=24 City Council

Report to the Cabinet

Wards: All
28 July 2025

\ Medium Term Financial Plan — Update Report

Report of the Director of Finance and Transformation (Section 151 Officer)
Report Status:

This item is not exempt

Therefore exempt reasons are not applicable

This is a key decision. The matter is in the Forward Plan

Key Decision reference — 0035/25

1. Purpose of the Report and Summary

1.1. To update Members on the latest Medium Term Financial Plan (MTFP) projections
for the period 2026/27 to 2028/29 and outline a financial strategy which will inform
the detailed formal budget proposals later in the year.

1.2. The current MTFP, approved by Council in February 2025, reflected a balanced
budget for 2025/26 but with projected financial deficits in future years. Analysis of
the 2024/25 Outturn and early year projections indicate a potential deterioration
over the medium term however, the scale of such future deficits remains very
uncertain.

1.3. The Spending Review (SR) in June 2025 outlined a headline view of funding for
Local Government for the next 3 financial years with a 2.6% real terms average
increase in Core Spending Power (CSP) over the period. The outline allocation
announced £3.4bn in new grant monies and a continued 3% Council Tax
referendum principle and 2% Adult Social Care precept. However, whilst the total
Local Government position is positive compared with other government
departments, at this current stage within the business cycle, it is too early to
establish the overall impact to the Council.

1.4. Additionally, the government consultation for the review of the funding formula for
relative needs and resources (Fair Funding 2.0), and associated provisional
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settlement due later in the year, suggest a fundamental change in approach to the
Council funding leading to a high level of uncertainty at this stage within the
financial year. Therefore, the Council needs to continue to plan for 2026/27 and
future years assuming there will remain a structural budget deficit which cannot be
sustained in the medium term, and therefore reductions in the cost base will need
to be achieved.

1.5. The February 2025 budget identified a further £7.6m of savings to be delivered
over the next two years. In addition, it is acknowledged further savings will be
required and the Council has identified, following external review, additional
transformational schemes and also continues to work on value for money
benchmarking (best value framework) across services. It is anticipated both areas
of development will generate a revised savings programme for the Medium Term
Financial Plan and facilitate the ability to both further organisational outcomes and
work to close the financial gap.

2. Recommendations

That Cabinet Members:
2.1 Note the updated MTFP projections at section 7.

2.2. Note the ongoing savings delivery programme alongside the proposed use of
contingency funding and capitalisation flexibility over the planning period, as set
out in the February 25 budget report.

2.3. Note the forecast reserves position at Appendix A and the significant uncertainty
faced by the Council as noted within the report.

2.4. Note the outline the future savings requirement underpinned by a twin track of the
Council’s best value framework and wider transformation schemes.

3. Reasons for Recommendations

3.1. The Council needs to ensure that it has an up to date and realistic plan for
managing its finances in the medium term. That plan includes within it the
resources that are available to provide or commission services, and also outlines
the ongoing or new actions that are needed to ensure that financial viability is
maintained.

4. Key Organisational Impacts

4.1. Impact on other Executive Committees (including Area Committees) and decision
makers:

4.1.1. There are no specifically identified impacts within this report.

4.2. Contribution to the delivery of the Community Plan, the Council Plan and/or Area
Plans:
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4.2.1.

4.3.

4.3.1.

4.4.

4.4.1.

5.1.

5.2.

6.2.

7.1

7.1.1.

7.1.2.

The overall sustainable financial position of the Council is integral to the key
organisational strategies such as Community Plan, Council Plan and Area Plans.

Impact on other key strategies/business plans:

The overall sustainable financial position of the Council is integral to the delivery of
all key strategies across the organisation and associated partners. However, there
are no direct impacts outlined within this report.

Equalities Impact Information

There are no equity impacts identified as a result of this report.

Consultation

The Medium Term Financial Plan is produced through an extensive budget
process prior to the start of the financial year which includes engagement across a
wide number of stakeholders including Directors, Assistant Directors, Heads of
Service and Members. This information is subsequently updated through the
budget monitoring cycle across all services, in conjunction with Finance Business
Partners and the Director of Finance, to reflect the latest financial forecast outturn.

The latest government funding policy and legislation changes are also considered
and updated within the financial plan. The updated plan is reviewed through the
Council governance process to ensure Director review is further undertaken. This
report is then presented to the overview and scrutiny management commission.

Background

The budget for 2025/26 presented to Council in February 2025 included within it a
MTFP position which projected a funding gap of cE7.7M from 2026/27.

This position was based on the information available up to early 2025, and six
months later with knowledge both of the outturn position for 2024/25, and of the
first monitoring exercise for 2025/26, it is timely to consider the updated
information, in order to ensure that a realistic and feasible MTFP is maintained.

Issues for Consideration

Information arising from the 2024/25 Outturn

The outturn position highlighted some additional pressures, primarily in children’s,
which were offset by corporate budget positions which resulted in a small surplus
position (£0.181m) which does not impact on the MTFP projections.

The Council continues to utilise capital receipts to assist in profiling the savings
over the MTFP as delivery of transformation plans continues in line with the overall
£28.5m four-year savings programme. A reduced capital receipts profile
continued over the MTFP, as approved in the budget, to support further efficiency
savings plans in future years.
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7.1.3. Additionally, as outlined within the February 25 budget report, changes to the
Minimum Revenue Provision is reflected within the Corporate budgets.

7.2. Information arising from the First Revenue monitoring cycle of 2025/26 (P2)

7.2.1. The first revenue monitoring exercise has been undertaken for 2025/26 and is the
subject of a separate report elsewhere on the cabinet agenda.

7.2.2. However, the initial monitoring report acknowledges as level of uncertainty
regarding the 2025/26 forecast at this early stage within the financial year. Specific
risks associated to sustained levels of inflation over recent years, pressures on
contract costs and interest rates remaining high for borrowing costs all add to the
uncertainty within the financial planning process. However, in line with the
approach taken in previous years, due to the level of variable risk within the
economy, pressures have been offset by contingency budgets held within the
overall budget and the current small forecast overspend represents a realistic
assessment of the likely year end position based on current intelligence. It is
however anticipated that such cost increase risks will feed through into 2025/26
and beyond. The forward financial projections have been amended accordingly
and are considered below.

7.3. Revised Financial Forecasts

7.3.1. The MTFP approved in February 2025 assumed Government funding in 2026/27
would be maintained in line with 2025/26 with a minimal inflationary uplift of
cl1.5%. The key movements from the MTFP position reported to Council in
February 2025, based on latest intelligence as reported in the first revenue
monitoring report elsewhere on this agenda, are outlined in Table 1 below. The
projections identify a continued budget shortfall from 2026/27 onwards.

7.3.2. The key assumptions reflected within the MTFP in February 25 and that remain
unchanged are :-

. Continued delivery of the four year savings plans, including £5.6M for
2025/26 and £2M 2026/27.

. Assumed Government funding inflation at 1.5% for 2026/27 and 1%
thereafter.

o Council Tax rising with Referendum Limits (assumed to be 4.99%) for
2025/26 and future years.

o Business Rates growth assumed at 2% each year.

o Pay award equating to 2% in 2026/27 and 2027/28 and 1% each future
year.

o Capital Receipts Flexibility to support the transformation process in line

with a realistic savings programme for future years.

7.3.3. Additional service areas pressures were identified at outturn linked to demand in
Children’s during 2024/25. Further cost increases due to various demand
pressures in ASC and CYP social care, SEND and homeless temporary
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accommodation, inflationary pressures associated to contractual pressures and
high levels of borrowing costs due to sustained higher interest rates are all
anticipated to continue in 2026/27 and beyond.

7.3.4. The MTFP has also been updated to reflect the initial headline increases for local
government funding outlined within the Spending Review which are over and
above initial budgeted assumptions noted in section 7.3.2.

Table 1 — Updated MTFP projections

25/26 26/27 27/28 28/29
Deficit - Budget Feb 24 - 7,722 13,652 21,591
24/25 Outturn 703 2,839 3,581 12,279
25/26 Identified Pressures @ P2
ASC - Inflation and Demand 10,700
CYP —Safeguarding, Placements, Transport, SEND 1,507
Regen - Waste 700
Capital Financing 1,000
Pay Uplift 6,400
Nl increase 5,000
Non-delivery of savings risk 3,000
Demand/Inflation 7,123 3,500
36,133 6,339 3,581 12,279

Contingencies
Pay Inflation - 4,724
Nlincrease - 5,000
Service Pressure and Contract Inflation - 12,870
ASC Social Care Contingency - 10,700
- 33,294 - - -

Spending Review - 10,480 - 4,954 - 6,478
2,839 3,581 12,279 27,392

8. Budget Strategy - 2026/27

8.1 As shown at Table 1 above, based on current assumptions the Council is facing a
potential deficit of c£2.8M in 2025/26 and in future years. Although over recent
years the Council has managed to balance budgets and broadly maintain service
levels, this is not without challenge and unlikely to continue in 2026/27 without
additional savings and/or additional Government funding. The delivery of savings,
in the face of increasing demands and inflation remaining high, continues to be
complex but the need for services to either deliver planned savings or continually
review for alternative areas of opportunity throughout the financial year is critical.

8.2 It remains evident that a large proportion of Council expenditure is concentrated
on statutory services and areas of greatest need such as social care and
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8.3

8.4

8.5

9.1

10.

10.1

homelessness (c70%). To enable the Council to continue to sustain preventative
services and invest in priority ambitions for the people in the City, which lead to
longer term outcomes and value for money, additional Government funding will be
essential.

Whilst the announcements within the Spending Review and subsequent Fair
Funding Review 2.0 are welcomed as local government funding is aimed to areas
of greatest need; at this stage it is difficult to confirm the implications for the
Council and we will need to wait for additional information within the provisional
local government settlement. However, the total 2.6% real terms averages
increases for government spending over the next 3 years will be insufficient to
close our total funding gap as demand and inflation to continue to outstrip funding
increases.

It is therefore also vital that the Council continues delivers a transformation
mechanism to support the budget in the medium term. The 2025/26 budget
included the “Best Value Service Framework™ proposal; bringing together
comparative cost and performance data which can then be overlayed with relative
priorities. This approach in line with the overall transformational work following
external review will be coordinated into a revised savings programme across the
MTFP period.

In addition, the best value work will be supported through continued analysis of
other options to reduce the cost base including a review of accounting policy and
arrangements.

Reserves

The Council has continued to focus on general fund reserves sustainability in
recent years through robust financial planning and management. However, the
current financial reserve position noted within Appendix A, approximately 10% of
revenue budget, continues to leave the council with limited financial sustainability
or flexibility to respond to the scale of the challenges within the MTFP. It is
evident; however, this is not due to financial mismanagement but merely the scale
of decline in government funding in a backdrop of ever-increasing demand as
outlined within this report and seen more than ever nationally.

HRA

As set out in suite of Budget reports presented to February 25 Council, the latest
HRA projections reflect a sustainable position in the short term but highlight the
need for modernisation and efficiency gains in order to secure the longer-term
position.
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10.2  The updated 2026/27 projections and strategic position will be included in the
budget reports presented to Cabinet in January 2026, ahead of the February 2026
Council meeting.

11. DSG

11.1  As highlighted within the P2 monitoring report elsewhere on the agenda, there are
on-going pressures on the High Needs Block arising from the continuing increase
in the number of children with special educational needs which will likely take the
DSG into a deficit position at year end. Whilst the structural and legislative issues
behind the financial problem are recognised by the Government, as evidenced by
the accounting “override”, introduced to ensure deficits do not impact on Council
balance sheets in the near term, extension proposed to March 2028, the
increasing deficit remains an issue which requires a long term solution. This will be
a key area of focus during 2025/26 and beyond.

12. Capital Programme

12.1  The inflationary costs impacting the General Fund are also increasing the costs of
the capital programme and associated borrowing costs. As a key area of
expenditure and focus for the Council, the programme overall remains under
continuous review through the updated governance boards. A future capital
programme report will be presented to Cabinet later in the financial year.

13. Options and Risk Assessment

13.1 As set out in this report the Council faces significant uncertainty in both the short
and medium term. The latest forecasts indicate that the Council’s current cost
base is greater than the assumed level of funding. Although through bolstering of
reserves the Council has been able to protect its position, given the on-going
changes to local authority funding and overall economic uncertainty there remains
significant financial risk and as such it is essential that the Council maintains a
realistic strategy for aligning revenue resources and funding.

14. Comments of the Monitoring Officer (Town Clerk)

14.1 The Director of Finance and Transformation has a duty to report on the Council’s
financial position under the Local Government Finance Act 1992. The report is for
information and raises no immediate legal issues. The report identifies some areas
of financial risk but it is acknowledged this is uncertain at this early stage in the
financial planning cycle.

15. Comments of the Section 151 Officer (Director of Finance and
Transformation)
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15.1

16.

16.1

17.

17.1

18.

18.1

The Section 151 Officer is the author of this report.

Comments of the Assistant Director OD & HR and compliance with the
Equality Duty

The Assistant Director for OD and HR notes the Medium-Term Financial Plan
update, particularly the complex challenge of delivering savings in the context of
high demand on services provided by the council. (KR)

Comments of Overview and Scrutiny

This report is due to be considered by the Overview and Scrutiny Management
Committee at its meeting to be held on 25 July 2025. Any comments or
recommendations agreed by the Commission will be submitted to Cabinet for
consideration alongside the final report. (Ref. Sc8843 (FH))

Comments of the Portfolio Holder

Although the update report sets out a very challenging position over the coming
years, this is a position faced by many Councils due to underfunding and
increasing demand. The Spring Spending Review and Fair Funding 2.0
Consultation indicate a funding approach which should support areas such as Hull
through targeting resources to areas of need. However, as outlined within the
report, the comprehensive review of all elements of local authority funding
provides for continued uncertainty and we will await more details in the coming
month. We will continue to lobby the incoming Government and hope our voice is
heard and we must also move to protect the Council’s finances and move forward
through our savings approach such that we can respond in a managed and
considered manner when the future funding position becomes clearer.

Director of Finance and Transformation (Section 151 Officer)

Contact Officer: David Bell/Tracy Parker Telephone No.: (01482) 613084

Officer Interests: None

Background Documents: -

- Council Budget Report — February 2025
- First Monitoring Report 2025/26 — July 2025 Cabinet
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Implications Matrix

This section must be completed and you must ensure that you have fully

considered all potential implications

This matrix provides a simple check list for the things you need to have considered within

your report

If there are no implications please state

I have informed and sought advice from HR,
Legal, Finance, Overview and Scrutiny and the
Climate Change Advisor and any other key
stakeholders i.e. Portfolio Holder, relevant Ward
Members etc prior to submitting this report for
official comments

Yes

| have considered whether this report requests
a decision that is outside the Budget and Policy
Framework approved by Council

Yes

Value for money considerations have been
accounted for within the report

Yes

The report is approved by the relevant
Director/Assistant Director

Yes

| have included any procurement/commercial
issues/implications within the report

N/A

| have considered the potential media interest in
this report and liaised with the Media Team to
ensure that they are briefed to respond to media
interest.

Yes

| have included any equalities and diversity
implications within the report and where
necessary | have completed an Equalities
Impact Assessment and the outcomes are
included within the report

Yes

Any Health and Safety implications are included
within the report

N/A

Any human rights implications are included
within the report

N/A
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| have included any community safety
implications and paid regard to Section 17 of
the Crime and Disorder Act within the report

N/A

| have liaised with the Climate Change Advisor
and any environmental and climate change
issues/sustainability implications are included
within the report

N/A

| have considered how the decision may
contribute or impact on culture and heritage
within the city.

Yes

| have included information about how this report
contributes to the Community Plan/ Area
priorities within the report

Yes

| have considered the impact on air quality,
carried out an appropriate assessment and
included any resulting actions or opportunities
necessary to improve air quality in the report.

N/A
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Appendix A — Reserves

Balances and Reserves Appendix B
2024-25 2025-26 2026-27 2027-28
Opening Use of Contributions Closing (L{se)( Closing (U.se)./ Closing (l.{se)( Closing
Contributions Contributions Contributions
Balance Reserves to Reserves Balance Balance Balance Balance
General Fund - Earmarked reserves to Reserves to Reserves to Reserves
£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000
General Fund
General Balances - Unearmarked 20,968 - - 20,968 20,968 20,968 20,968
Earmarked reserves
Insurance Reserve 1,657 (1,031) - 626 626 626 626
Legal Reserve 1,700 (150) - 1,550 - 1,550 1,550 1,550
PFl Reserve 1,598 - 12 1,610 1,610 1,610 1,610
Seamens' Memorial 40 (40) - - - - -
Business Rates 3,853 (2,597) - 1,256 1,256 1,256 1,256
Flood Defense 330 (250) 250 330 (250) 80 80 80
Other Earmarked Reserves 200 - 74 2747 274 274 274
Earmarked Reserves sub total 9,378 (4,068) 336 5,646 (250) 5,396 - 5,396 - 5,396
Capital Funding
Capital Financing Reserve 5,496 - - 5,496 5,496 5,496 5,496
GF sub total 35,841 (4,068) 336 32,110 (250) 31,860 - 31,860 - 31,860
Schools Reserves
Schools Financial Reserves (1,336) (5,778) - (7,114) (7,114) (7,114) (7,114)
General Fund Carry Forwards
Carry Forwards -
- Leaders Contingency 71 (24) 6 53 53 53 53
- GF Balance 252 (185) 181 248 (248) - - -
- Devolution Consultation 130 (54) - 76 (76) - - -
Service Carry Forwards 2,686 (2,686) 1,349 1,349 (1,349) - - -
Carry Forwards sub total 3,138 (2,948) 1,526 1,716 (1,663) 53 - 53 - 53
Total GF 37,644 (12,794) 1,872 26,722 (1,923) 24,799 - 24,799 - 24,799
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