitting
income from utility companies.

e Vacancies across teams — underspend of £0.1m

e HighwaysIncome - £0.1m underspend arising from increase in vehicle access
income (dropped kerbs).

Development and Growth services are reporting a £0.2m overspend arising from
an increase in Area Traffic Control reactive faults resulting in additional traffic
management costs £0.2m and increased concessionary travel passenger
numbers £0.1m. This has been partly offset by vacancies across teams £0.1m.

A netunderspend of £0.9m is reported for Environment and Waste Management
services. Additional income from the sale of dry recyclable materials £0.2m, lower
composting tonnage £0.2m as well as underspends arising from in-year staffing
turnover across teams £0.4m and changes to waste treatment and associated
haulage £0.2m, partially offset by increased property costs £0.1m.

The remaining balance relates to £0.1m underspend on department and business
management due to staffing vacancies.

Public Health, Communities, Law and Governance

47.

The Departmentis forecasting a net overspend of £0.2m (2.2%), mainly due to
staffing vacancies within Democratic Services £0.1m and unallocated savings that
are still to be allocated across the department £0.3m. The departmentis expected
to approve a plan to allocate these shortly.
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Corporate Resources

48.

49.

50.

A netunderspend of £0.5m (1.1%) is forecast.

Vacancies across the directorate account for £0.4m of the underspend as
services continue to experience significantdifficulties in recruitment and retention
for professional and technical posts due to competition in both public and private
sector markets.

Lower building running costs £0.3m across Property Services have been partly
offset by late delivery of customer programme savings £0.1m and additional
agency costs on Strategic Property due to the transition into a new structure.

Central Contingencies

51.

52.

53.

MTFS Risks Contingency (E8m). No release of the contingency has been
assumed in the projection at this relatively early stage. Monies that are not
required to offset any issues that may arise elsewhere in the 2026/27 budget will
be transferred to corporate earmarked reserves to assist with addressing the
projected MTFS budget gaps in future years.

Inflation Contingency. The contingency is currently projected to be on budget. The
original contingency total was £18.3m and transfers totalling £7.4m have been
made, mainly relating to the Adult Social Care Fee review (£7.0m). The position
on a number of other key requirements, such as the 2026/27 pay award and
running costinflation should become clearer as the year progresses so at this
stage there is uncertainty in this estimate.

Service Investment Fund (E2.1m). The original 2026/27 budget was £2.5m with
£0.4m transferred to the Growth, Environmentand Transport departmental budget
for 2026/27 for the items approved at the County Council budget meeting for
additional investment in public bus services, environmental maintenance and grit
bin discount. The additional investment was for two financial years, therefore
£0.4m of the balance will be transferred to earmarked reserves at the year end to
fund spend next year. Overall, this leaves a balance of £1.6m in 2026/27 for new
investments. At this stage the amount has been forecast to be spent.

Central ltems

54.

55.

The Financing of Capital budget is forecast to overspend by a net £0.1m.
Following elevated gilt yields hitting 20-year highs caused by inflation remaining
stubbornly above the Bank of England’s target of 2% and the US-Israel-Iran
conflict, there continued to be an increase in the discounts available for the
premature repayment of Public Works Loan Board debt, which will then lead to
annual savings in interest payments for the next 30 years in excess of the
premiums paid.

As a result, the Council repaid a further £26.9m of external debt early in April and
May 2026, incurring a premium of £5.2m. The cost of the premiums is offset by a
reduction in interest payments of £2.6m (ongoing in later years) as well as a
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contribution of £2.5m from earmarked reserves which was set aside as part of the
2025/26 Outturn report to continue to reduce capital financing costs by taking
opportunities to repay external debt, where repayment rates are favourable. Since
Period 4, a further £10m of external debt was repaid in August 2026, following the
lender exercising their option to increase the interest rate on the loan. This did not
incur any premium.

The Council’s level of external debt now stands at £93m continuing to be at the
lowest level for over 30 years. Compared with the capital financing requirement
(the level of historic capital expenditure required to be funded) which is estimated
to be £189m at 31 March 2027, the Council will be £96m under-borrowed at year
end. This difference can be funded using internal investment balances rather than
more expensive external borrowing.

Bank and other interest gives £1m forecast increased investment income. With
inflation in the UK continuing to be stubbornly above the Bank of England’s 2%
target, the Bank of England base rate, the main mechanism used to control
inflation, has not reduced as originally forecast by markets when the budget was
compiled in January 2026. As a result of the bank rate being higher and for
longer than forecast, together with higher than estimated average Council cash
balances a £1m increase in bank interest is forecast.

Central expenditure budgets are currently forecast to underspend by £0.3m,
mainly relating to the cleansing of receipted aged purchase orders that are no
longer required.

Regarding contributions to earmarked reserves, the current MTFS strategy
included setting aside 50% of the in-year DSG deficitin an earmarked revenue
reserve. Given the forecast reduction of the deficit, by £10m at Period 2
mentioned earlier in the report, itis possible to reduce the amount being set aside
by £6m and show this as an underspend. However, itis still very early in the year
and demand can be volatile as previous years has shown., With no details yet
from the government on the funding of 2026/27 and 2027/28 DSG deficits, the
latest forecast for contribution to reserves continues with the original contributions
being set aside. This position will be reviewed during the year and as part of the
new MTFS 2027-31.

The MTFES projected a net gap in 2026/27 of £15.4m to be covered by a
contribution from the Budget Equalisation reserve. However, based on the £4.8m
underspend across the Council’s budget, the reserves required can be reduced to
£10.6m to give an overall neutral bottom line position. However, it is still relatively
earlier in the financial year so this may be subject to change.

Savings Monitoring

61.

The current MTFS includes £23m of savings to be delivered in 2026/27. The
majority of these savings are on target with four exceptions with a total value of
£0.6m which isreflected in the budget monitoring position that are expected to fall
short of target in the current financial year:
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Customer Programme - £130,000

Ways of Working (use of office space) - £50,000

Review of ASC Lightbulb Service -£160,000

e Defining CFS for the Future Programme — Phase 2 -£250,000

In addition, there are 10 initiatives totalling £3.9m which are tracking with some
delivery concerns for the current year. These exceptions are being managed in
the current year within departmental budgets. The status of savings delivery is
monitored by CMT and where possible mitigating actions are being taken to
address any slippage and reduce any impact on the MTFS in future years.

Overall Revenue Summary

63.

At this stage the Council’s budget is showing a neutral position, as the £4.8m
underspend across service and corporate budgets is offset by a reduction in the
level of reserves required to balance the budget. This is very early in the financial
year and the impacts of demand and inflation on the County Council budget are
difficult to assess, and so itis subject to change. The position will be updated as
more information is known during the financial year.

CAPITAL PROGRAMME - CAPITAL REVIEW

64.

65.

66.

67.

68.

Over the summer the four-year capital programme has been reviewed and
refreshed to reflect the latest scheme estimates and expenditure profiles, and
funding changes.

The original MTFS 2026-30 capital programme totalled £501m, including a
funding gap of £65m to be financed from prudential borrowing. The programme
was increased to £586m as at Period 3 after the rephasing of expenditure from
the 2025/26 outturn and additional grant and section 106 funding notified since
the programme was set.

Following the review the revised overall four-year capital programme has
increased to £600m due mostly to two new DfE grants:

o High Needs DfE Grant, £11.4min 2026/27.
o Special and Alternative Provision Free School Alternative Places grant,

£2.3min 2027/28 (in addition to the same amount previously notified for
2026/27)

Overall capital funding has also increased, for these new grants, and also for the
latest estimate of capital receipts and contributions from the capital financing
reserve. The increase in capital receipts and capital financing reserve
contributions have reduced the overall capital funding shortfall by £8m to £57m.
This reduction in borrowing needed will reduce the estimated ongoing borrowing
costs of the Council by around £0.5m per annum, supporting the MTFS. This
improvement will be included in the new MTFS for 2027-31.

Details are included in the following paragraphs. The revised 4-year programme is
summarised below, and shown in detail in Appendix C.



69. The key changes from the capital review are described below.
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Capital Programme Original Updated Revised Revised
Expenditure 2026-30 2026-30 2026-30 2026-30 Programme
Programme | (Period 3+ (Aug 26 Changes
Outturn) Refresh)
£000 £000 £000 £000
Children & Family Services 87,178 113,156 127,871 14,715
Adults & Cultural 25,830 26,028 26,624 596
Growth, Environment & Transport 274,687 325,617 325,584 (33)
Public Health, Communities, Law
& Governance 200 200 0 (200)
Corporate Resources 7,144 9,363 9,455 92
Corporate Programme 105,917 111,164 110,965 (199)
Total 500,956 585,528 600,499 14,971
Capital Programme Funding Original Updated Revised Revised
2026-30 2026-30 2026-30 2026-30 Programme
Programme | (Period 3+ (Aug 26 Changes
Outturn) Refresh)
Grant Funding/ Specific
Contributions 319,824 365,114 380,505 15,391
Discretionary Funding — capital
receipts/ Revenue/ Reserves 116,132 155,414 162,994 7,580
Sub Total 435,956 520,528 543,499 22,971
Funding Shortfall - borrowing
required 65,000 65,000 57,000 (8,000)
Total 500,956 585,528 600,499 14,971

Children and Family Services

70.

71.

72.

The four-year programme has increased overall by £15m due to the new grants
announced mentioned earlier in the report; DfE High Needs £11.4m and DfE
Alternative Places grant £2.3m. The funding is shown as part of the provision and
improvement of SEND places within the revised capital programme. £1m of
additional section 106 contributions have also been confirmed and are added to
the provision of additional school places programme.

As reported in previous MTFS reports the department is continuing to identify
shortfalls in funding to deliver additional school places. 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. The Council was required to
add £12.6m and £6.7m of discretionary funding to support urgent priority one
projects for school places in the summer refresh 2025 and the new MTFS in

February 2026 respectively.

There are around afurtherten schools that are likely to require additional funding
in the new MTFS. The department is urgently reviewing the position and options
to reduce the costs and funding shortfalls. However, this remains a significant
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Education and financial risk to the Council. An update will be provided in the new
MTFS for 2027-31 in December.

The shortfall in funding has been caused by both increased construction costs
and funding shortages in legacy Section 106 agreements, alongside a reduction in
DfE Basic Need capital funding following changes to the funding methodology
implemented by the DfE last year. The revised methodology introduced minimum
thresholds of places required within a planning area before an allocation is made
and discounts pupils forecast to arise from housing developments which now
account for much of the pupil growth being forecast for Leicestershire. Combined
with reduced birth rates in recent years, this has significantly reduced the level of
Basic Need funding available to the Council. Efforts to lobby the DfE have been
unsuccessful.

Funding shortfalls in legacy Section 106 agreements have arisen for a number of
reasons, including construction costinflation outstripping the indexation applied to
developer contributions, abnormal costs associated with new school sites not
adequately reflected in historic agreements, and the additional costs of
implementing more recent requirements such as zero-carbon measures and
sprinkler systems that were not anticipated when contribution levels were
originally established.

To mitigate costs, an extensive review of standard school building designs has
been undertaken to consider the size and specification of buildings. In addition,
live schemes continue to be value engineered at the end of each project stage to
ensure bestvalue is achieved, with targeted design changes made where
appropriate to reduce costs. The departmentis also pursuing standardised
designs with reduced specifications and continuing negotiations with developers
regarding new school sites. However, it should be noted that some recent
schemes have experienced cost overruns as a result of planning delays and
additional planning conditions that were not identified at the feasibility stage.

Adults and Cultural

76.

Reprofiling of spend on the Social Care Investment Plan (SCIP) to 2027/28 while
suitable schemes are being identified, and £0.6m additional Disabled Facilities
Grant added to the four-year programme.

Growth, Environment and Transport

77.

78.

The overall total for the programme is unchanged at £326m. However, all
spending profiles have been reviewed to reflect the latest spending on schemes.
The review has also allocated the remaining balances of the Local Transport
Grant allocations (for 2027/28 to 2029/30) that were temporarily unallocated in the
original MTFS. The funding has been allocated across the Transport Asset
Management programme, mainly towards restorative (patching) works on the
highway, property flood alleviation and advanced design.

There is a separate report on this Cabinet agenda in relation to progress with
major road schemes. This includes potential cost pressures which may need to be
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managed as part of the MTFS refresh and a further update will be included in
future MTFS reports.

Public Health, Communities, Law and Governance

79.

This is a small programme with only one capital scheme, new legal case
management system. Options are being reconsidered which has resulted in
uncertainty on when and if the scheme will go ahead. As a result, the project has
been removed and added to the Future Developments programme, £0.2m.

Corporate Resources

80.

The overall programme has increased by £0.1m for a new Public Sector
Decarbonisation grant recently awarded. Within the programme scheme profiles
have been updated with some relatively minor reprofiling to later years. The
Transformation - Ways of Working programme £0.5m has now been completed
and the funding released has been allocated to a new Corporate Estate — General
Improvements programme. This will provide funding for an ongoing programme of
corporate estate capital works to reduce the reliance on new schemes being
added annually to the capital programme. It will also provide funding towards new
landlord responsibilities around single sex toilets following government guidance
announced in early August 2026.

Corporate

81.

Minor reprofiling of programme costs and a £0.2m reduction in the capital portfolio
risk programme, reducing from £25.2m to £25m, but otherwise no other material
changes.

Discretionary Funding / Capital Receipts and Reserves

82.

83.

Additional funding of £7.6m 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, and a review
of the latest estimated value and timing of capital receipts over the MTFS period.
A total of £130m s held in the capital financing reserve to fund the four-year
capital programme.

The revised capital receipts targets to fund the four-year programme are shown in
the table below. Earmarked receipts are mainly sales of Education properties
which are required to be reinvested in new Education capital projects.

2026/27 2027/28 2028/29 2029/30 Total
£m £m £m £m £m
Property Receipts
General 6.4 8.9 3.6 34 22.3
Earmarked 2.9 4.0 2.7 0.0 9.6
Total 9.3 12.9 6.3 34 31.9
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Capital Shortfall / Borrowing Required

84.

85.

Overall, the net funding required for the programme has reduced by £8m to £57m.
As set outin the original MTFS, and due to the levels of cash balances held by
the Council, that no new external borrowing will be taken out and instead the
shortfall will be financed by internal borrowing.

This reduces 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

86.

87.

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 £600m.

Overall, the balance of funding required for the capital programme has reduced to
£57m saving the Council around £0.5m in revenue borrowing costs per annum
ongoing.

Investing in Leicestershire Programme — Quarter 1, 2026/27 update

88.

89.

90.

91.

The Investing in Leicestershire Programme (IILP) is part of the MTFS.
Investments in property and other diversifier 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. The IiLP Annual Performance Reportis
the subject of a separate report on the agenda for this Cabinet meeting.

A summary of the liLP position at quarter one for 2026/27 is included within
Appendix D. The budgeted outturn for 2026/27 is £8.6m. As at the end of quarter
one a revision to the County Hall rental income of £75,000 from tenants exercising
break clauses means the forecasted outturn is now £8.5m. There are no other
material changes to the direct property estate and the diversifier investments
continue to generate income in line with expectations.

The total budget is split between direct core holdings and diversifier investments
as shown in the appendix. The position also includes a budgeted contribution to
the sinking fund of £1.7m in 2026/27. Any outperformance versus the budget will,
like previous years, be added to the sinking fund which is forecast to rise towards
£10m by the end of the MTFS period.

The forecast netincome percentage return for the liLP is 5.5% for 2026/27 when
excluding the development assets (those that are in construction), and the rural
portfolio. Including these asset classes reduces the forecast netincome return to
3.1% for the year as a consequence of the naturally lower returns againstthe rural
portfolio which is in line with the rural strategy. Assets are also held in order to
benefitfrom capital appreciation. For example, external rural revaluations over the
past few years have materially increased the carrying value of the overall rural
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estate. Capital valuation changes are only calculated at year-end and as such no
impact is included above.

The diversifying investment are pooled fund investments where the Council
invests alongside other investors. The purpose of these holdings is to reduce
overall liLP portfolio risk by investing in differing asset classes and geographies.
Four separate types of investment are included: UK pooled property funds, a
global infrastructure fund, two vintages of a private debt strategy and two vintages
of a bank risk share strategy. The aim is to provide diversified income from a
variety of differing sources which has performed well over the past few years
whilst UK property total returns have suffered as the Bank of England base rate
increased.

Diversified investments are currently below the target level set by the last liLP
strategy. The current MTFS includes provision for additional investment which is
now pending a liLP strategy review thatis planned later this year and will inform
the Council of the future direction for the liLP. The last review was completed in
early 2024.

MTFS REFRESH 2027 - 2031

National Position

94.

95.

96.

97.

The previous Chancellor delivered the Spring Forecast at the end of March,

backed by the Economic and Fiscal Outlook reported by the Office of Budget
Responsibility. The forecast states GDP growth of 1.1% is expected in 2026,

down from 1.4% in 2025, rising to 1.6% in 2027.

There remains uncertainty arising from the new administration in Westminster.
The new Chancellor has announced that they will deliver their first budget on 28
October 2026. The governmenthas also published the Rewiring the State Cabinet
Statement which sets out the government’s vision for devolution in England, with
an aim to have strategic authorities in place everywhere by the end of 2028. The
statement emphasises a preference for mayoral authorities, but states that this will
be a local decision.

While the introduction of the High Needs Stability Grant (HNSG), covering 90% of
Dedicated School Grant (DSG) deficits as at March 2026, is very welcome,
considerable uncertainty remains regarding both the treatment of the remaining
10% of deficits and the level and timing of support for deficits that continue to
accumulate.

CPlinflation peaked in October 2022 at 11.1%, then steadily reduced back down
to 1.7% in September 2024, before rising again to 3.8% in July 2025. Since then,
the figures have fallen and the latest figure, for July 2026, stands at 2.9%. The
Bank of England is currently forecasting thatinflation will increase to around 3.2%
in quarter four 2026 (owing to the continued impacts and uncertainty of the US-
Israel-Iran conflict) before beginning to fall back to around 1.7% in quarter one
2028, below the Bank’s 2% target.
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Annual growth in employees’ average earnings was 3.4% as at May 2026 (5.5%
public sector, 2.9% private sector), down from 5.0% in May 2025 but still
sufficiently high to create ongoing inflationary pressure. The Office of National
Statistics (ONS) notes the variations in timing of public sector pay awards as a
contributor to the higher growth reported in the public sector.

The UK unemployment rate is currently at 4.9%, increased from a rate of 4.7%
last year. The economic inactivity rate for people aged 16-64 is 20.9%.

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

101.

102.

103.

104.

105.

106.

The MTFS is currently being refreshed. Growth and savings are being reviewed to
ensure they are realistic and robust and discretionary growth will continue to be
kept at a minimum. 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.

Multi-Year Financial Settlement

The Governmentissued a three-year Final Settlementin February 2026 covering
the years 2026/27 to 2028/29. Whilst a multi-year settlement brings some level of
stability, it also means that the impact of inflation may not be adequately reflected
in future years settlements. There could also be changes to government spending
arising from the priorities of the new Prime Minister and Chancellor's budget.

Pay award

A full and final offer of 3.3% for Local Government Services (LGS), Chief Officers
and Chief Executives has been accepted by each national body. The MTFS
assumption was for an average of 3.5%.

No proposals have been made for future awards in future years. The current
assumptions regarding pay increases in 2027/28 and later years are for average
increases of 3.5%. Each 1% equates to around £2.3m.

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.
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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 that the NLW
from April 2027 will be between £13.02 (2.4%) and £13.34 (5.0%), with a central
estimate of £13.18 (3.7%), compared with the April 2026 figure of £12.71.

Running costs

The current MTFS allowed for running cost inflation of 3% for 2026/27 onwards.
At present the assumption for 2026/27 is anticipated to be generally adequate but
there 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 2027-31 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. Atthe end of 2025/26 the cumulative DSG
deficitwas £79.2m. The latest forecasts show that the cumulative DSG deficit
could increase to upwards of £400m by March 2030, before any government
financial support.

As set out earlier in the report, the government have announced grant support of
up to 90% for local authorities with net DSG deficits at 31 March 2026 and a
longer-term intention for the responsibility for deficits to transfer to the DfE from
2028/29. Funding for the 31 March 2026 deficit is subject to the DfE review of the
Council’s SEND Reform Plan, which was submitted in June 2026. Details are
expected later this year.

The Government have advised that there will be some support for deficits in
2026/27 and 2027/28, however, no confirmation has yet been provided.
Therefore, the MTFS continues to set aside funding at a prudent level towards
these deficits until the position becomes clearer.

Services Demand

The existing pressures within the MTFS are continuing, particularly in relation to
Children’s services, SEND and Adult Social Care, and this could require increases
in growth and adverse in year budget variations. When the MTFS is refreshed and
extended for a year, 2030/31 in this case, the new year adds between £25m and
£30m to the financial deficit.

Savings Delivery

Progress against existing MTFS savings is closely monitored. As identified at
paragraphs 61 and 62 above, there are a small number of savings with minor
delays or risks, and these are being closely managed by the relevant Chief
Officer. Any delay in the savings profiles for some savings are likely to have an
impact on the refresh of the MTFS so itis important that mitigating action is taken

promptly.
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114. Following Cabinet approval of the outcome of the Efficiency Review in May,
officers have continued to mobilise the resulting Better Leicestershire Programme,
ensuring adequate resources and governance is in place to deliver the anticipated
financial and service benefits. The review identified 13 wide ranging opportunities
with savings estimated at £27m over the current MTFS period, with the potential
to increase this to £60m by 2030/31. Savings where delivery and confidence has
progressed sufficiently will be builtinto the MTFS through the current refresh and
Scrutiny will receive a fuller update on the programme in November..As the
opportunities are developed they will move from the category called savings under
development and be promoted to the main MTFS. Work is underway to ensure as
many as possible are at a stage that they can be included in the draft MTFS to be
reported in December. The latest position on savings under development are
included in Appendix E and this contains both existing initiatives and new
opportunities from the Efficiency Review.

Mitigations
115. There are also a number of factors that could potentially help mitigate the financial
risks:
The permitted increase without a referendum is 4.99%. The 2026-30
MTFS assumed maximum increases of 2.99% in 2027/28 and later
years. The 2025 Spending Review and the 2027-29 Settlement
Council Tax indicate that the referendum limit will remain at 4.99% until 2028/29. A
1% increase in council tax precept would generate c.£4.4m for each
year permitted.
Council Tax 2027/28 currently includes a net £0.5m forecast surplus. Latest
Collection funds forecasts show that a net surplus of £1.3m from 2026/27 could be
netsurplus available.

Additional interest
on cash balances

Upward movement on interest rates leads to greater returns on
treasury management activity.

Reduction in
MTFS Growth

There are some early indications in 2026/27 that the placement mix
and costs of children’s social care placements is more favourable than
previously budgeted. The position is difficult to predict for year end.
Estimates will be updated and included in the new MTFS.

116. The implications of the various issues described above will be assessed based on
the latest emerging information over the coming months and fed into the
December Cabinet report. Whilstthe current MTFS forecast will undoubtedly
change, the scale of the challenge is highly unlikely to diminish to the point that
the County Council would notneed to take significant corrective action, especially
given the increasing pressures in Children’s and Adults Services.

117. 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,
2025/26 and 2026/27 budgets, with £6m, £5m and £15m 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
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and expenditure thatinflation and spending pressures are causing. Reserves can
only be used once and ongoing reliance on reserves to balance the budget should
be avoided.

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 s 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 has reduced to £57m. It is estimated that this will
cost £4m in revenue financing costs.

Core service capital schemes (such as Highways Maintenance and Schools) will
be restricted to the annual capital grantallocations 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, 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.

Local Government Reorganisation

121.

The Government’s model for Leicester, Leicestershire and Rutland has recently
been announced with the establishment of two new unitary authorities for
Leicester, Leicestershire and Rutland, to take effect on 1 April 2028. A significant
amount of work will now be required to determine the financial impact on the new
authorities and this will evolve over the coming months. For this MTFS, the
detailed impacts of LGR have not yet been included. However, funding towards
the transition costs of LGR are included in reserves.

Planning Framework

122.

123.

The key Government announcements in the coming months will be;

o The Autumn Budget Statement - 28 October.

o The Provisional Local Government Finance Settlement expected late
November/early December.

The broad MTFS timetable is:

o September to November 2026 — refresh growth, savings and capital
including consideration by Cabinet Lead Members.

o Late October 2026 - National Budget and National Living Wage
announcements.



24

o Late November/early December 2026 — receipt of the updated Provisional
Local Government Finance Settlement for 2027/28 to 2028/29 including
Council Tax referendum Principles

o 15 December 2026 — the Cabinet will be asked to approve the draft MTFS
for consultation.

o January 2027 — public consultation on the draft MTFS, including the
Overview and Scrutiny Committees and the Scrutiny Commission.

o 2 February 2027 — the Cabinet will be asked to approve the final draft MTFS
for submission to the County Council.

o 17 February 2027 —the County Council will be requested to approve the
MTFS for 2027/28 to 2030/31.

Recommendation

124. The Scrutiny Commission is asked to note this report.

Circulation under the Local Issues Alert Procedure

125. None.

Equality Implications

126. There are no direct equality implications arising from this report.

Human Rights Implications

127. There are no human rights implications arising from this report.

Background Papers

Report to the Cabinet on 26 May 2026 — Provisional Revenue and Capital Outturn
2025/26
https://democracy.leics.gov.uk/ieListDocuments.aspx?Cld=135&MId=8307&Ver=4

Reportto County Council on 18 February 2026 — Medium Term Financial Strategy
2026/27 to 2029/30
https://democracy.leics.gov.uk/ieListDocuments.aspx?Cld=134&MId=7391&Ver=4

Appendices

Appendix A: Revenue Position as at Period 4, 2026/27

Appendix B: Revenue budget major variances

Appendix C: Revised Capital Programme 2026-30

Appendix D: Investing in Leicestershire Programme, 2026/27 Quarter 1 update
Appendix E: Savings Under Development
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Officers to Contact

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

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