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1.0

1.1

2.0

2.1

3.0

Recommendations

That the Committee approve the budget setting approach within the report and
Members provide feedback to the Executive Director Resources and
Transformation.

Purpose of the Report

To provide an update on the Council's medium-term finances and seeks
feedback from Members on the proposed approach for setting the Council’s
budget for 2025/26, including any budget proposals or areas of the budget
Members wish to instruct officers to consider and develop as appropriate.

Detail

BACKGROUND

3.1

3.2

The Local Government Act 1992 requires the councils that are billing authorities
complete and approve their budgets and set a council tax before 11 March
immediately prior to the start of the financial year on 1 April. To enable this, the
Council begins the budget development process towards the end of the Summer
in the preceding year.

The budget process begins with reference to the current financial forecasts for
the Council, notably the council’s Medium Term Financial Plan (MTFP) which
was last updated in February 2024.
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3.3

3.4

3.5

3.6

3.7

3.8

The council’s medium term financial plans flow from the 2024/25 to 2028/29
Medium Term Financial Strategy (MTFS), which was approved by Council in
April 2024, and aligns with the 2024/25 budget approved in February 2024. The
strategy introduced a new five-year rolling assessment of the financial resources
required to deliver the Council’s strategic priorities and essential services and a
new, sustainable finance plan to manage and safeguarding the council’s ongoing
financial position in light of future central government funding changes.

This report details a revised Medium Term Financial Plan for the General Fund
MTFP. A separate Housing Revenue Account MTFP will be revised and reported
at a later date to reflect the ring-fencing requirements around the Housing
Service following the completion of the Housing Revenue Account 30 Year
Business Plan.

Projections within the General Fund plan are based on the forecast outturn for
the 2024/25 financial year, the projected budgeted position for 2025/26, the latest
economic forecasts for the UK and other assumptions around the Fair Funding
Review and Business Rates.

Officers are now due to review the detailed income and expenditure budgets by
service for the forthcoming 2025/26 financial year across all its operations.

The Executive Director Resources and Transformation has set out some early
budget setting principles for services to work with (see below), having review the
revised medium-term financial plan with the Leadership Team.

The purpose of this report is to advise Members on the movement on the
medium-term financial plan forecasts and consult on any further features or
principles they would like to set as part of determining next year’s budget, to
ensure that proposals are considered in the context of the overall budget position
and affordability. The early discussion also provides an opportunity for Members
to instruct officers to consider and develop budget proposals.

REVIEW OF GENERAL FUND MEDIUM TERM FINANCIAL PLAN

3.9

The Council’s current Medium Term Financial Plan 2024/25 — 2028/29 (MTFP),
as developed in February 2024 alongside the 2024/25 budget, projects a total of
£14.5 million of budget gaps (deficits).

3.10 As part of commencing the budget setting process, the plan has been reviewed

based on performance during the first quarter of 2024/25 and other known
information that affects future forecasts.

2024/25 Forecast

3.11 The forecasted position on the General fund for 2024/25 is a surplus for the year

of £423,037 compared to a budgeted deficit position of £227,737. This is an
overall improvement on budget of £650,773. The main variations to budget are
underspends in service expenditure, additional investment income, and
increased retained Business rates from the Business Rates Pooling Benefit.



Review of assumptions for 2025/26 and beyond

3.12 The updated position for 2025/26 incorporates an adjusted forecast for the
Business Rates Pooling Benefit. Based on historical data an additional £285,000
of retained business rates income has been included. Future years continue to
assume the resetting of the business rates baseline is taken forward, this impacts
the Council adversely, both through the reduction in its retained rates under the
system, but also through its additional rates retained through participation in the
Derbyshire Business Rates Pool.

3.13 A review of the assumptions used in the creation of the MTFP in February 24
has taken place in conjunction with updated financial information from the Office
of Budgetary Responsibility, our specialist financial advisor and the Institution for
Fiscal Studies.

3.14 A list of the assumptions, and the changes are detailed below for revenue items.

m February 2024 September 2024

Budget Future Years Budget Future Years
2024/25 2025/26
Pay Costs 3.5% 2% 2% 2%
Inflation 2% 1.8% 2%
Actual
Cost
Fuel Pressure 2% 3.04% 3.04%
Utilities 2% 3.7% 3.7%
Interest Rates 4% 2% 3% 2%

3.15 Pay costs — The Chief Officers pay award has been agreed at 2.5%, this is lower
than the provision in the MTFP of 3.5%, predictions on future years pay increases
are in line with assumptions made by the Institute of Fiscal Studies with inflation
at 2% and is predicted to decrease in the mid quarter of 2025/26 it is prudent to
uphold this assumption.

3.16 Inflation — Inflation is expected to fall faster than previously predicted with the
2% target expected to be reached as soon as quarter 2 of this year. The Office
for Budget Responsibility expect that inflation will slowly continue to decrease
during 2025 to a low of 1.5% before once again rising to the target rate of 2%.
Our assumption for costs and services throughout 2025/26 reflect the average
inflationary rate, with future years levelling off at the Government’s 2% target.



3.17 Fuel - The main element of this forecast is petrol prices, which are influenced
by global oil prices the exchange rate and fuel duty policy.

3.18 Utility Prices — This forecast in the near term is based on announced price
changes by energy companies and affected by Ofgem energy price cap. Over
the medium- term we us an assumption based on changes in whole energy
prices and supplier costs.

3.19 Interest Rates — Our interest rate assumptions are based on our treasury
advisors forecast, we have seen interest rates start to fall in 2024/25 and this is
expected to continue, rates are expected to slowly decrease and remain around
2% by 2026/27. The income predictions for the invested funds have reduced in
line with these rates. The MTFP predictions had allowed for the rates to reduce
from the current budgeted rate of 4% to 2% from 2025/26. This is in contrast to
the favourable income received in 2024/25 which has been on average 4.94%
resulting in additional income against forecast of £744,000 as reported in the
quarter 1 forecast report. Therefore, the reduction in interest rates has its biggest
impact from 2025/26. The increase in this prediction by 1% based on an average
of £565m on deposit is approximately £100,000.

3.20 The revision of assumptions on service-based budgets has had a very marginal
impact to the level of costs associated with the running of Council services.

Chart 1 — Revised assumptions on revenue budgets

Service Base Budgets

25,000,000

20,000,000

15,000,000
M February
10,000,000 September
5,000,000
0

2024.25 2024.25Q1 2025.26  2026.27 2027.28  2028.29

3.21 Comparatively the same can be demonstrated in the review of funding
assumptions. Following the Public Spending audit announcements from the
Chancellor of the Exchequer in July 2024, a one-year settlement is expected for
2025/26, pending conclusion of the Government’s Spending Review in March
2025 and multi-year financial settlements for local government from 2026/27.
Changes to the funding regime have been anticipated for several years with



a new Government in place authorities are optimistic that this will be the last year
of receiving a one-year financial settlement figure.

3.22 The 2024/25 Local Government Finance Settlement, included a contribution
“Funding Guarantee” to ensure that all councils saw at least a 3% increase in
their core spending power. The assumption for 2025/26 was that the New

Homes Bonus award would be discontinued and replaced by additional
Funding Guarantee contributions. However, financial experts have reviewed
this previous assumption following the result of the General Election and have
issued updated financial data that reintroduces the New Homes Bonus Award
for 2025/26, the result is a reduction in the Funding Guarantee, therefore one
offset the other.

Funding
2025/26

New Homes Roll-over for one year - future
£1.5m

Bonus years discontinued

Funding £3.1m £1.6m £0 Reduced by New Homes Bonus

Guarantee contribution - future years
discontinued

Revenue £336k £289k £289k Amounts adjusted per year to

Support Grant  (average)  (average) (average) reflect finance modelling for
funding

Service Grant  £85k £18K £0 Discontinued

Council Tax £7.3m £7.4m Growth 3.1% Growth projections have risen

from 2.6% to 3.1% with an
annual increase of 2.99%
Business £6.7m £6.9m Reduced by  Future Assumptions for business
Rates base rest rates allow for the business rates
reset in 2026/27

*Assumptions for 2024/25 unchanged (Governments Funding Settlement confirmed December
2023).

Chart 2 — Revised Funding Totals
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3.23 Table 1 shows the movement over the 5-year period from the MTFP reported in
February 2024 to the revised MTFP following a review of assumptions.

Table 1 — (Surplus)/Deficit Movements

(Surplus)/Deficit | 2024.25 | 2024.25 Q1 2025.26 2026.27 2027.28 2028.29 5 Year Total

February MTFP 227,737 227,737 | 1,549,207 | 2,799,394 | 4,297,826 | 5,674,352 14,548,516
New MTFP 227,737 -423,036 | 1,258,634 | 2,980,181 | 4,423,707 | 5,718,385 13,957,870
Movement 0 -650,773  -290,573 180,787 125,881 44,033 -590,646

Sustainable Finance Plan

3.24 The Committee will be aware that the Council has, through it's MTFS, targeted
to save £11 million by generating new and additional income and reducing
expenditure in order to meet the projected deficits, alongside the sue of reserves.

3.25 Since the MTFS was approved, the Leadership Team have focussed on
establishing programme organisation, leadership and governance arrangements
and the progress of this is detailed on a separate report of the Finance and
Management Committee meeting agenda for 5 September 2024.

3.26 The targeted savings are not currently consolidated into the MTFP or budgets

and this work will progress as part of developing the budget for 2025/26.




Summary of review of MTFP

3.27 In summary there are no material changes to the medium-term financial plans.
Revisions to the previous assumptions made are marginal.

3.28 The savings target outlined in the Sustainable Finance Plan remain
unchanged, with targets set in 2024/25 gaining traction.

3.29 An updated forecast on inflation will be available on 313t October 2024, and the
Autumn Budget 2024, the first from the new Labour government will take place
on 31 October, when a further review will be undertaken with any amendments
reflected in the budget setting for 2025/26.

KEY PRINCIPLES TO DEVELOPING BUDGET PROPOSALS

3.30 The four key principles set out to Managers in preparing their budgets for next
year are:

1. Stable budget and in line with predictions of the Medium Term
Financial Plan — It is expected that services manage within budget
headings, subject to known cost pressures. This is because a significant
budget stabilisation exercise was undertaken as part of setting the budget
for 2024/25 and significant resources were agreed to support day-to-day
operations and investment in assets.

It is therefore expected that services, on the whole, should now have the
appropriate resources in place or be able to make changes within services
to accommodate improvements or investment.

This principle links with all themes of the Sustainable Finance Programme
and as such, the Leadership Team will develop further the £11 million
targeted savings so that assumed savings can be taken recognised in the
budget.

2. Use procurement to achieve savings — There will be a targeted focus on
expiring contracts due for renewal, with the expectation that through
procurement, mitigation of cost pressures and ideally new savings can be
achieved, resulting in new contracts within or below budget.

This principle links with the “Managing Spend” theme of the Sustainable
Finance Plan, in achieving savings through enhance procurement and
contract management activity.

The organisation is well placed to deliver on this principle, with robust
procurement processes in place, along with a comprehensive, contracts



register detailing expiring contracts, revised contract procedure rules and
inhouse expertise and advice readily available.

. Invest in assets to maintain service delivery or generate income/reduce
costs - Revenue or capital investment should be essential or support the
Council Plan, subject to presentation of robust evidence of the ability for the
scheme to generate additional income or reduce ongoing revenue costs.

Cost-pressures (such as inflation pressures on supplies, services, and
contracts) are already built into the budget over the 5-year MTFP.

Building on principle 1, further additional investment in staffing resources or
assets should therefore, insofar as is possible, be “self-funding”. This means
services should try as far as is reasonably practical to off-set increases in
financial resources by making savings in other areas.

Additional revenue or capital investments, where identified, should fully
demonstrate an evidence-based business case which sets out the service
need and how additional revenue funding will meet the needs of the Council
Plan and the Sustainable Finance Programme savings targets to reduce
ongoing expenditure and/or increase income.

This principle strongly links back to the "Asset Management” theme of the
Sustainable Finance Plan in enhancing the council’s income position, but
also all themes that bring forward projects requiring up-front investment in
assets or resources to deliver improvements in the revenue position of the
Council.

Where proposed projects require one-off investment and will generate new
income or reduce expenditure, consideration may be given to utilising the
Sustainable Finance Reserve.

. Maximise income position - Fees and charges should be reviewed in line
with new Corporate Charging Policy.

This new Policy, which will be presented to Finance and Management
Committee in October 2024, will determine a new approach for ensuring fees
and charges cover the costs in providing services, or, where it is appropriate
to do so, the nature of any subsidy from the General Fund (or HRA as
appropriate) is articulated and member-endorsed.

Effectively for non-statutory services, charging decisions require solid
market knowledge, benchmarking of costs against other public sector bodies
and sometimes the private sector, and an understanding of the impact such
charges have on the use and in some circumstances, the delivery of a
service.

This principle links with the “Commercial and Income” theme of the
Sustainable Finance Plan in enhancing the council’s income position.



All fees and charge areas will be asked to consider the new policy in
determining levels for 2025/26. The finance team will support service areas
with the highest areas of income generation for South Derbyshire: Trade
Waste, Leisure Fees, Cemetery, Street Name & Numbering.

OTHER BUDGET SETTING CONSIDERATIONS

3.31 Members are to note that other features in the budget setting process have not
changed, budgets will be set using an “incremental budgeting” approach. This is
where the current year’s budget is taken forward into the new year, adjusted for
changes presented to members and subsequently approved.

3.32 As such, all budgetary changes, will be set out in reports. This will be the case
for individual changes above a de-minimis level of £5k, but for amounts lower
than £5k, all service area changes will be consolidated and reported as “de-
minimis changes”, by directorate.

3.33 Similarly, proposals around variations to fees and charges will set out the basis
of any changes and the resultant impact to income.

3.34 ltis envisaged that, any proposals are to be presented in a way that identifies a
clear business need, there will be a forthcoming reduction in any need for further
reports to committee for additional funding requests. However, it is recognised
that there may be specific requests from committees to sign off at future proposal
milestones, receive updates on the progress of new initiatives, or other
requirements, such as procurement award sign off.

3.35 To ensure effective financial scrutiny, early member engagement on the budget
is being undertaken, starting with this context setting report. Engagement with
each of the committees is proposed to be held with Environmental and
Development Services Committee (ED&S) on 19 September 2024, Housing and
Community Services Committee (H&CS) on 26 September 2024, and Overview
and Scrutiny (O&SC) on 9 October 2024.

3.36 A draft budget position will then be prepared and presented to F&MC at its 21
November meeting. The Committee will agree the draft budget for approval to
commence the public and statutory consultation.

3.37 During January, the draft budget will be presented to policy committees and
O&SC. The reports will present the consolidated draft budget and individual
proposals to give each policy committee the holistic view of the Council’s
finances and affordability considerations, as well as the committee specific detail.

3.38 The public consultation process will be in the form of online consultation, area
forums, letters to local Chambers of Commerce and Parish Councils, this is to
run for 6 weeks. Feedback from the consultations will be reported to F&MC at
its meeting on 6 February, alongside feedback and changes made as a result of
policy committee review. F&MC will review the final proposed budget



considering consultation feedback and make its recommendations to Council for
final approval.

Timetable

3.39 The proposed timetable is a follows:

19 September — E&DS Consultation on budget setting principles/values and
26 September — H&CS budget changes/proposals for development
9 October — O&SC

September — November Budgets scoped and reviewed by officers and Leadership

Team
21 November — F&MC Consideration of consolidated budget and individual
proposals
Approval to consult
2 January — E&DS Committee review of consolidated budgets and individual
6 January — H&CS proposals relevant to Committee service budget
9 January — F&MC Draft MTFS presented to O&SC

15 January — O&SC

November — end January  Statutory and public consultation with ratepayers
(businesses) and residents

6 February — F&MC Review of final consolidated budget, review of
consultation responses Draft MTFS
27 February — Council Final approval of Budget and Council Plan
Final MTFS
SUMMARY

3.40 Feedback is sought on the overall approach and main features of the budget
setting timetable, the key principles, the proposed public consultation and any
other areas of the budget Member wish to see developed.

4.0Financial Implications

4.1The review of the MTFP has resulted in some movement in the predicted budget
gaps for the Council from the current year to 2028/29. These are set out in this
report.

5.0 Corporate Implications

Employment Implications



5.1 None.

Legal Implications

5.2  None arising directly from this Report
Council Plan Implications

5.3 Effective financial management underpins the successful delivery of the Council
Plan.

Risk Impact

5.4 The development of a robust budget setting approach and alignment of good
financial management is critical to the effective mitigation of risk.

6.0 Community Impact

6.1 None currently.

Equality and Diversity Impact
6.2 None.

Social Value Impact

6.3 None.

Environmental Sustainability
6.4 None.

7.0 Background Papers

7.1 None



