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. 1. That Council notes the contents of this report in setting the Budget
Recommendations for 2025/26
1. Executive Summary

1.1.

1.2.

1.3.

Under Section 25 of the Local Government Act 2003 there is a requirement for the
Council’s Chief Finance Officer (Director of Finance) to report to Council on:

a. The robustness of the estimates made for the purposes of the calculations of the
Budget; and

b. The adequacy of the proposed level of financial reserves.
Council in considering its Budget should have regard to this advice.

On 7% February 2025 the Chartered Institute of Public Finance & Accountancy (CIPFA)
wrote to all Section 151 Officers to say the following:

“It is clear that we all have significant concerns about the financial position that many
councils are in.

It is absolutely right that Councils develop financial plans which extend beyond the
immediate financial year and consider whether they will be able to maintain financial
sustainability in both the coming months and particularly into the medium to long term.

While this week’s settlement provides additional financial support, it does not address the
uncertainties around future funding and reform. The volume and complexity of those
reforms is significant and includes a Spending Review, the promise of a multiyear
settlement, funding model reform and business rates modernisation, all over laid with
plans for significant structural reorganisation of the sector and further devolution. Reforms
from several other Whitehall departments who own policy responsibility for many services
delivered by local councils will also be significant for your planning.

You will be drawing on your professional judgments about both the short and medium
term and including your reasoning and conclusions with regards to these judgements in
your discussions and communications with all stakeholders. You will be factoring all
published information into these judgements, particularly the government’s statements
about planned reforms. It is appropriate to plan your budgets and medium-term plans in
a way that factors in the promised reforms being pursued.




1.4.

2.1.

2.2.

2.3.

2.4.

2.5.

2.6.

2.7.

It is of course difficult to anticipate the outcome from the wide range of reforms that are
being developed, and the fiscal landscape that will play into future government decisions
continues to be volatile. It is also appropriate that this uncertainty is considered when
exercising your judgement.

In this unsettled and unpredictable operating and financial landscape, the pragmatic steps
many CFOs have been taking to maintain immediate financial balance are professional
and reasonable in the current situation. It is understandable that you will be particularly
focussed on the short term, even whilst recognising the significant concerns and
uncertainties impacting the medium term and beyond.

During these periods of uncertainty, the Section 25 Statement becomes an even more
critical report for a CFO, providing an opportunity to set out an assessment of future risks
and uncertainties, raise concerns and provide context to assumptions made in the
assessment of a council’s outlook. It will be important that risks and assumptions are
tracked and revisited as more information becomes available.”

It is in this context that | present this report to Council.
Policy Context

Reading Borough Council remains financially stable for now however it is not immune to
national issues.

An unprecedented eighteen councils were given Exceptional Financial Support from
Central Government in February 2024 to help meet their legal duty to balance their books
this year. This includes them being given permission to use capital funds raised through
borrowing, or the sale of assets such as land and buildings, to plug funding gaps in their
day-to-day revenue spending.

A further one in ten councils have been in discussion with the Ministry of Housing,
Communities and Local Government (MHCLG) about applying for Exceptional Financial
Support this year, and almost half of all councils with social care responsibilities have said
they are likely to apply for support in the next two years.

The Local Government Association has identified through a survey recently completed by
councils, that the financial pressures being faced by councils are mainly due to increasing
demand for services, combined with the increasing cost of meeting that demand, in five
key areas:

Children’s Social Care

Adult Social Care

Children with Special Education Needs
Home to School Transport
Homelessness

Reading Borough Council is forecasting an adverse variance of £9.620m in 2024/25, as
set out in the Quarter 2 Performance and Monitoring Report to Policy Committee on 18t
December 2024, that will be required to be funded through a drawdown from reserves
should it crystallise.

The proposed Budget for 2025/26 addresses each of these areas.
The CIPFA Financial Resilience Index
The CIPFA financial resilience index is a comparative analytical tool intended for use by

Chief Financial Officers to support good financial management. The index shows a
council's position on a range of measures associated with financial risk, highlighting



2.8.

2.9.

2.10.

where additional scrutiny may be required. The index for Reading Borough Council as
compared to other unitary authorities is as follows:

Select Authority, Indicator Authority Indicator Group Year

+
C|PFA\; Financial Resilience Index Grup avewrtoanaiyseby RN o] [pimay ] [200324 ]

Authority Type

Results Breakdown

Indicators of Financial Stress

€ Higher Risk Lower Risk = Indicator Min _
Level of Reserves | Level of Reserves 0.57% _
Change In Reserves | Change In Reserves -98.32% _
Interest Payable/ Net Revenue Expenditure | Interest Payable/ Net Revenue Expenditure 1.25% _
Gross External Debt | Gross External Debt £21,386k _
Social Care Ratio I Social Care Ratio 56.83% _
e e I Fees & Charges to Service Expenditure Ratio 377 [T
Council Tax Requirement / Net Revenue Expend... | Coundil Tax Requirement / Net Revenue Expenditure 240 [
Growth Above Baseline | ) . [ 1041w

Growth Above Baseline 4.19%

The main risk identified in this index is ‘Growth Above Baseline’. This is the degree to
which the council’s baseline funding level + retained Business Rates income exceeds
baseline funding level. The risk to the council would be the likely reduction in funding
arising following a Business Rates reset. As can be seen from the following chart,
Reading is the 13" most exposed unitary council. While this demonstrates the economic
success of the borough, the financial benefit of that growth is likely to be lost or reduced
when the business rates base is reset in 2026/27.

0.6

0.4

On 31st March 2024, the level of reserves held by Reading Borough Council equated to
36.30% of net revenue expenditure. The following chart shows the level of reserves of all
unitary authorities, with Reading being the darker coloured line in the middle of the chart.

0

While Reading ranks in the middle of all unitary councils for level of reserves, the degree
to which reserves are reducing is a concern that will need to be addressed.

100.00%
37.08%
55.44%

£1,894,933k

115.30%
25.51%

102.80%
61.75%
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2.13.

2.14.

2.15.

2.16.

2.17.

2.18.

2.19.

2.20.

2.21.

The CIPFA Financial Management Code

CIPFA launched the Financial Management Code in 2019. The Code sets out 17
standards of financial management for local authorities to assess themselves against and
Councils are required to undertake an annual self-assessment.

The most recent self-assessment was reported to Audit and Governance Committee in
March 2024 and indicated an overall rating of Amber, with 12 Green ratings (indicating
full compliance, an increase of 4 from the previous year) and 5 Amber ratings (indicating
that minor to moderate improvements were required to demonstrate full compliance, a
reduction of 4 from the previous year).

Statutory Accounts

The sign off and conclusion of the 2019/20 audit on 26" May 2023 was a significant
milestone for the Council as we received an “unqualified opinion” on the financial
statements for the first time since 2015/16.

This was followed up with an unqualified audit opinion on the 2020/21 accounts being
issued on 8™ April 2024.

The 2021/22 accounts were published in November 2023 and the 2022/23 accounts were
published in February 2024. Both audits were caught up in the national local government
audit backlog and, in accordance with statutory requirements, disclaimed opinions for
both years were issued on 26" November 2024. Despite the 2021/22 accounts being
published more than a year ahead of the backstop date, no audit work on those accounts
was undertaken by our external auditors.

The 2023/24 accounts were published on 12 September 2024, with a disclaimed audit
opinion anticipated.

As a result, | have not received any external audit opinion on the level of General Fund
reserves held by Reading Borough Council on 315t March 2024.

There remains a risk that the level of General Fund reserves will change when KPMG
conclude their work on prior-year transactions.

Robustness of the Estimates

The Finance Team has led the production of the 2025/26 Budget and the 2025/26 to
2027/28 Medium Term Financial Strategy (MTFS) with input from the Councils’ Corporate
Management Team.

All aspects of the Council’s udget, savings, income, service changes, inflation, pressures,
capital projects and new revenue bids have been subject to review, with services being
required to review the plans they put forward in previous years and confirm delivery of the
proposals or, put forward business cases for change where necessary. Budget proposals
have subsequently been reviewed by:

e The Finance Team
e Corporate Management Team
e Lead Councillors

The 2025/26 Budget and the 3-year MTFS have been built on a range of assumptions
reviewed and assessed by the finance team with support from our professional networks
and specialist advisors. These are set out in detail in the Medium-Term Financial Strategy
attached as Appendix 1 to the Budget report.



2.22. The 2025/26 Budget proposes an increase of £5.094m for Adult Social Care services, an
increase of £0.884m for homelessness budgets, an increase of £5.587m in the contract
sum for Brighter Futures for Children, and an increase of £3.134m for irrecoverable
Housing Benefit Subsidy.

2.23. In order to manage the growing demand pressures, | am proposing to re-introduce a
corporate contingency of £3.238m. This is in line with the commitment | made in my report
in support of the 2024/25 Budget.

Adequacy of Reserves

2.24. The level of reserves a council should maintain is a matter of judgement. The
consequence of not having adequate reserves can be significant. In the event of a serious
problem or a series of events, the Council could run the risk of a deficit or be forced to cut
expenditure in a damaging or arbitrary way should reserves not be available.

2.25. The proposed working balance for the General Fund reserve is set at 5% of the net budget
requirement. This equates to £8.905m on 31st March 2025. | consider this to be an
adequate working balance.

2.26. The Council also maintains a range of earmarked reserves that are directly linked to the
risk areas highlighted in this report:

o Financial Resilience reserve. This reserve provides cover for a range of risks
including local government funding reform, equal pay and Minimum Revenue
Provision for which there are known sector-wide risks but for which we have no
specific information that would require inclusion in the approved medium term
financial strategy.

o Collection Fund reserve to mitigate against the impact of an economic downturn
on the collection of Council Tax and Business Rates.

¢ Transformation reserve to fund the cost of transformation activity.
¢ Demographic pressures reserve.

¢ Pay and inflationary pressures reserve.

e Cyber risk reserve.

e Pooled investment fund reserve.

o Commercial Property reserve.

2.27. The Council also maintains the following reserves to protect against the impact of
unforeseen events or liabilities:

¢ Emergency Planning reserve to cover unforeseen emergencies.

o Self-insurance reserve to meet estimated liabilities in connection with internally
held risks related to the Council’s Insurance programme.

e Legal and taxation reserve to cover one-off legal or tax liabilities.
¢ School deficits reserve.

2.28. Earmarked reserves are also held for the following:



2.29.

2.30.

2.31.

3.1.

3.2.

3.3.

3.4.

3.5.

3.6.

o Unspent revenue grants

¢ Reserves which have a statutory limitation as to their use, such as Schools
Balances, Dedicated Schools Grant and Housing Revenue Account (HRA)
reserves

¢ Committed but unspent budgeted amounts carried forward at the end of the
financial year to deliver specific projects

The Council’'s General Fund revenue reserves, including earmarked reserves, were
£66.145m on 315t March 2024 and are forecast to be £45.852m by 315t March 2025. This
includes the funding of the projected 2024/25 adverse variance and the planned use of
revenue grants brought forward from previous years.

A full schedule of reserves and balances including those which are ring fenced to the
Housing Revenue Account and Schools is attached at Appendix 1 together with an
explanation as to their intended use. It should be noted that the earmarked reserves
figures are indicative and will change depending on how quickly associated expenditure
is incurred.

The HRA minimum balance is £4.428m for 2025/26 and increases in line with CPI
annually. The forecast HRA balance, which excludes other HRA earmarked reserves, as
at 31st March 2025 is £24.756m. The 30-year Business Plan shows the HRA balance
reducing to a minimum point of £6.026m in 2033/34 before increasing again in the
remaining years of the plan.

Risk

Local Government finance is in crisis. Since 2018, local authorities have issued fourteen
‘section 114s’ notices, which notifies of severe financial distress, compared to two in the
preceding 18 years. Moreover, local authorities are increasingly reporting concerns about
their financial positions and their ability to maintain delivery of their services.

The financial crisis that local authorities are encountering comes after significant
reductions in local authorities’ spending power which has itself coincided with increasing
demand for their services and inflationary pressures driving up costs. Ultimately, the
levels of funding available to local authorities, through council tax, retained business
rates, and government grants have not kept pace with these pressures, leading to a
funding gap which the Local Government Association (LGA) has estimated at £6.2 billion
over the next two years.

The proposed 2025/26 Budget has been based on current information available, but it is
important that the Council is aware of the significant risks it faces in a number of key
areas:

Inflation

Inflationary pressures on the Council’'s employee and contractor costs represent a
significant annual pressure that needs to be funded. Equally, inflation rates impact on
fees and charges, Council Tax capping levels and business rates income through the
nationally set Non-Domestic Rates Multiplier.

The annual inflation rate in the United Kingdom as measured by the Consumer Price
Index (CPI) stands at 2.5% as at December 2024, down from 4.0% in December 2023.
The Consumer Price Index including owner occupiers' housing cost (CPIH) stands at
3.5% as at December 2024, down from 4.2% in December 2023.

Inflation climbed steadily from February 2021 until its peak of 11.1% in October 2022, due
to increased demand and limited supply on various products, including gas, oil, and food



3.7.

3.8.

3.9.

3.10.

3.11.

3.12.

3.13.

3.14.

supplies, following the pandemic restrictions easing and the Ukrainian invasion. The Bank
of England gradually increased interest rates to help achieve its target rate of inflation of
2.0%, and so inflation has fallen significantly to 2.5% as at December 2024. The Bank of
England expects inflation to increase to about 2.8% in the second half of 2025 before
falling again.

Pay Award

Provision of 3.0% has been allowed for pay inflation in 2025/26 with 2.3% for 2026/27
and 1.9% for 2027/28. The NJC pay claim submitted by the Joint Trade Union Side on
31st January 2025 is for:

An increase of at least £3,000 across all NJC spinal column points
A clear plan to reach a minimum pay rate of £15 an hour

One extra day of annual leave for all staff

A reduction in the working week by two hours, with no loss of pay

It is forecast that this would cost £3.466m (or £4.520m if other pay scales are increased
by the same principles) more than has been provided for in the udget for 2025/26.

Adult Social Care

Across the country, the adult social care sector is facing serious challenges in relation to
ever increasing demand, rising costs and workforce challenges. The increases in
employer’s national insurance contributions and the national living wage due to be
implemented in 2025/26 have added a significant financial burden to local authorities and
care providers. As a result, a third of providers surveyed by Care England are considering
leaving the market altogether, which would cause huge disruption and challenges in an
already pressurised sector.

In Reading, the Council has seen an increase in the numbers of people presenting to the
service and those people have increased complexity, intensity and acuity of need.
Consequently, there are higher numbers of people needing Adult Social Care support,
with higher needs on average than those previously approaching the service. As a result,
the services delivered are more costly and a net increase of £5.094m for Adult Social
Care services is proposed for 2025/26 to address these pressures.

Children’s Social Care

There are even greater financial pressures in Children’s Social Care, with increasing
demand on services, increasing complexity of need, reducing numbers of foster carers,
and an insufficient supply of adequate residential placements driving up costs.

On 31st March 2014 there were 68,790 children looked after in England. On 315t March
2024, the number stood at 83,630, an increase of more than 22%. According to analysis
by the Local Government Association, there are now over 1,500 children in placements
each costing the equivalent of over £0.500m every year, while the largest 15 private
providers make an average of 23 per cent profit.

Reading is experiencing similar cost pressures. The 2025/26 Budget includes a proposed
increase of £5.587m increase in the Brighter Futures for Children (BFfC) contract sum.
This includes inflationary increases and a significant growth pressure in respect of
placements for Children Looked After.

Homelessness
Homelessness has been increasing both locally and nationally due to the “cost of living

crisis” and national legislative changes. Subsequently the use of temporary and paid
nightly accommodation has been increasing across the board primarily due to evictions



3.15.

3.16.

3.17.

3.18.

3.19.

3.20.

3.21.

3.22.

3.23.

from the private rented sector as landlords become increasingly concerned about their
financial position. In Reading the numbers of households in Emergency Accommodation
as at the end of December 2024 was 182: the budget assumed a figure of around 70
households. The MTFS update includes a net increase of £0.884m in the budget in
respect of funding Homelessness pressures.

Dedicated Schools Grant (DSG) — High Needs Block

The High Needs block of the Dedicated Schools Grant to provides funding to support
provision for pupils and students with Special Educational Needs and Disability (SEND)
who require additional resources to participate in education and learning.

High needs block funding has been increasing significantly in recent years, but those
increases have not kept pace with increasing costs. As a result, a significant number of
local authorities are accumulating deficits on the high needs block. In some cases, those
deficits are so significant that they would potentially trigger a s114 notice. As a temporary
measure, the Government has issued a statutory override for the Dedicated Schools
Grant that excludes DSG deficits from the calculation of General Fund reserves. This
override will continue until 31t March 2026.

In Reading, the Council is forecasting a cumulative deficit of £26.503m on the high needs
block by 31st March 2025. The deficit is forecast to reach £40.373m by the time the
statutory override is currently due to end in March 2026 and is forecast to reach £53.165m
by 31st March 2027.

If the statutory override ends, Council reserves will not be sufficient to fund this deficit and
| will have to consider the need to issue a s114 notice. It is therefore critical that action is
taken to address the deficit.

Future Changes to Local Government Funding

As part of the Local Government Finance Policy Statement, the Government announced
its intention to reform the local government finance system from 2026/27, creating a new
funding system based on an up-to-date assessment of need and local resources. These
reforms are set to be built on the proposals set out in the review of Relative Needs and
Resources (also referred to as the ‘Fair Funding Review’), using the best available
evidence to inform local authority funding allocations.

The Government also announced its intention to ‘reset’ the business rates retention
system, starting in 2026/27. The reset is planned to further allow the Government to match
funding to where it is needed most. As stated in the Financial Resilience section above,
Reading Borough Council is currently retaining a significant amount of funding above the
Business Rates base and this is at risk of being redistributed to other Councils from 1st
April 2026, subject to any transitional arrangements that are put in place.

It has also been announced that 2026/27 will mark the first multi-year funding Settlement
for local government in 10 years — aiming to provide improved planning certainty for local
authorities.

Commercial Property Investments

Reading Borough Council has a small portfolio of commercial property investments. While
these are currently performing to expectations, they remain a risk in the medium to longer
term if income levels can’t be maintained.

Inflation and Demand Risk

Whilst the budget proposals include consideration for risk, primarily in relation to the non-
achievement of income targets and efficiency savings, risk remains that demographic,



3.24.

3.25.

41.

4.2

5.1.

6.1.

inflationary or other demand pressures may exceed budget and place pressures on
available provisions.

Savings

The MTFS assumes £16.135m of additional savings and income. If these are not
delivered or there is any delay to their delivery, it would pose a potential threat to the
sustainability of the Council’'s Budget.

Companies
Reading Borough Council’s operates the following wholly owned companies:
¢ Reading Transport Limited (RTL)

Customer numbers have continued to rise during the first half of 2024/25, albeit at
a slower rate as pricing initiatives such as government £2 single fare cap and
Reading All-Bus day ticket continued. Overall patronage recovery has grown to
91.7% of pre-pandemic levels since September 2024, with patronage 10.4% up
on the same time last year.

Financial performance has also been improving, with net profit after taxation of
£3.894m for the year ended 31st March 2024.

e Homes for Reading (HfR)

On 22 January 2024, Policy Committee resolved that the Board and Tenants of
Homes for Reading Ltd be consulted on the possible closure of the Company and
a transfer of the properties into the Housing Revenue Account. The closure of the
company was subsequently confirmed by Officer Decision Notice on 17" July
2024. The process of transferring properties to the Reading Borough Council
Housing Revenue Account is now underway.

e Brighter Futures for Children (BFfC)
On 28" January 2025, Council resolved “That by 1 April 2026, services currently
provided by BFfC, including all remaining support services, be brought in house

to be delivered directly by the Council”’. Preparations for the transfer of functions
into Reading Borough Council and the closure of the company are now underway.

Contribution to Strategic Aims

Full details of the Council’s current Corporate Plan and the projects which will deliver
these priorities are published on the Council’'s website. These priorities and the Corporate
Plan demonstrate how the Council meets its legal obligation to be efficient, effective, and

economical.

Delivery of the Council’s Budget is essential to ensuring the Council meets its strategic
aims and remains financially sustainable going forward.

Environmental and Climate Implications

These are set out in the other budget reports on this agenda.

Community Engagement

The public was consulted as part of the ‘Budget Engagement’, which ran from 17t

December 2024 until 16" January 2024. The feedback from this engagement, alongside
the feedback from the Residents’ Survey 2023 is set out in Appendices 11 and 12.


https://images.reading.gov.uk/2023/03/Reading-Borough-Council-Corporate-Plan-2022-25-v19.pdf

6.2. The Council consulted with local business rates payers on 5" February 2025 as part of
its statutory requirements.

7. Equality Implications

7.1.  These are set out in the other budget reports on this agenda.

8. Other Relevant Considerations

8.1.  There are none.

9. Legal Implications

9.1. The provisions of section 25, of the Local Government Act 2003 require that, when the
Council is making the calculation of its budget requirement, it must have regard to the
report of the Chief Finance (s.151) Officer as to the robustness of the estimates made for
the purposes of the calculations and the adequacy of the proposed financial reserves.
The report will be formally made to Full Council at its budget setting meeting in February.

10. Financial Implications

10.1. These are set out in the main body of this report.

11. Timetable for Implementation

11.1.  Not applicable.

12. Background Papers

12.1. There are none.

Appendices

1. Summary of Estimated Reserve Movements 31/03/2024 — 31/03/2028



