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BACKGROUND AND RELEVANT INFORMATION

The Role of the Executive

The Cabinet and individual Cabinet Members
make executive decisions relating to services
provided by the Council, except for those
matters which are reserved for decision by the
full Council and planning and licensing matters
which are dealt with by specialist regulatory
panels.

The Forward Plan

The Forward Plan is published on a monthly
basis and provides details of all the key
executive decisions to be made in the four
month period following its publication. The
Forward Plan is available on request or on the
Southampton City Council website,
www.southampton.gov.uk

Implementation of Decisions

Any Executive Decision may be “called-in” as
part of the Council’'s Overview and Scrutiny
function for review and scrutiny. The relevant
Overview and Scrutiny Panel may ask the
Executive to reconsider a decision, but does not
have the power to change the decision
themselves.

Mobile Telephones — Please switch your
mobile telephones or other IT to silent whilst in
the meeting.

Use of Social Media

The Council supports the video or audio
recording of meetings open to the public, for
either live or subsequent broadcast. However, if,
in the Chair’s opinion, a person filming or
recording a meeting or taking photographs is
interrupting proceedings or causing a
disturbance, under the Council’'s Standing
Orders the person can be ordered to stop their
activity, or to leave the meeting.

By entering the meeting room you are
consenting to being recorded and to the use of
those images and recordings for broadcasting
and or/training purposes. The meeting may be
recorded by the press or members of the public.
Any person or organisation filming, recording or
broadcasting any meeting of the Council is
responsible for any claims or other liability
resulting from them doing so. Details of the
Council’'s Guidance on the recording of meetings
is available on the Council’s website.

Municipal Year Dates (Tuesdays)

2022 2023
14 June 17 January
19 July 7 February
16 August 21 Feb (budget)
13 September 14 March
18 October 18 April
15 November
20 December

Executive Functions

The specific functions for which the Cabinet and
individual Cabinet Members are responsible are
contained in Part 3 of the Council’'s Constitution.
Copies of the Constitution are available on
request or from the City Council website,
www.southampton.gov.uk

Key Decisions
A Key Decision is an Executive Decision that is
likely to have a significant:

¢ financial impact (500,000 or more)

e impact on two or more wards

e impact on an identifiable community
Procedure / Public Representations
At the discretion of the Chair, members of the
public may address the meeting on any report
included on the agenda in which they have a
relevant interest. Any member of the public
wishing to address the meeting should advise
the Democratic Support Officer (DSO) whose
contact details are on the front sheet of the
agenda.
Fire Procedure — In the event of a fire or other
emergency, a continuous alarm will sound and
you will be advised, by officers of the Council, of
what action to take.
Smoking policy — The Council operates a no-
smoking policy in all civic buildings.
Access — Access is available for disabled
people. Please contact the Cabinet
Administrator who will help to make any
necessary arrangements.

Southampton: Corporate Plan 2022-2030
sets out the four key outcomes:

e Communities, culture & homes -
Celebrating the diversity of cultures
within Southampton; enhancing our
cultural and historical offer and using
these to help transform our
communities.

e Green City - Providing a sustainable,
clean, healthy and safe environment for
everyone. Nurturing green spaces and
embracing our waterfront.

e Place shaping - Delivering a city for
future generations. Using data, insight
and vision to meet the current and future
needs of the city.

e Wellbeing - Start well, live well, age well,
die well; working with other partners and
other services to make sure that
customers get the right help at the right
time
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CONDUCT OF MEETING

TERMS OF REFERENCE BUSINESS TO BE DISCUSSED

The terms of reference of the Cabinet, and its Only those items listed on the attached
Executive Members, are set out in Part 3 of the agenda may be considered at this meeting.
Council’s Constitution.

RULES OF PROCEDURE QUORUM

The meeting is governed by the Executive The minimum number of appointed Members
Procedure Rules as set out in Part 4 of the Council’s required to be in attendance to hold the
Constitution. meeting is 3.

DISCLOSURE OF INTERESTS
Members are required to disclose, in accordance with the Members’ Code of Conduct, both the
existence and nature of any “Disclosable Pecuniary Interest” or “Other Interest” they may have in
relation to matters for consideration on this Agenda.
DISCLOSABLE PECUNIARY INTERESTS
A Member must regard himself or herself as having a Disclosable Pecuniary Interest in any matter
that they or their spouse, partner, a person they are living with as husband or wife, or a person with
whom they are living as if they were a civil partner in relation to:
(i) Any employment, office, trade, profession or vocation carried on for profit or gain.
(if) Sponsorship:
Any payment or provision of any other financial benefit (other than from Southampton City Council)
made or provided within the relevant period in respect of any expense incurred by you in carrying
out duties as a member, or towards your election expenses. This includes any payment or financial
benefit from a trade union within the meaning of the Trade Union and Labour Relations
(Consolidation) Act 1992.
(i) Any contract which is made between you / your spouse etc (or a body in which the you / your
spouse etc has a beneficial interest) and Southampton City Council under which goods or services
are to be provided or works are to be executed, and which has not been fully discharged.
(iv) Any beneficial interest in land which is within the area of Southampton.
(v) Any license (held alone or jointly with others) to occupy land in the area of Southampton for a
month or longer.
(vi) Any tenancy where (to your knowledge) the landlord is Southampton City Council and the tenant
is a body in which you / your spouse etc has a beneficial interests.
(vii) Any beneficial interest in securities of a body where that body (to your knowledge) has a place
of business or land in the area of Southampton, and either:
a) the total nominal value of the securities exceeds £25,000 or one hundredth of the total
issued share capital of that body, or
b) if the share capital of that body is of more than one class, the total nominal value of the
shares of any one class in which you / your spouse etc has a beneficial interest that exceeds
one hundredth of the total issued share capital of that class.



Other Interests

A Member must regard himself or herself as having an, ‘Other Interest’ in any membership of, or
occupation of a position of general control or management in:

Any body to which they have been appointed or nominated by Southampton City Council
Any public authority or body exercising functions of a public nature

Any body directed to charitable purposes

Any body whose principal purpose includes the influence of public opinion or policy
Principles of Decision Making

All decisions of the Council will be made in accordance with the following principles:-

e proportionality (i.e. the action must be proportionate to the desired outcome);

due consultation and the taking of professional advice from officers;

respect for human rights;

a presumption in favour of openness, accountability and transparency;

setting out what options have been considered,;

setting out reasons for the decision; and

clarity of aims and desired outcomes.

In exercising discretion, the decision maker must:

¢ understand the law that regulates the decision making power and gives effect to it. The
decision-maker must direct itself properly in law;

o take into account all relevant matters (those matters which the law requires the authority as a
matter of legal obligation to take into account);

e |eave out of account irrelevant considerations;
act for a proper purpose, exercising its powers for the public good;

e not reach a decision which no authority acting reasonably could reach, (also known as the
“rationality” or “taking leave of your senses” principle);

e comply with the rule that local government finance is to be conducted on an annual basis. Save

to the extent authorised by Parliament, ‘live now, pay later’ and forward funding are unlawful;
and
e act with procedural propriety in accordance with the rules of fairness.



AGENDA

1 APOLOGIES
To receive any apologies.

2 DISCLOSURE OF PERSONAL AND PECUNIARY INTERESTS

In accordance with the Localism Act 2011, and the Council’s Code of Conduct,
Members to disclose any personal or pecuniary interests in any matter included on the
agenda for this meeting.

EXECUTIVE BUSINESS

3 STATEMENT FROM THE LEADER

4 MATTERS REFERRED BY THE COUNCIL OR BY THE OVERVIEW AND
SCRUTINY MANAGEMENT COMMITTEE FOR RECONSIDERATION (IF ANY)

There are no matters referred for reconsideration.

5 REPORTS FROM OVERVIEW AND SCRUTINY COMMITTEES (IF ANY)

There are no items for consideration

6 EXECUTIVE APPOINTMENTS

To deal with any executive appointments, as required.

ITEMS FOR DECISION BY CABINET

7 ITCHEN BRIDGE TOLL INCREASE AND REMOVAL OF EV CONCESSION [
(Pages 1 - 20)

To consider the report of the Cabinet Member for Transport and District Regeneration
on a proposed increase in the Itchen Bridge Toll and the proposed removal of the
Itchen Bridge Electric Concession.

8 FINANCIAL MONITORING FOR THE PERIOD TO THE END OF DECEMBER 2022
(Pages 21 - 90)

To consider the report of the Cabinet Member for Finance and Change setting out the
financial monitoring for the period to the end of December 2022.

9 EXCLUSION OF THE PRESS AND PUBLIC - EXEMPT PAPERS INCLUDED IN THE
FOLLOWING ITEM
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To move that in accordance with the Council’s Constitution, specifically the Access to
Information Procedure Rules contained within the Constitution, the press and public be
excluded from the meeting in respect of any consideration of the exempt appendix to
the following Item.

Appendix 7 is exempt from publication by virtue of category 3 of rule 10.4 of the
Council’'s Access to Information Procedure Rules i.e. information relating to the
financial or business affairs of any particular person. It is not in the public interest to
disclose this information due to an ongoing commercial dispute which is subject to a
protected alternative dispute resolution procedure. If the information was disclosed
then the Council’s financial position would be available to other parties to the dispute
and prejudice the Council’s ability to achieve best value.

THE REVENUE BUDGET 2023/24, MEDIUM TERM FINANCIAL STRATEGY AND
CAPITAL PROGRAMME (Pages 91 - 288)

To consider the report of the Cabinet Member for Finance and Change detailing the
Revenue Budget 2023/24, Medium Term Financial Strategy and Capital Programme.

Monday, 13 February 2023 Director of Legal and Business Services



Agenda Item 7

DECISION-MAKER: CABINET

SUBJECT: ITCHEN BRIDGE TOLL INCREASE AND REMOVAL OF
ELECTRIC VEHICLE CONCESSION

DATE OF DECISION: 21 FEBRUARY 2023

REPORT OF: COUNCILLOR KEOGH
CABINET MEMBER FOR TRANSPORT AND DISTRICT
REGENERATION

CONTACT DETAILS

Executive Director | Title | Executive Director for Growth

Name:| Adam Wilkinson Tel: | 023 8254 5853

E-mail| adam.wilkinson@southampton.gov.uk

Author: Title | Service Manager for Parking and Itchen Bridge

Name:| Richard Alderson Tel: | 023 8083 2725

E-mail| richard.alderson@southampton.gov.uk

STATEMENT OF CONFIDENTIALITY

N/A

BRIEF SUMMARY

The Council has proposed a) an increase in the ltchen Bridge Toll for Class 2 vehicles
from £0.80 to £1.00 (peak) and from £0.70 to £0.80 (off peak) and b) to remove the
Electric Vehicle concession. This purpose of the proposals is to ensure that the toll
continues to be effective at managing vehicle crossings following increases in inflation.
The Council has not proposed increasing the discounted toll rate that is only available
to Southampton residents via use of a Smart Cities Card. This is to be maintained at
£0.40 during peak periods and £0.30 in off peak periods and reflects the local nature of
the traffic the concession is designed to support. The Council has carried out a
consultation on the proposals. 169 responses were received, of which 137 were
registered as objections to the proposals. Officers do not consider that any overriding
reasons were submitted for not implementing the changes.

RECOMMENDATIONS:

(1) To implement the proposed Itchen Bridge toll increase for Class 2
vehicles from £0.80 to £1.00 during peak periods and £0.70 to £0.80
during off peak periods.

(i) To remove the Electric Vehicle concession.
REASONS FOR REPORT RECOMMENDATIONS
1. To ensure that the toll prompts drivers to make a meaningful decision about

using the Itchen Bridge crossing following increases in inflation, so as to
manage congestion along the A3025 and to further safeguard the financial
position and future prospects of the bridge including maintenance and
enhancements.
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To ensure that crossings by Electric Vehicles are now managed in the same
way as other traffic, so as to manage congestion along the A3025 and to
further safeguard the financial position and future prospects of the bridge.

ALTERNATIVE OPTIONS CONSIDERED AND REJECTED

3.

Not increasing the Toll could see increased use of the bridge to the detriment
of traffic flow along the A3025.

Not removing the electric vehicle concession which could see use of the
bridge increase to the detriment of traffic flow along the A3025 and decreased
revenue for future bridge maintenance as more drivers move across to
electric vehicles.

DETAIL

(Including consultation carried out)

5.

The Itchen Bridge first opened in June 1977 and since that date, a toll has
been maintained on the crossing. The reasons for maintaining the toll as
outlined in Section 22 of the Hampshire Act 1983 (see Appendix 1) are to
secure the financial and future prospects of the bridge and the need to control
the composition and flow of traffic over the bridge so as to avoid causing
traffic congestion in areas adjacent to the bridge and so as to preserve the
character and amenities of those areas.

It is unusual for a local authority to have sole financial responsibility for a
bridge of this size and structure. The national government has not provided
funding for the construction, maintenance or upkeep. As it does not serve a
key strategic transport route, it is unlikely that the national government would
agree to underwrite the bridge as it has done for the Severn River crossing.

The bridge provides a crossing of the River Itchen for the A3025 (or
Portsmouth Road). Of the six main radial routes into Southampton City
Centre, the A3025 is the only one where both of the following factors apply;

a) The route has a direct link to a motorway route and,

b) The route is constrained by being single carriageway along it’s entire
length.

There is no scope to widen the A3025 in any meaningful way, due to the
number of properties that directly abut the public highway along it’s route.

For these reasons, it would be challenging for the Council to remove the toll
or maintain it at a set level for sustained periods of time.

Due to the recent increases in inflation, the Council has therefore determined
to propose an increase in the toll for Class 2 vehicles from £0.80 to £1.00
during peak periods and from £0.70 to £0.80 during off peak periods, to
ensure that the toll continues to prompt drivers to make a meaningful decision
about using that route. The toll was last increased for Class 2 vehicles in 2019
from a rate of £0.60 (peak) and £0.50 (off peak).

The proposed toll increase is broadly in line with inflation since 2019, with
items/services costing £0.80 in that year increasing to £0.97 in 2023 and
items/services costing £0.70 ir&,gggs}'ng to £0.85.




The Council has not proposed increasing the discounted toll rate that is only
available to Southampton residents via use of a Smart Cities Card. This is to
be maintained at £0.40 during peak periods and £0.30 in off peak periods and
reflects the local nature of the traffic the concession is designed to support.

It is recommended that the Toll Increase is implemented on 15t April 2023.

The Council has also determined to propose removing the Electric Vehicle
concession which enables electric vehicles to make the crossing without
charge. The Council introduced concessions for electric vehicles crossing the
Toll Bridge in 2018 for the purpose of promoting early uptake of electric
vehicle use as part of an overall package to improve air quality within the
boundary of Southampton. The concession enables drivers of electric
vehicles to cross the Itchen Bridge for free, provided that the user lives within
the boundary of Southampton or the Regional Concession Zone (formed of
the following Local Authority boundaries - New Forest, Test Valley, Eastleigh,
Winchester, Fareham, Gosport, Havant and Portsmouth) and that the vehicle
was registered/leased to the property in question. Businesses in the Local
Concession Zone (formed of the Woolston Ward) are also permitted to apply
for an electric vehicle concession provided that the vehicle is again registered
to a property within that zone.

The Electric Vehicle concession was not intended to be in place indefinitely.
This has been highlighted on the Council’s website and application forms
since the concession was introduced. In February 2022, there were 153
electric vehicle concessions in circulation. This has now increased to 210.
Removing the concession at this stage will ensure that crossings made by
electric vehicles are managed in the same way as other vehicles and
encourage drivers to make a meaningful decision about using that route.

It is recommended that the option to apply for an electric vehicle is removed
on 315t March 2023. It is recommended that existing Electric Vehicle
concessions which are valid for one year be allowed to expire at the 12 month
date given when the application was made. This would honour the policy
which may have prompted some drivers to invest in an electric vehicle within
the last 12 months, for a reasonable period.

These proposals were advertised on Friday 91" December 2022.

During the consultation period, the Council received a total of 169 responses.
137 of these were registered as an objection to the proposals. 19 were
registered as being as in support of the proposals. 13 were registered as
comments.

A summary of the objections and the officer response is attached as Appendix|
2. Officers are of the view that there were no objections that constituted an
overriding consideration to the proposals.
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The primary purpose of increasing the toll is to ensure that it continues to
prompt drivers to make a meaningful decision about using the A3025 route
and manage congestion and impact on amenity on the approaches to the
bridge. A toll increase will nonetheless have an impact on the revenue
generated by the toll and the projected budget impact is outlined in resource
implications.

RESOU

RCE IMPLICATIONS

Capital/Revenue

10.

Toll revenue arising from the proposed Toll Increases is projected to generate
an additional £0.4M per annum which will commence in 2023/24 financial
year.

11.

Toll revenue arising from the removal of the Electric Vehicle concession is
projected to generate £0.014M per annum. Because the existing EV
concessions would be allowed to expire within the timeframe from the original
customer application, the amount expected for 2023/24 is £0.01M.

12.

Surplus revenue generated by the toll contributes to maintenance of the
bridge, the highway and the maintenance of the toll plaza equipment. While
the Council may not have direct cause to use the surplus for maintenance in
any given year, there are associated costs (Highways contract, Street lighting
contract) that are drawn from the general fund.

The Council has scheduled works in 2024/25 costing £4.5M to replace
drainage, reconstruct the footways, provide new surfacing across the whole
bridge and to install safety measures. Some of this will create a borrowing
cost in the general fund for capital financing to which the revenue from the
Itchen Bridge will contribute funding.

Propert

yv/Other

13.

N/A

LEGAL

IMPLICATIONS

Statutory power to undertake proposals in the report:

14. The statutory powers to manage the Itchen Bridge crossing by means of Toll
payment are set out in Section 22 of the Hampshire Act 1983.

Other Legal Implications:

15. In reaching a decision on increasing toll charges, or removing concessions

the Council has had regard to its legal duties under the Equalities Act 2010
and Crime & Disorder Act 1998 together with other relevant pervasive
legislation. No adverse equality impact has been identified that cannot be
addressed through existing mitigation measures relating to tolls and class of
vehicle usage already in effect for the bridge.

RISK MANAGEMENT IMPLICATIONS

16.

The proposals carry a low risk of Financial impact as they will likely result in a

revenue increase. The proposalsyeasiry a low impact to Service Delivery as




there is no direct impact to other Council projects. While the increase in
revenue will assist in financing works to the bridge in 2024/25, the finance for
this project will come from borrowing. The proposals carry a moderate impact
to Reputation given local interest in the Itchen Bridge Toll. However, the
overall response to the consultation was not significant relative to the
population of Southampton, and Southampton residents will continue to
benefit from a reduced toll via the Smart Cities Card.

POLICY FRAMEWORK IMPLICATIONS

17.

The proposals are in accordance with the Southampton City Council’s Local
Transport Plan — Connected Southampton Transport Strategy 2040,
specifically the Sustainable Growth section of the plan, which looks to reduce
growth in the amount of traffic coming into Southampton and ensuring the
transport asset is in a good condition and can accommodate the demands
placed upon it.

18.

The proposals are also in accordance with the Southampton City Strategy
2015-2025 and the Southampton Highway Infrastructure Asset Management
Policy 2019-2021

KEY DECISION? Yes

WARDS/COMMUNITIES AFFECTED: ALL

SUPPORTING DOCUMENTATION

Appendices

1. Section 22 of the Hampshire Act 1983

2. Summary of Consultation Feedback and Officer Response
3. Delegated Decision Notice

4. ESIA

5. Public Notice

Documents In Members’ Rooms

1.

2.

Equality Impact Assessment

Do the implications/subject of the report require an Equality and Yes

Safety Impact Assessment (ESIA) to be carried out.

Data Protection Impact Assessment

Do the implications/subject of the report require a Data Protection | No

Impact Assessment (DPIA) to be carried out.

Other Background Documents
Other Background documents available for inspection at:

Title of Background Paper(s) Relevant Paragraph of the Access to

Information Procedure Rules /
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Schedule 12A allowing document to
be Exempt/Confidential (if applicable)
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Part V
~—cont.

Agenda Item 7

Appendix 1
Hampshire Act 1983 - Section 22

Tolls

22.—(1) The county council may demand, take and recover in Tolls.
respect of all or any class of traffic passing over or on the bridge,
other than pedestrians, tolls not exceeding those specified in any
order made under this Part (or under Part III of the Southampton
Corporation Act 1973) and for the time being in force; and for any 1973 c. xix.
other services rendered by the county council in connection with the
bridge, such reasonable charges as they think fit.

(2) Subject to subsection (4) below, the power to make an order
under this section includes power to make an order amending or
revoking any earlier order made hereunder (or under section 15 of
the Southampton Corporation Act 1973), including power to
make an order whereby the council cease to demand; take and
recover tolls or tolls in respect of any specified class of traffic, or
resume demanding, taking and recovering tolls.

(3) In exercising their powers under this section the county
council shall have regard to—

first, the financial position and future prospects of the bridge;
secondly, the need to control the composition and flow
of traffic over the bridge so as to avoid causing traffic
congestion in areas adjacent to the bridge and so as to
preserve the character and amenities of those areas; and
thirdly, whether to allow any class of traffic to use the bridge
without payment of tolls or on payment of tolls at a reduced
rate either generally or during specified hours or on specified
occasions—

(a) where the grant of any such concession would

assist the disabled or aged;

c.v Hampshire Act 1983

(b) where, in the opinion of the county council
the grant of any such concession for a limited period
would be desirable in the interests of assisting the
establishment of industry or commerce in the city;

(¢) where the traffic is of a local character.

(4) If an order for the time being in force has been made by
the Secretary of State in pursuance of section 23 (Revision of tolls
by Secretary of State) of this Act, the county council may not make
a further order revising all or any of the tolls or any classification
of traffic specified in any such order unless—

(a) a period of not less than 12 months has elapsed since the
making of the order by the Secretary of State; and

(b) the county council have notified the Secretary of State
of their intention to make such an order and considered
any observations of the Secretary of State; and

(¢) in the opinion of the county council there has been,
since the date of the making of the order by the Secretary
of State, a material change in any of the circumstances
relating to any of the matters referred to in subsection (2)
above.

(5) Before making an order under this section the county council
shall give notice by advertisement in one or more local newspapers
circulating in the city stating the contents of the proposed order
and shall take into consideration any objections or representations
in respect of the proposed order made within 28 days of the
first publication of the notice.

Page 7
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Appendix 2 — Summary of Consultation Feedback and Officer Response

Ref | Issue Response
1 General objections to the increase in costs. Often with reference to recent The increase is to ensure that the toll is effective at managing the number of
increases in the cost of living having reduced the ability of many to pay crossings made by non-local traffic in Class 2 vehicles, and to ensure that the
additional charges. toll remains effective at managing the number of crossings.
Example comments: At 20p (peak) and 10p (off-peak), the increases are considered a relatively
minor proportion of the overall cost of car ownership and there are alternative
“With the cost of living crisis and the fuel already too much for most too afford, | routes available for those who do not wish to pay the toll.
you now want to hike up the bridge cost too ?
People won’t be able to afford to get to and from work and what with first bus The proposed toll increase is broadly in line with inflation since 2019, with
pulling out of Southampton. And the blue star buses often running late or not items/services costing £0.80 in that year increasing to £0.97 in 2023 and
enough route , some people need to use cars so they can take their kids to items/services costing £0.70 increasing to £0.85.
school then go to work.”
Local residents within the concession zone for whom the alternative routes are
“Current charges have only recently increased, to increase further by such a less viable, are eligible for the reduce concessionary toll via the SmartCities
high percentage is unfair to those who use the bridge regularly for work. There card.
is no clear rationale to justify such a high % increase.”
2 Objections by residents in non-Southampton City Council areas east of the city | It is not considered appropriate to expand the concessionary zone, as it is

(e.g. Netley) who believe they should be eligible for the reduced concessionary
toll.

Example comments:

“We live in netley and it's the easiest way into town through Newtown road and
why we do not qualify for reduced rate like we did when we lived in sholing and
as the crow flies further away than we live now. And because we come under
hampshire we can't even get a cheap bus to town literally been cut off and now
cheaper for us to go and spend our money in Portsmouth”

“As a resident in Netley Abbey and works in Southampton, how can it be
justified that | have to pay over double than someone who resides less than
half a mile from myself but in Southampton Council jurisdiction.”

intended to provide a reduced toll to those for whom the alternative routes are
less viable.
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0T abed

Concerns that increasing the toll will force more vehicles to undertake lengthy
detours to other bridges causing unnecessary air pollution and congestion.

Examples comments:

“It may cause people to take unnecessary detours to the other bridges to get
from one side of Southampton to the other, which would cause more air
pollution and congestion elsewhere”

“When you have to pay to check on a person that lives that side of the water i
now cannot afford to use the bridge so i now take the long way round adding
fumes to your area”

The toll is intended to manage the number of vehicles using the bridge and
therefore congestion in the local area. It is accepted and intended that some
vehicles will use other routes. While there would be impact on air pollution
through longer journeys, this would likely be offset by the associated reduction
in congestion and not be an overriding consideration.

The tolls were originally intended to pay for the construction of the bridge. Now
this has been paid for the toll should be removed.

Example comments:

“The bridge is already paid for and should no longer be a charge. However if a
charge is due it should be minimal such as 10 or 20p. If you want to promote
people coming to town don't make it difficult to come in!”

“Residents of Southampton have been paying to cross this bridge since 1977.
Surely it is now time to get rid of these tolls. An increase is an insult to
Residents who already pay a huge amount in council tax.”

While there is a frequently repeated claim that the Council had stated that the
tolls would be removed once the original construction costs of the bridge had
been repaid, there is no record of this statement having been made by the
Council

The legal power to collect the tolls in provided by the Hampshire Act 1983 and
it is made clear that when determining the charge, the Council must have
regard to the financial position and future prospects of the bridge and the need
to control the composition and flow of traffic over the bridge so as to avoid
causing traffic congestion in areas adjacent to the bridge and so as to preserve
the character and amenities of those areas.

Removing the toll would cause significant congestion issues in the vicinity of
the bridge and is not considered appropriate.




TT abed

The electric vehicle concessionary toll should be retained.
Example comments:

“I think you should continue to allow electric cars free passage over the bridge
until 2025 to encourage electric vehicle adoption in Southampton.”

“Electric vehicles are far from main stream and never will be if all the incentives
are taken away. We've 3 electric cars in household all circa 1 year old and
believe it or not free toll bridge was a factor in buying

Disgraceful if you enforce payment same as diesel guzzlers”

The provision of an electric vehicle concessionary toll was provided as a
temporary incentive to encourage the take-up of electric vehicles. As the toll is
intended to manage the number of vehicles using the bridge and therefore
congestion in the local area, which electric vehicles are part of, it was always
intended for this to be removed as the number of electric vehicles increased.

Taxi drivers should be exempt from paying the toll as they provide a public
service.

Example comments:

“The taxi and private hire vehicle's should get a discounted rate, as we use the
bridge alot, we cannot afford any more price increases .”

“Taxi drivers with a Southampton badge should get same discount on toll
bridge ,whether they live in Southampton or Scotland or Bournemouth as in my
case”

There are no current plans to provide a specific concessionary toll for taxi
drivers. It is however, noted they are able to utilise any of the existing
concessionary tolls for which they are eligible.

Queries whether an increases to cover operating costs are warranted following
automation of the Toll Plaza.

Example comments:

“The operating costs were supposedly reduced when automation of the bridge
barriers was done.”

“l fail to understand how costs can have increased when there are no people
being provided with a job physically collecting money anymore.”

The lanes are still monitored by a team of employees based in the Toll Plaza
office who respond to any customer calls via the intercoms and address any
faults with the lanes.

There are around 18,000 to 21,000 movements through the Toll Plaza per day.
Therefore, while automated, the toll equipment needs regular maintenance
which is carried out by the Parking Maintenance team and via a maintenance
contract with equipment supplier.
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[ 14
DELEGATED DECISION NOTIFICATION Ag %g@ I[e

Apppndix 3

Place

Pete Boustred (Head of Green City and Infrastructure)

Traffic Regulation Order to propose an amendment to the Toll Order to increase the
Toll and to remove the Electric Vehicle Concession

Officer Scheme of Delegation 14.16

Decision

To approve the formal advertisement of a Traffic Regulation Order to propose an
amendment to the Toll Order as outlined below;

Under Schedule 2 amend/add the columns
Concession remains unchanged)

as shown below (Note the Disabled

. id Local Local | .
Class Maxm|1|um Resi en.ts Resident Commercial Loca Ta}X|
To Concession Concession | Concession - . Concession
1 Free Free Free Free N/A N/A
2 (off
peak) 80p 30p 30p 30p NIA N/A
2
(peak) £1.00 40p 40p 40p NIA N/A
3 £1.40 N/A 60p 60p NIA 80p
4 £25 N/A £2 £2 N/A N/A
; te ) 70p Free Free Free Free Free
é (c ) 80p Free Free Free Free Free

Removal of all text relating to Class 5 and the Regional Resident Concession
Reason

To ensure that the toll is effective at managing the number of crossings made by non -
local traffic in Class 2 and Class 3 vehicles

To ensure that the toll is effective at managing the number of crossings made by all
motorised vehicles with 4 or more wheels

None

Yes No Date
Executive Member X O] By copy of this DDN
Ward Councillors X (] By copy of this DDN
Chief Officer affected X (] By copy of this DDN
Others (specify) O] X
Pete Boustred Contact No | 023 8083 4743
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Authorised
Signatory

Heea=_

Date

28/11/2022

Commencement for call-in

Last date for call-in

Implementation Date
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Agenda Item 7

Appendix 4

ﬁ Equality and Safety Impact Assessment

SOUTHAMPTON
CITYCOUNCIL

The Public Sector Equality Duty (Section 149 of the Equality Act) requires public
bodies to have due regard to the need to eliminate discrimination, advance equality
of opportunity, and foster good relations between different people carrying out their
activities.

The Equality Duty supports good decision making — it encourages public bodies to be
more efficient and effective by understanding how different people will be affected by
their activities, so that their policies and services are appropriate and accessible to all
and meet different people’s needs. The Council’'s Equality and Safety Impact
Assessment (ESIA) includes an assessment of the community safety impact
assessment to comply with Section 17 of the Crime and Disorder Act and will enable
the Council to better understand the potential impact of proposals and consider
mitigating action.

Name or Brief Increase lItchen bridge fees for non-residents and remove
Description of the Electric Vehicle concession
Proposal

Brief Service Profile (including number of customers)

The Itchen Bridge first opened in 1977 to reduce the congestion from traffic leaving
and entering the city. The bridge is operated and maintained by Southampton City
Council and uses a variable toll, which is based on the height of the vehicle at the
front axle. The Itchen Bridge serves as a major link between the east and west of the
city, with a flow of around 20,000 vehicles per day. Crossing the bridge has always
been subject to a toll payment, as introduced by the Hampshire Act upon opening of
the bridge.

Some regular users of the bridge make payments by using a Smartcities card, whilst
other users currently pay by cash, including people passing through the city on
business or for leisure, and non-regular users. Concessions are available to local
residents and local commercial businesses when paying using a Smartcities card.

Residents with a Blue Badge and who receive Smartcities eligible mobility related
benefit payments are entitled to free travel across the Itchen Toll Bridge with a
Smartcities card. Owners of fully electric vehicles can cross the Itchen Bridge free of
charge with a SmartCities card by applying for an Electric Vehicle concession.

The toll charges were last amended in 2019, with an increase in the peak and off
peak charges of £0.20. The discount available to Southampton residents via the
Smart Card was frozen.

Below is a table which shows the current charge for crossing the Itchen Bridge:

Page 10of4
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Disabled
Non- Local Local person/
lc\l:grnd-Smart resident Resident Commercial Elec_tric
USErs (Smart (Smart (Smart Vehicle
Card) Card) Card) (Smart
Card)
Class 1 -
motorcycles
and three- Free Free Free Free Free
wheeled
vehicles
Class 2 —
cars, small
vans and 70p 70p 30p 30p Free
small 4x4s
OFF PEAK
Class 2 —
cars, small
vans and 80p 80p 40p 40p Free
small 4x4s
*PEAK
Class 3
large vans
(e.g. transit) | £1.40 N/A 60p 60p N/A
and large
4x4s
Class 4 N/A
HGVs £25 £25 N/A £2

*Peak Times are 07:00-09:30 and 16:00 to 18:30

Summary of Impact and Issues

The 1% proposal is to increase the Itchen Bridge Toll peak charges by 20p and off-
peak charges by 10p to vehicles in classes 2 and 3 and above crossing the bridge,
who are not eligible for a concession. This will impact on non-residents, whether
using a smart card or paying in cash, who are driving cars, small vans, small 4x4 and
large vans, which include large transit and 4x4 vans.

The increase in the toll would not apply to residents that receive a concessionary toll
through use of a Smart Card. Residents who do not currently have a Smartcities card
would need to apply for one in order to avoid paying the increased charges.

The 2" proposal is to remove the Electric Vehicle Concession. This would impact on
approximately 150-200 existing Electric Vehicle concession card holders.

The proposed charges would be as follows:

Page 2 of 4

Page 16




Non-Smart
Card
users

Non-
resident
(Smart
Card)

Local
Resident
(Smart
Card)

Local
Commercial
(Smart
Card)

Disabled
person

Class 1 -
motorcycles
and three-
wheeled
vehicles

Free

Free

Free

Free

Free

Class 2 —
cars, small
vans and
small 4x4s
OFF PEAK

80p

80p

30p

30p

Free

Class 2 —
cars, small
vans and
small 4x4s
*PEAK

£1.00

£1.00

40p

40p

Free

Class 3
large vans
(e.g. transit)
and large
4x4s

£1.60

N/A

60p

60p

N/A

Class 4
HGVs

£25

£25

N/A

£2

N/A

Potential Positive Impacts

Increasing toll charges may encourage more people to seek alternative methods of
transport (public transport, car shares, cycling etc.) and encourage drivers to use the
principle eastern approach road leading to air quality and health improvements.

Responsible Richard Alderson
Service Manager
Date 04/10/22

Approved by
Senior Manager

Rosie Zambra

Date

04/10/22

Potential Impact
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Impact Details of Impact Possible Solutions &

Assessment Mitigating Actions

Age The increased charges will Residents of the city can
impact on drivers of all ages who | apply for a concession via
are non-residents visiting the city | a Smart Cities card and
for education, business or would therefore not have
leisure and fall into the class 2 or | to pay for the increased
3 bracket, as well as residents amount
who do not use a smart card.

Disability No specific impact as increased | People with mobility
charges will impact on all issues may qualify for the
drivers. Existing mitigation for Disabled Concession
drivers with mobility issues is
already in place.

Gender No identified impact N/A

Reassignment

Marriage and No identified impact N/A

Civil

Partnership

Pregnancy No identified impact N/A

and Maternity

Race No identified impact N/A

Religion or No identified impact N/A

Belief

Sex No identified impact N/A

Sexual No identified impact N/A

Orientation

Community No identified impact N/A

Safety

Poverty This proposal may have a The price increase is to
negative impact on some users | meet the running costs of
who are non-residents or non- the bridge, including
smart card users, who are low maintenance and
income earners and need to management. This
travel to Southampton to work. charge would not apply to

residents that receive a
concessionary toll and
this discount would be
protected.

Health & No identified impact N/A

Wellbeing

Other None N/A

Significant

Impacts
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PUBLIC NOTICE

THE CITY OF SOUTHAMPTON (ITCHEN BRIDGE TOLLS) ORDER 2023

NOTICE IS HEREBY GIVEN THAT SOUTHAMPTON CITY COUNCIL

proposes to make the above Order, the effects of which would be:

1. To amend the maximum tolls for Class 2 vehicles (those with a
height at first axle of no more than 1.33m - cars, small vans and
small 4x4s) to £1 (peak times) and 80p (off-peak times).

2. To remove the Electric Vehicle Concession.

Note: This Order will revoke and replace The City of Southampton
(Itchen Bridge Tolls) Order 2021

Copies of the draft Order can be viewed on the Councils website:
transport.southampton.gov.uk/TRO or may be inspected Monday -
Thursday, 9am - 4pm at the Southampton, Fareham and Havant Legal
Partnership in the Civic Centre, Southampton SO14 7LY. Further
information may also be obtained from the Highways division on 023
8079 8065.

Any person wishing to object or make any other representation relating
to this order must do so in writing via the Councils website:
transport.southampton.gov.uk/TRO or by post to the Highways Legal
Team at Southampton City Council, Civic Centre, Southampton, SO14
7LY quoting the order title and stating the grounds for objection, within
28 days of the date of this notice (i.e. by 6" January 2023).

Please note that all representations submitted, including the name and
address of the person submitting it, may be made available for public
inspection.

Dated: 9" December 2022

Richard Ivory, Solicitor
Service Director: Legal and Business Operations

Southampton, Fareham and Havant Legal Partnership i‘ Il R

SOUTHAMPTON
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DECISION-MAKER: CABINET

SUBJECT: FINANCIAL MONITORING FOR THE PERIOD TO
THE END OF DECEMBER 2022

DATE OF DECISION: 21 FEBRUARY 2023

REPORT OF: CABINET MEMBER FOR FINANCE & CHANGE

CONTACT DETAILS

Executive Director | Title: Executive Director for Finance, Commercialisation &
S151 Officer

Name: | John Harrison Tel: | 023 80834897
E-mail: | John.Harrison@southampton.gov.uk

Author: Title: Head of Financial Planning & Management
Name: @ Steve Harrison Tel: | 0739 2864525

E-mail: | Steve.Harrison@southampton.gov.uk

STATEMENT OF CONFIDENTIALITY
N/A

BRIEF SUMMARY

The report summarises the General Revenue Fund, Housing Revenue Account (HRA)
and Collection Fund financial position for the Council as at the end of December 2022
and informs Cabinet of any major changes in the overall General Fund and HRA
capital programme for the period 2022/23 to 2026/27.

The General Revenue Fund deficit for the year as outlined in this report is £10.34M as
at 31 December 2022 after taking account of £4.70M agreed in-year savings, with the
most significant deficit being for the Children & Learning portfolio (£11.02M).
Mitigation plans to reduce the forecast deficit are being progressed, however will not
reduce the deficit in full. Failing any further improvement in the financial position the
deficit will need to be met from corporate reserves and would therefore impact on the
council’s future financial resilience and the resources available to help address future
years’ budget shortfalls and transformation costs, as noted in the 2023/24 Budget,
Medium Term Financial Strategy and Capital Programme report elsewhere on this
agenda.

RECOMMENDATIONS:

General Revenue Fund
Cabinet is recommended to:

i) Note the forecast outturn position is a £10.34M deficit, after taking account
of £4.70M agreed in-year savings, as outlined in paragraph 4 and in
paragraph 1 of appendix 1.

i) Note that failing any further improvement in the 2022/23 financial position
the £10.34M deficit will need to be met from the Medium Term Financial
Risk Reserve, as set out in paragraph 4 and in paragraph 3 of appendix 1.

iii) Note the performance of treasury management, and financial outlook in
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paragraphs 5 to 8 of appendix 1.

iv) Note the forecast year end position for reserves and balances as detailed in
paragraphs 9 and 10 of appendix 1.

V) Note the Key Financial Risk Register as detailed in paragraph 11 of
appendix 1.

vi) Note the performance against the financial health indicators detailed in

paragraphs 15 and 16 of appendix 1.

vii) Note the forecast outturn position outlined in the Collection Fund Statement
detailed in paragraphs 19 to 22 of appendix 1.

Housing Revenue Account
Cabinet is recommended to:

viii) = Note the forecast outturn position is a nil variance against budget as outlined in
paragraph 5 and paragraph 17 of appendix 1.

Capital Programme
Cabinet is recommended to:

ix)  Note the revised General Fund Capital Programme, which totals £356.25M as
detailed in paragraph 1 of appendix 2.

X)  Note the HRA Capital Programme is £267.12M as detailed in paragraph 1 of
appendix 2.

xi)  Note that the overall forecast position for 2022/23 at quarter 3 is £144.78M,
resulting in a potential surplus of £2.43M, as detailed in paragraphs 5 and 6 of
appendix 2.

xii) = Note that the capital programme remains fully funded up to 2026/27 based on
the latest forecast of available resources although the forecast can be subject to
change; most notably regarding the value and timing of anticipated capital
receipts and the use of prudent assumptions of future government grants to be
received.

REASONS

FOR REPORT RECOMMENDATIONS

1.

To ensure that Cabinet fulfils its responsibilities for the overall financial management of
the Council’s resources.

ALTERNATIVE OPTIONS CONSIDERED AND REJECTED

2.

Not Applicable.

DETAIL (including consultation carried out)

Revenue

3. The financial position for the General Revenue Fund, Housing Revenue Account
(HRA) and Collection Fund for the Council as at the end of December 2022 and key
issues are summarised in appendix 1.

4. The current forecast spending against the council’s net General Fund revenue budget

for the year of £193.15M is projected to be a £10.34M deficit, after taking account of
£4.70M agreed in-year savings, a deterioration of £0.75M from the position forecast at
the end of September 2022. This is a significant adverse variance which has on-going
consequences for the Council’s financial sustainability. The most significant deficit is

Page 22




for Children & Learning (£E11.02M) and Health, Adults & Leisure has a forecast deficit
of £4.54M (after a £1.91M contribution from reserves). Mitigation plans to reduce the
forecast deficit are being progressed, however this will not reduce the deficit in full.
Failing any further improvement in the financial position the £10.34M will need to be
met from the Medium Term Financial Risk Reserve, which would therefore impact on
the council’s future financial resilience and the resources available to help address
future years’ budget shortfalls or deliver transformation. The overspend is substantial
and when coupled with the expectation of future stress on the budget extending into
2023/24, it represents a major risk to the future financial stability of the authority. The
council has been operating under Essential Spend only rules since August 2022 to
counteract the overspend and the financial risks of spending to such an extent over
budget and the impact it has on reserves.

The forecast position for the HRA is a nil variance against the budgeted deficit of
£0.92M, with a forecast surplus of £1.11M against an expenditure budget of £77.33M
offset by a forecast deficit of £1.11M against an income budget of £76.41M. This is no
overall change from the position forecast at the end of September 2022.

Capital

Appendix 2 sets out any major changes in the overall General Fund and Housing
Revenue Account (HRA) capital programme for the period 2022/23 to 2026/27,
highlighting the changes in the programme since the last reported position in
November 2022. The report also notes the major forecast variances against the
approved estimates.

Due to the current financial environment, there has been a need to review the
programme, against the backdrop of rising inflation which is significantly increasing
construction costs and rising interest rates which has seen the cost of borrowing more
than double since the budgets were set in February 2022.

This review has resulted in £17.66M of net slippage/rephasing (£11.61M General Fund
and £6.05M HRA) from 2022/23 into later years, as detailed in paragraphs 5 and 6 of
appendix 2.

The current forecast position for 2022/23 at quarter 3 is £144.78M, resulting in a
potential surplus of £2.43M, as detailed in paragraphs 5 and 6 of appendix 2.

RESOURCE IMPLICATIONS

Capital/Revenue

9. The revenue and capital implications are contained in the report.

Property/Other

10. There are no specific property implications arising from this report other than the
schemes already referred to within appendix 2 of the report.

LEGAL IMPLICATIONS

Statutory power to undertake proposals in the report:

11.

Financial reporting is consistent with the Section 151 Officer’s duty to ensure good
financial administration within the Council.

Other Legal Implications:

12.

None.

RISK MANAGEMENT IMPLICATIONS
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13.

See comments within report.

POLICY FRAMEWORK IMPLICATIONS

14. The update of the Capital Programme forms part of the overall Budget Strategy of the
Council.
KEY DECISION? No

WARDS/COMMUNITIES AFFECTED: All

SUPPORTING DOCUMENTATION

Appendices

1. | Revenue Financial Monitoring

2. | Capital Financial Monitoring

Documents In Members’ Rooms

1. None

2.

Equality Impact Assessment

Do the implications/subject of the report require an Equality Impact
Assessment (EIA) to be carried out?

No

Privacy Impact Assessment

Do the implications/subject of the report require a Privacy Impact
Assessment (PIA) to be carried out?

No

Other Background Documents

Equality Impact Assessment and Other Background documents available for

inspection at:

Title of Background Paper(s)

Relevant Paragraph of the Access to

Information Procedure Rules / Schedule
12A allowing document to be
Exempt/Confidential (if applicable)

1. The Revenue Budget 2022/23, Medium
Term Financial Strategy and Capital
Programme (Council 23 February 2022)
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Appendix 1

REVENUE FINANCIAL MONITORING FOR THE PERIOD TO DECEMBER 2022

FINANCIAL POSITION

The current forecast spending against the Council’s net General Fund revenue budget
for the year is projected to be a deficit of £10.34M after taking account of £4.70M
agreed in-year savings. This is a significant adverse variance which has significant
on-going consequences for the Council’s financial sustainability. This is summarised
in Table 1 below.

Table 1 — General Revenue Fund Forecast 2022/23

Annual | Forecast | Forecast | Variance
Budget | Forecast | Variance | Variance | Movement
Qtr 3 Qtr 3 Qtr 3 Qtr 2 from Qtr 2
£M £M £M £M £M

Portfolios Net 218.24 23560 | 17.36 A| 16.23A 1.13A
Expenditure
Non-Portfolio Net (25.09) (27.39) 230 F 2.60F 0.30 A
Expenditure
Net Revenue 193.15 208.21| 15.06 A| 13.63A 1.43 A
Expenditure
Financing (193.15) | (193.17) 0.02F 0.02F 0.00
(Surplus) / Deficit for 0.00 15.04| 15.04A | 1361A 1.43 A
the year
Agreed in-year savings 0.00 (4.70) 470 F 402 F 0.68 F
(Surplus) / Deficit after 0.00 10.34 | 10.34 A 9.59 A 0.75 A
in-year savings
To be met from the 10.34 F
Medium Term Financial
Risk Reserve
(Surplus)/Deficit after 0.00
applying reserves

NB Numbers are rounded

The position at portfolio level is a deficit of £17.36M, or around 8% of the net budget.
More detail, including explanations of significant movements in variances between
quarter 2 and quarter 3 (in excess of £0.2M) is provided in Annex 1.1.

The most significant adverse variance is in the Children & Learning portfolio, which is
forecast to be in deficit by £11.02M. This deficit relates primarily to Pathways Through
Care (£5.97M), with placement numbers not reducing as planned, agency staff costs
and additional allowances and overtime within Safeguarding (£1.88M), high-cost
placements for children with high and complex needs within the JIGSAW service
(£1.21M), and Home to School Transport (£1.46M), with increased numbers of eligible
pupils. The Health, Adults & Leisure portfolio is also forecasting a £4.54M deficit (after

Page 25




a £1.91M contribution from reserves), relating mainly to increases in the costs of care
packages. £2.43M of the adverse variances for portfolios relates to increased energy
costs.

Mitigation plans to reduce the forecast deficit are being progressed, however at this
stage in the year, the deficit will not be covered in full and is likely to remain
substantial. In-year savings of around £4.70M have been agreed so far to help reduce
the deficit, as shown in Table 1. Failing any further improvement in the financial
position the remaining £10.34M deficit will need to be met from the Medium Term
Financial Risk reserve which would therefore impact on the council’s future financial
resilience, with much reduced cover for risks and limited resources available to help
address budget shortfalls in future years or deliver transformation, as noted in the
2023/24 Budget, Medium Term Financial Strategy and Capital Programme report
elsewhere on this agenda.

Implementation of Savings Proposals

Of the £9.09M savings plans included within the 2022/23 budget £3.51M (39%) have
been achieved or are on track to be achieved before the end of this financial year.
The balance of £5.58M (61%) are currently not forecast to be achieved and are
included in the adverse variances reported for portfolios, with the majority being within
Children & Learning. These represent a risk until all management actions required to
deliver the savings are complete or alternative savings achieved.

Treasury Management

Treasury Management borrowing and investment balances as at 31 December 2022
and forecasts for the year-end are set out in Annex 1.2. After taking into account
maturing and new debt requirements in year and a forecast reduction in investment
balances, net borrowing is expected to increase to £331.12M by the end of 2022/23.
This may change during the remainder of the year as capital plans firm up and actual
cash flow are known.

The forecast cost of financing the council’s loan debt is £16.81M of which £5.19M
relates to the HRA, however this will be subject to movement as the need for further
borrowing for the remainder of the year becomes more certain.

Although we currently do not have any short term debt, we anticipate borrowing short
term before year end, while the rates are more favourable than long term, to replace
maturing long term debt, expected reduction in reserves and to fund the capital
programme for the year.

The Council will continue to monitor the financial markets closely, given the sharp rise
in interest rates during the year, and provide updates via the Treasury Management
reports to Governance Committee.

Annex 1.2 includes an overview of current performance along with an update on the
financial outlook. The Council approved a number of indicators at its meeting in
February 2022. The Council has operated within the agreed prudential indicators for
the first 9 months of the year and is forecast to do so for the remainder of the year.

Reserves & Balances

The General Fund Balance is currently £10.07M with no planned drawdown during
the year.

10.

At the 31 March 2022, earmarked revenue reserves totalled £96.19M, plus Schools
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Balances totalling £5.70M. The balance at 31 March 2022 included revenue grants
totalling £20.93M carried forward via the Revenue Grants Reserve - General, of which
£16.89M relate to COVID-19. All of the grants carried forward are expected to be
used in 2022/23. The estimated forecast position as at the 31 March 2023 (excluding
Schools Balances) is £52.95M, before any use to meet the forecast in-year deficit.
This would reduce to £42.61M if all of the forecast £10.34M in-year deficit is required
to be met from reserves. This doesn’t include the cumulative deficit on the Dedicated
Schools Grant which is being held in a separate account as noted in paragraph 14.
The Council holds a Medium Term Financial Risk (MTFR) Reserve, which exists to
provide cover for a variety of anticipated risks such as future funding via Government
financial settlements, budget management issues including any non-delivery of
expected savings and unexpected events that produce financial ‘shocks’. The reserve
is also important in providing resources for transformation costs and invest to save
measures. The MTFR reserve is central to the council’s financial resilience and is
currently estimated as having a balance of £28.37M at the end of 2022/23 after taking
into account the in-year deficit. This includes £4.43M use of the reserve in the current
year relating to Collection Fund cash flow timing differences, which is due to be repaid
in 2023/24. Excluding this use for timing differences the forecast uncommitted
balance at the end of 2022/23 would be £32.81M. Details of calls on the MTFR
Reserve in future years are included in the 2023/24 Budget, Medium Term Financial
Strategy and Capital Programme report elsewhere on this agenda.

Key Financial Risks

11.

The Council maintains a financial risk register which details the key financial risks that
face the Council at a given point in time. It is this register that is used to inform the
level of balances and reserves when the budget is set at the February Council
meeting. The register has been reviewed and is attached as Annex 1.3.

Elsewhere on the agenda, the budget papers for 2023/24 include an assessment of
the robustness of the budget and adequacy of reserves from the S151 Officer. That
assessment highlights the significant risks of depleting reserves, both from the in-year
overspend reported here and in helping balance the budget in 2023/24, and the
significant risk that presents to the financial stability of the council.

Schools

12.

As at 31 December 2022 there were 14 schools reporting a deficit balance totalling
£4.6M which compares to deficits totalling £3.6M at the end of the last financial year
(2021/22). There are 28 schools forecasting a surplus balance of £6.2M which
compares to surpluses totalling £9.3M at the end of the last financial year. The net
position is therefore a £1.6M surplus.

Three schools have been issued with notices of concern regarding their budget
position. Support and guidance are being provided by council services to assist the
schools to develop Deficit Recovery Plans (DRP). These schools will be carefully
monitored and further actions cannot be ruled out to ensure improved financial
management.

13.

The current 3-year deficit recovery timetable for schools in deficit to get back to a
balanced budget may be extended to 5 years if necessary, for schools that have
experienced significant COVID-19 pressures.
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Dedicated Schools Grant (DSG) 2022/23

14.

The forecast outturn for the Dedicated Schools Grant (DSG) as at the end of
December 2022 is a £10.24M cumulative deficit. The deficit is being driven primarily
by the significant year on year increases in Education Health Care Plans (EHCPS)
and with higher levels of needs in these plans. Whilst this reflects the national picture,
the impact is reflected in our local financial resilience. The Special Education Needs &
Disabilities (SEND) team have an ongoing strategic review of the High Needs activity
to manage demand for SEND services. This includes increasing resources for earlier
intervention and providing additional places in special schools to reduce the number
of pupils being placed in highly expensive placements in independent school settings.
An increase in pressures on High Needs services continues as a nationally
recognised issue with significant pressures being reported in most local authorities.
The increase in High Needs funding in 2022/23 helps mitigate some of the pressure
being experienced and further work is being undertaken as part of the DfE
programme Delivering Better Value in SEND. The Schools Budget is ring-fenced and
presently the DSG deficit is subject to a statutory override which means that the deficit
will not impact on the wider council services or council tax payers. The statutory
override is in place until March 2026, having recently been extended by 3 years.

What this means, however, is that whatever deficit remains, as of April 2026, will
impact directly on the council and will need to be covered by General Fund resources.
It is therefore important the council ensures robust plans are in place to address the
deficit of £10.24M, within the 3 year window allowed by Government.

Financial Performance Indicators

15.

In order to make an overall assessment of the financial performance of the authority it
is necessary to look beyond pure financial monitoring and take account of the
progress against defined indicators of financial health. Annex 1.4 outlines the
performance to date, and in some cases the forecast, against a range of financial
indicators which will help to highlight any potential areas of concern where further
action may be required.

16.

For Treasury Management, rates for new long term borrowing are higher than
budgeted and are on an upward trend. However, the higher interest rates are having a
positive impact on investment income and this partly mitigates the impact on the
revenue budget. A review of the General Fund capital programme has taken place in
an effort to reduce the borrowing need in year.

For Income Collection, outstanding debt more than 12 months old is below target and
the percentage has increased since quarter 2. The actual value of debt over 12
months old decreased during the quarter, however at a slower rate than total debt
outstanding and hence represents a higher share. The value of debt over 12 months
old is expected to continue to decrease as the debt collection team has recently been
expanded and now has more capacity to chase older debt. The potential benefits of
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automation are also being explored, with the aim of realising further capacity within
the team.

For Creditor Payments, the percentage of valid and undisputed invoices paid within
30 days is below target, however performance has improved since quarter 2. A
dashboard has been developed to better identify non-compliance and to help target
training to improve performance which is shared with senior management. Non-
compliance issues are being addressed by a newly established corporate working
group. Data is being gathered which will inform future action.

Housing Revenue Account

17.

The Housing Revenue Account is forecast to have a nil variance against the budgeted
deficit for the year, no overall movement from the position reported at quarter 2, as
summarised in Table 2 below.

Table 2 — Housing Revenue Account Forecast 2022/23

Budget
Qtr 3

£EM

Annual
Forecast
Qtr 3

£EM

Forecast
Variance
Qtr 3

£EM

Forecast
Variance
Qtr 2

£M

Variance
Movement
from Qtr 2

£M

Expenditure
Income

77.33
(76.41)

76.22
(75.30)

1.11F
1.11A

0.62F
0.62 A

049 F
0.49 A

(Surplus) / Deficit for 0.92 0.92 0.00 0.00 0.00
the year

NB Numbers are rounded

18.

Details of significant movements in variances between quarter 2 and quarter 3 are
provided in Annex 1.5.

Collection Fund

19.

Annex 1.6 shows the forecast outturn position for the Collection Fund at quarter 3,
with the position summarised in Table 3.

Table 3 — Collection Fund Forecast 2022/23

Council | Business

Tax Rates Total

£M £M £M
Distribution of previous years’ estimated 2.92 (24.27) | (21.35)
surplus/(contribution towards estimated deficit)
Net income and expenditure for 2022/23 0.15 3.72 3.87
(Surplus)/Deficit for the year 3.07 (20.56) | (17.49)
(Surplus)/Deficit brought forward from 2021/22 (2.76) 17.11 14.35
Overall (Surplus)/Deficit Carried Forward 0.31 (3.45) (3.14)
SCC Share of (Surplus)/Deficit 0.26 (1.69) (1.43)
Add: Variance in SCC Government grant (1.32) (1.32)
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income for business rates reliefs for 2022/23

Add: SCC Government grant income shortfall 4.43 4.43
carried forward from 2021/22 due to deferral of
CARF scheme, to be repaid to reserves in
2023/24

SCC Net Share of (Surplus)/Deficit after 0.26 1.43 1.69
Government Grant adjustments to be taken
into account in 2023/24 budget setting*

NB Numbers are rounded

*£1.20M of the 2020/21 in-year deficit estimated at January 2021 was included for
2023/24 in the Medium Term Financial Strategy agreed in February 2022 (final year of
the exceptional deficit required to be spread over 3 years).

20.

The position on the Collection Fund as a whole is a surplus to be carried forward of
£3.14M. Of this, £3.45M relates to business rates and comprises a £7.16M favourable
variance in the 2021/22 outturn deficit (after excluding the £1.99M 2020/21
exceptional deficit being carried forward into 2023/24) and an in-year deficit of
£3.72M. The deficit brought forward was lower than had been estimated in January
2022 mainly because reliefs under the COVID Additional Relief Fund (CARF) scheme
announced in December 2021 were deferred until 2022/23. The in-year deficit is
primarily due to an adverse variance in gross rates payable net of refunds (£2.23M)
together with backdated CARF relief (£8.69M), offset by lower retail, hospitality &
leisure reliefs (£6.24M) and empty property relief (E1.38M) than estimated when the
budget was set. This forecast is based on bills raised for 2022/23 as at the end of
December 2022.

21.

Both the CARF and retail, hospitality & leisure reliefs are funded by Government
grant, so changes to these forecasts impact on the grant income receivable to the
General Fund. The table shows the net impact for SCC only as a forecast deficit of
£1.43M for business rates, once the variance to Government grant for business rates
relief for 2022/23 and the repayment to reserves for the shortfall in CARF grant
income carried forward from 2021/22 are factored in.

22.

Significant uncertainty still underpins any estimate relating to the economic effects of
high inflation and the cost of living crisis, together with any ongoing effects of the
COVID-19 pandemic. As a risk area to the SCC budget, financial trends will be
carefully monitored.

Conclusion and Outlook

23.

Despite actions being taken to help address the financial position a significant
forecast deficit remains. The council continues to face severe financial pressures, not
only from high demand for services, particularly within Children’s & Learning, but also
due to the impact of high levels of inflation and pay increases.

24.

While the council has sufficient reserves and contingency to meet these financial
pressures in 2022/23, use of these resources in-year significantly weakens the
council’s financial resilience and significantly reduces the amount available to help
address budget shortfalls in future years undermining financial resilience. The council
is therefore more susceptible to financial risk and overspending in future, placing it in
a much more precarious financial position at a time when budgets are experiencing
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major pressures.

Annexes

2 e

General Revenue Fund Forecast Qtr 3 2022/23
Treasury Management Qtr 3 2022/23

Key Financial Risk Register Qtr 3 2022/23
Performance Indicators Qtr 3 2022/23

HRA Forecast Qtr 3 2022/23

Collection Fund Qtr 3 2022/23
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Appendix 2
OVERALL GENERAL REVENUE FUND FORECAST OUTTURN POSITION FOR
2022/23

Portfolio Budget | Annual Forecast | Forecast Variance

Qtr 3 Forecast | Variance | Variance | Movement

Qtr 3 Qtr 3 Qtr 2 from Qtr 2
£EM £M £EM £M £EM

Children & Learning 59.83 70.85 11.02 A 9.43 A 1.59 A
Communities& Customer Engagement 6.32 6.92 0.60 A 0.71 A 0.11F
Economic Development 2.63 3.83 1.19A 1.38A 0.19F
Finance & Change 40.00 41.06 1.07 A 2.24 A 117F
Health, Adults & Leisure 85.63 90.17 454 A 3.37 A 1.17 A
Housing & the Green Environment 8.55 8.82 0.26 A 0.18 A 0.08 A
Leader 12.89 13.45 0.56 A 0.26 A 031 A
Safer City 1.49 1.43 0.06 F 0.07 A 0.13F
Transport & District Regeneration 0.90 (0.93) 182F 140 F 042 F
Total Portfolios 218.24 235.60 17.36 A 16.23 A 1.13A
Levies & Contributions 0.09 0.09 0.00 0.00 0.00
Capital Asset Management 10.73 8.13 260F 260 F 0.00
Other Expenditure & Income (35.91) (35.61) 0.30A 0.00 0.30 A
Net Revenue Expenditure 193.15 208.21 15.06 A 13.63 A 143 A
Council Tax (111.24) | (111.249) 0.00 0.00 0.00
Business Rates (32.78) (32.78) 0.00 0.00 0.00
Non-Specific Government Grants (49.13) (49.15) 0.02 F 0.02 F 0.00
Total Financing (193.15) | (193.17) 0.02F 0.02 F 0.00
(Surplus)/Deficit 0.00 15.04 15.04 A 13.61 A 143 A
Further in-year savings agreed 0.00 (4.70) 470 F 4.02 F 0.68 F
(Surplus)/Deficit after in-year 000 10.34| 1034A| 9.59A 0.75 A
savings

NB Numbers are rounded
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EXPLANATIONS BY PORTFOLIO

1. CHILDREN & LEARNING PORTFOLIO

KEY REVENUE ISSUES - QUARTER 3 2022/23

The Portfolio is currently forecast to have a deficit of £11.02M, which represents a
percentage variance against budget of 18.4%. The Portfolio forecast variance has
moved adversely by £1.59M from the position reported at quarter 2.

Forecast | Forecast | Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Portfolio Forecast Outturn 11.02 A 9.43 A 1.59A 18.4
A summary of the Portfolio forecast variance and movement since quarter 2 is
shown in the table below:
Forecast | Forecast | Variance
Variance | Variance | Movement
Service Area from
Qtr 3 Qtr 2 Qtr 2
£EM £M £EM
Children & Families First 040 F 0.00 040 F
Divisional Management & Legal 0.23A 0.22 A 0.01A
Education - Home to school transport 1.46 A 113 A 033 A
and property mgt
Education - Services for schools, High 142 A 021 A 121 A
Needs
Pathways Through Care 5.97 A 557 A 0.40 A
Young Peoples Service 0.15A 0.10 A 0.05 A
Quality Assurance Business Unit 0.33A 0.33A 0.00
Safeguarding 1.88 A 181A 0.09A
Other 0.02F 0.06 A 0.08 F
Total 11.02 A 9.43 A 1.59 A
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The SIGNIFICANT movements between quarter 2 and quarter 3 for the Portfolio are:

Service Area Movement in Explanation:
Forecast
Variance
Between Qtr 2
and Qtr 3
£M
Children & 040 F The favourable variance movement of £0.40M relates to
Families First changes in the funding of the Family Hubs and how this
additional grant funding has been used and will be used
for the rest of this financial year.
Education - 0.33A The adverse movement of £0.33M is due to feasibility
Home to costs relating to the expansion of SEND school places
school of £0.08M and energy pressures of £0.24M for a
transport and temporary generator relating to the special education
property mgt needs (SEN) school expansion programme.
Education - 1.21A The adverse movement of £1.21M relates to the Jigsaw
Services for service with £1.18M related to pressures in high-cost
schools, High placements and £0.03M relating to an increase in direct
Needs payments due to a rise in the number of children
requiring packages of care.
Pathways 0.40A The adverse variance movement of £0.40M relates to

Through Care

increasing placement costs for Residential, Independent
Fostering and Pathways children. These higher costing
placement types are under constant review to minimise

the impact they have on the adverse variance within the
Portfolio.
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2. COMMUNTIES & CUSTOMER ENGAGEMENT PORTFOLIO

KEY REVENUE ISSUES — QUARTER 3 2022/23

The Portfolio is currently forecast to have a deficit of £0.60M, which represents a
percentage variance against budget of 9.5%. The Portfolio forecast variance has
moved favourably by £0.11M from the position reported at quarter 2.

Forecast | Forecast Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Portfolio Forecast Outturn 0.60 A 0.71 A 0.11F 9.5%

A summary of the Portfolio forecast variance and movement since quarter 2 is

shown in the table below:

Forecast | Forecast | Variance
Variance | Variance | Movement
Service Area from
Qtr 3 Qtr 2 Qtr 2
£M £M £M
Bereavement Service 0.67 A 0.65 A 0.02 A
Libraries 0.03 A 0.03 A 0.00
Registration Services 0.02F 0.00 0.02F
Stronger Communities 0.08 F 0.03A 011 F
Other 0.00 0.00 0.00
Total 0.60 A 0.71 A 0.11F

There were no SIGNIFICANT movements between quarter 2 and quarter 3 for the

Portfolio.
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3. ECONOMIC DEVELOPMENT PORTFOLIO

KEY REVENUE ISSUES — QUARTER 3 2022/23

The Portfolio is currently forecast to have a deficit of £1.19M, which represents a
percentage variance against budget of 45.3%. The Portfolio forecast variance has
moved favourably by £0.19M from the position reported at quarter 2.

Forecast | Forecast | Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £EM £M
Portfolio Forecast Outturn 1.19A 1.38A 0.19F 45.3%
A summary of the Portfolio forecast variance and movement since quarter 2 is
shown in the table below:
Forecast | Forecast | Variance
Variance | Variance | Movement
Service Area from
Qtr 3 Qtr 2 Qtr 2
£M £M £M
Facilities Management 0.68 A 0.68 A 0.00
Central Repairs & Maintenance 0.00 0.24 A 0.24 F
Sustainability 0.15A 0.15A 0.00
Planning 0.51A 0.14 A 0.37 A
Economic Development 0.08 A 0.08 A 0.00
Property Services 0.38 F 0.06 A 0.44F
Property Portfolio Management 0.15A 0.03A 0.12 A
Total 1.19A 1.38 A 0.19F

The SIGNIFICANT movements between quarter 2 and quarter 3 for the Portfolio are:
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Service Area Movement in Explanation:
Forecast
Variance
Between Qtr 2
and Qtr 3
£M
Property 0.44F There is a favourable movement on the Property team
Services staffing of £0.44M due to planned recruitment being
delayed or appointments being reduced, along with an
increase in staffing recharge income.
Central 0.24F The favourable movement in the quarter is due to the
Repairs & previously reported revenue costs associated with the
Maintenance rationalisation of administrative buildings being agreed
to be funded out of service savings identified in the
budget challenge sessions.
Planning 0.37A The adverse movement of £0.37M is due to a forecast

reduction in planning fee income. The wider economic
slowdown has impacted on applications received
particularly major applications which can have a
significant impact on income received.
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4. EINANCE & CHANGE PORTFOLIO

KEY REVENUE ISSUES — QUARTER 3 2022/23

The Portfolio is currently forecast to have a deficit of £1.07M, which represents a
percentage variance against budget of 2.7%. The Portfolio forecast variance has
moved favourably by £1.17M from the position reported at quarter 2.

Forecast | Forecast Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Portfolio Forecast Outturn 1.07 A 2.24 A 1.17F 2.7%
A summary of the Portfolio forecast variance and movement since quarter 2 is
shown in the table below:
Forecast | Forecast | Variance
Variance | Variance | Movement

Service Area from

Qtr 3 Qtr 2 Qtr 2

£M £M £M

Accounts Payable 0.04 A 0.15A 011 F
Business Support 0.08 A 0.27 A 0.19F
City Services - Waste Operations 0.81F 0.50F 0.31F
Commercialisation 0.32 A 0.23 A 0.09 A
Corporate Finance 0.11 A 0.11 A
Corporate Management 0.07F 0.03 A 0.10F
Highways Contracts 0.05F 0.05F
IT Services 0.74 A 0.73 A 0.01 A
Local Taxation & Benefits 0.47 A 0.90 A 043 F
Risk Management & Insurance 0.16 F 0.00 0.16 F
Supplier Management 0.47 A 0.42 A 0.05 A
Other 0.07F 0.05F 0.02F
Total 1.07 A 2.24 A 1.17F
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The SIGNIFICANT movements between quarter 2 and quarter 3 for the Portfolio are:

Service Area Movement in Explanation:
Forecast
Variance
Between Qtr 2
and Qtr 3
£M
City Services 031F The favourable movement of £0.31M is predominately
- Waste from an improved position on Trade Waste. Forecast
Operations tipping costs decreased due to lower tonnage collected.
There have also been reductions on supplies and
services based on essential spend. This has been offset
by increases on fuel and use of agency staff to cover
vacancies.
Local 043 F The favourable movement between Q2 and Q3 of
Taxation & £0.43M has resulted from improvements in the forecast
Benefits achievement of efficiency savings targets of £0.16M, an

improved forecast bad debt provision of £0.07M and the
receipt of a partial reimbursement of court cost fee
income from the Ministry of Justice of £0.19M. This
follows a legal challenge by the Local Government
Association (LGA) on behalf of all local authorities
regarding court cost charges.
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5. HEALTH, ADULTS & LEISURE PORTFOLIO

KEY REVENUE ISSUES - QUARTER 3 2022/23

The Portfolio is currently forecast to have a deficit of £4.54M, which represents a
percentage adverse variance against budget of 5.3%. The Portfolio forecast variance
has moved adversely by £1.17M from the position reported at quarter 2

Forecast Forecast | Movement
Variance Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Portfolio Forecast Outturn 454 A 3.37A 1.17 A 53%

A summary of the Portfolio forecast variance and movement since quarter 1 is

shown in the table below:

Service Area Forgcast Forgcast Variance
Variance Variance | Movement
from
Qtr 3 Qtr 2 Qtr 2
£M £M £M
Adults - Adult Services Management 0.38 F 0.32F 0.06 F
Adults - Long Term 1.77 A 1.21 A 0.57 A
Adults - Provider Services 0.27 A 0.28 A 0.01F
Adults - Reablement & Hospital Discharge 0.73 A 0.66 A 0.07 A
Adults - Safeguarding Adult Mental Health & 1.46 A 0.88 A 0.58 A
Out Of Hours
ICU - Provider Relationships 0.17 A 0.63 A 046 F
ICU - System Redesign 0.04 A 0.04 A 0.00
Leisure Contracts 0.35A 0.00 0.35A
Public Health - Management & Overheads 0.13A 0.00 0.13A
Total 454 A 3.37 A 1.17 A

Page 41




SIGNIFICANT movements between quarter 2 and quarter 3 for the Portfolio are

Service Area

Movement in
Forecast
Variance

Between Qtr 2
and Qtr 3

£M

Explanation

Adults - Safeguarding
Adult Mental Health &
Out of Hours

0.58 A

There is a £0.58M adverse variance movement
since Quarter 2 due to a net increase in the
numbers of new clients and increase in cost of
existing client packages for residential, nursing
and direct payments.

Adults - Long Term

0.57 A

There is a £0.57M adverse variance movement
since Quarter 2 due to a net increase in the
numbers of new clients and increase in cost of
existing client packages for residential, nursing
and homecare.

It should be noted that this adverse movement is
net of further one off funding being released
during this time period between Quarter 2 and
Quarter 3 comprising of:

- £0.92M — ASC Discharge Fund — grant
provision from Central Govt agreed at month 8

- £0.56M — Fair Cost of Care funding used to
offset the long-term adverse position, as agreed
at month 9

ICU - Provider
Relationships

0.46 F

There is a £0.46M favourable variance
movement since Quarter 2 mainly due to a
number of SCC contract purchased block beds
being purchased by the NHS Integrated Care
Board (ICB) to use as Discharge to Assess beds
until the end of the financial year.

Leisure Contracts

0.35A

There is a £0.35M adverse variance movement
since Quarter 2 due to a review of contract
values. This has occurred due to a difference
between the estimated inflation costs set as part
of the budget process and the actual costs of
service delivery during the financial year.

Page 42




6. HOUSING & THE GREEN ENVIRONMENT PORTFOLIO

KEY REVENUE ISSUES — QUARTER 3 2022/23

The Portfolio is currently forecast to have a deficit of £0.26M, which represents a
percentage variance against budget of 3.1%. The Portfolio forecast variance has
moved adversely by £0.08M from the position reported at quarter 2.

Forecast | Forecast Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Portfolio Forecast Outturn 0.26 A 0.18 A 0.08 A 3.1%

A summary of the Portfolio forecast variance and movement since quarter 2 is
shown in the table below:

Forecast | Forecast Variance
Variance | Variance | Movement

Service Area from
Qtr 3 Qtr 2 Qtr 2
£EM £M £EM
Air Quality Monitoring 0.07 F 0.08 F 0.01A
City Services — Commercial Services 0.11 A 0.03F 0.14 A
City Services — District Areas 0.47 A 0.21 A 0.26 A
City Services — Trees & Ecology 0.07F 0.08 F 0.01A
City Services - Trading areas (Fleet & 0.74 A 127 A 053 F
Landscapes)
Flood Risk Management 0.08 F 0.08 F 0.00
Housing Needs 0.80 F 1.00F 0.20 A
Other 0.03F 0.02F 0.01F
Total 0.26 A 0.18 A 0.08 A

The SIGNIFICANT movements between quarter 2 and quarter 3 for the Portfolio are:
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Service Area Movement in Explanation:
Forecast
Variance
Between Qtr 2
and Qtr 3
£M
City Services 0.26 A The adverse movement of £0.26M is due to a £0.17M
— District movement on vehicle costs, particularly hire vehicles.
Areas This pressure will reduce as new vehicles on order are
supplied. There have also been adverse movements on
staffing of £0.08M from increased agency cover,
£0.08M on disposal costs primarily from having to keep
weekend disposal facilities available, £0.07M from fuel,
building operating costs and other supplies & services.
This is off-set by a favourable movement of £0.14M on
income from recharges.
City Services 0.53F The favourable movement of £0.53M relates to the
— Trading change in charging practices for older vehicles. The
Areas impact on Fleet recharge income is less than originally
estimated.
Housing 0.20A The adverse movement of £0.20M is in respect of
Needs increasing homelessness presentations, which is

significantly higher than in previous years. The financial
pressure arises through additional B&B costs and
Housing Benefit costs not fully recoverable through
subsidy. This pressure is partially offset by carried
forward Homelessness Prevention Grant.
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7. LEADER PORTFOLIO

KEY REVENUE ISSUES — QUARTER 3 2022/23

The Portfolio is currently forecast to have a deficit of £0.56M, which represents a
percentage variance against budget of 4.3%. The Portfolio forecast variance has
moved adversely by £0.31M from the position reported at quarter 2.

Forecast | Forecast | Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £EM £M
Portfolio Forecast Outturn 0.56 A 0.26 A 0.31A 4.3%
A summary of the Portfolio forecast variance and movement since quarter 2 is
shown in the table below:
Forecast | Forecast | Variance
Variance | Variance | Movement
Service Area from
Qtr 3 Qtr 2 Qtr 2
£M £M £M
Cultural Services 0.26 A 0.31A 0.05F
Democratic Representation and 0.19 A 002 021 A
Management
Strategic Management of the Councll 0.19F 0.15F 0.04 F
HR 0.09 A 0.01A 0.08 A
Legal Services and Land Charges 0.10A 0.05A 0.05A
Registration of Electors and Elections 011 A 0.06 A 0.05 A
Costs
Total 0.56 A 0.26 A 0.31A

The SIGNIFICANT movements between quarter 2 and quarter 3 for the Portfolio are:
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Service Area Movement in Explanation:

Forecast

Variance

Between Qtr 2
and Qtr 3
£M

Democratic 0.21A This adverse movement is caused mainly by the
Representation reallocation of £0.18M existing Business Services
and efficiency savings targets to specific services in the
Management council between Quarter 2 and Quarter 3 which were

previously forecast in the Finance and Change
Portfolio.
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8. SAFER CITY PORTFOLIO

KEY REVENUE ISSUES — QUARTER 3 2022/23

The Portfolio is currently forecast to have a surplus of £0.06M, which represents a
percentage variance against budget of 4.2%. The Portfolio forecast variance has
moved favourably by £0.13M from the position reported at quarter 2.

Forecast | Forecast Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Portfolio Forecast Outturn 0.06 F 0.07 A 0.13 F 4.2%

A summary of the Portfolio forecast variance and movement since quarter 2 is
shown in the table below:

Forecast | Forecast | Variance
Variance | Variance | Movement
Service Area from
Qtr 3 Qtr 2 Qtr 2
£M £M £M
Community Safety 0.08 F 0.08 F 0.00
Environmental Health 0.18 F 0.06 F 0.12 F
Licensing 0.02 A 0.00 0.02 A
Port Health & Trading Standards 0.19A 0.21 A 0.02F
Other 0.01F 0.00 001F
Total 0.06 F 0.07 A 0.13F

There were no SIGNIFICANT movements between quarter 2 and quarter 3 for the
Portfolio.
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9. TRANSPORT & DISTRICT REGENERATION PORTFOLIO

KEY REVENUE ISSUES — QUARTER 3 2022/23

The Portfolio is currently forecast to have a surplus of £1.82M, which represents a
percentage variance against budget of 203.2%. The Portfolio forecast variance has
moved favourably by £0.42M from the position reported at quarter 2.

Forecast | Forecast | Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Portfolio Forecast Outturn 1.82F 140 F 042 F 203.2%
A summary of the Portfolio forecast variance and movement since quarter 2 is
shown in the table below:
Forecast | Forecast Variance
Variance | Variance | Movement
Service Area from
Qtr 3 Qtr 2 Qtr 2
£M £M £M
Parking & Itchen Bridge 0.15A 0.24 A 0.09F
Transportation 197F 164 F 0.33F
Total 1.82F 140 F 0.42F

The SIGNIFICANT movements between quarter 2 and quarter 3 for the Portfolio are:
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Service Area

Movement in
Forecast
Variance

Between Qtr 2
and Qtr 3

£EM

Explanation:

Transportation

0.33F

The movement in the forecast relates to additional
income for backdated inflation from the advertising
contract of £0.40M and a £0.07M S106 contribution
towards the cost of the bus subsidy schemes. This is
offset by an increase in the cost of the bus subsidy
schemes of £1 evening fares and 5 for £5 of £0.10M as
these have been extended to the end of the financial
year, and £0.04M for additional temporary staff in the
Courier service to cover sickness and ensure statutory
requirements are met.
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10.NON-PORTFOLIO EXPENDITURE & INCOME

KEY REVENUE ISSUES — QUARTER 3 2022/23

Non-Portfolio budgets are currently forecast to have a surplus of £2.32M, which
represents a percentage variance against budget of 1.1%. The forecast variance has
moved adversely by £0.30M from the position reported at quarter 2.

Forecast | Forecast Movement
Variance | Variance from % of
Qtr 3 Qtr 2 Qtr 2 budget
£M £M £M
Non-Portfolio Forecast Outturn 2.32F 2.62F 0.30 A 1.2%

A summary of the Non-Portfolio budgets forecast variance and movement since

guarter 2 is shown in the table below:

Forecast | Forecast | Variance
Variance | Variance | Movement
Service Area from
Qtr 3 Qtr 2 Qtr 2
£M £M £M
Levies & Contributions 0.00 0.00 0.00
Capital Asset Management 260F 260F 0.00
Other Expenditure & Income 0.30A 0.00 0.30A
Council Tax 0.00 0.00 0.00
Business Rates 0.00 0.00 0.00
Non-Specm_c Government Grants & 002 F 0.02EF 0.00
Other Funding
Total 2.32F 2.62F 0.30 A

The SIGNIFICANT movements between quarter 2 and quarter 3 for the Non-Portfolio

budgets are:
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Service Area Movement in Explanation:

Forecast

Variance

Between Qtr 2
and Qtr 3
£M

Other 0.30A The adverse variance is due to an increase in general
Expenditure homelessness expenditure that doesn't attract housing
& Income benefit subsidy
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Treasury Management Appendix 3

Borrowing and Investments

Table 1 below shows the year’s opening balance of borrowing and investments, current levels,
and the year-end forecast. Forecast borrowing is based on the forecast capital programme
and will be subject to review during the year.

The Authority maintained its strategy of keeping borrowing and investments below their
underlying levels to reduce risk and make a net saving.

Table 1 - Borrowing and Investments

31-Mar-22 | 31-Mar-22 | 31-Dec-22| 31-Dec-22| 31-Mar-23 | 31-Mar-23
Actual Average Actual Average Forecast | Forecast
Yield / Rate Yield / Rate Average
£EM % £M % £M %
Long Term Borrowing
Public Works Loan 246.30 2.88 267.74 2.77 312.59 2.82
LOBO Loans from Banks 9.00 4.89 9.00 4.86 9.00 4.87
255.30 2.95 276.74 2.90 321.59 2.82
Short Term Borrowing
Other Local Authorities 0.00 0.00 0.00 0.00 0.00 3.00
Other 0.36 0.38 0.44 2.46 0.44 0.00
Total External Borrowing 255.66 2.83 277.18 2.89 322.03 2.78
Other Long Term Liabilities
PFISchemes 47.52 9.01 45.95 9.56 44.37 9.56
Deferred Debt Charges (HCC) 13.10 2.66 12.92 3.27 12.73 3.27
Total Gross External Debt 316.28 3.87 336.04 4.08 379.13 3.85
Investments:
Managed In-House
Government & Local Authority (24.412) 0.00 (8.55) 1.98
Cash (Instant access) (54.50) 0.51 (29.96) 3.31 (20.00) 4.00
Cash (Notice Account) 0.00 0.00 0.00 0.00 0.00 0.00
Long Term Bonds (1.06) 5.27 (1.02) 5.27 (1.02) 5.27
Managed Externally
Pooled Funds (CCLA) & Shares (27.25) 381 (27.00) 3.84 (27.00) 3.00
Total Investments (107.22) 3.46 (66.52) 3.64 (48.01) 3.46
Net Debt 209.06 269.52 331.12

After taking into account maturing and new debt requirements in year and a forecast reduction
in investment balances, net borrowing is expected to increase by £122.06M.

A review of the capital programme is being undertaken which has resulted in a reduction in
borrowing and a re-profiling of schemes to move borrowing into later years.

The interest cost of financing the council’s long term and short term loan debt is charged to the
general fund revenue account and is detailed below together with a summary of performance
to date.

Rates for new long term borrowing are higher than budgeted and are on an upward trend.
However, the higher interest rates are having a positive impact on investment income, and this
somewhat mitigates the impact on the revenue budget.
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Borrowing

The forecast cost of financing the council’s loan debt is £16.81M of which £5.19M relates to the
HRA, however this will be subject to movement as the need for further borrowing for the
remainder of the year becomes more certain.

The cost of both long and short term borrowing has risen dramatically over last 9 months, with
rates at the end of December 2023 around 2% - 3% higher than those at the beginning of April
2023. Rate rises have been driven primarily by inflation and the need for central banks to control
this by raising interest rates. Particularly dramatic rises were seen in September after the ‘mini-
budget’ which included unfunded tax cuts and additional borrowing to fund consumer energy
price subsidies: over a twenty-four-hour period, some PWLB rates increased to 6%. Rates have
now fallen from September peaks but remain well above recent historical norms. The PWLB 10
year maturity certainty rate stood at 4.59% at the end of 2022.

We currently do not have any short term debt, we anticipate borrowing short term before year
end, while the rates are more favourable than long term, to replace maturing long term debt,
expected reduction in reserves and to fund the capital programme for the year.

The Authority has previously raised the majority of its long-term borrowing from the PWLB but
will consider long-term loans from other sources including banks, pensions and local authorities,
and will investigate the possibility of issuing bonds and similar instruments, in order to lower
interest costs and reduce over-reliance on one source of funding in line with the CIPFA Code.
PWLB loans are no longer available to local authorities planning to buy investment assets
primarily for yield; the Authority does not intend to do this and will therefore retain its access to
PWLB loans.

As outlined in the treasury strategy, the Authority’s primary objective when borrowing has been
to strike an appropriately low risk balance between securing low interest costs and achieving
cost certainty over the period for which funds are required, with flexibility to renegotiate loans
should the Authority’s long-term plans change being a secondary objective. The Authority’s
borrowing strategy continues to address the key issue of affordability without compromising the
longer-term stability of the debt portfolio.

The Authority has an increasing CFR due to the capital programme, and after future debt
maturities currently has an estimated borrowing requirement of £48.42M for the year, as
determined by the Liability Benchmark which considers capital spend, maturing debt, usable
reserves and working capital and is summarised in Table 2 below.

Table 2 — Estimated Borrowing Requirement

2022/23

£EM

New Capital Expenditure 52.14
Repayment of Principle (MRP) (7.92)
Maturing Debt 7.10
Movement in Resources 22.10
73.42

New Borrowing Taken in Year (25.00)
Cumulative Borrowing Need 48.42

As detailed above, rates continue an upward trajectory and are currently above the rate used
for setting budget. Further borrowing will be required during the year and rates will be monitored
to determine the appropriate time; current advice is to take short term borrowing when required.
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Investment

10.

The Authority holds significant invested funds, representing income received in advance of
expenditure plus balances and reserves. During the year investment balances have ranged
between £109.37M and £59.96M and are currently £66.52M and expected to reduce to £48M
by year end.

Bank Rate has increased from 0.75% in April 2023 to 3.5% at 31 December 2023, with the
prospect of further increases to come. Short-dated cash rates, which had ranged between 0.7%
- 1.5% at the end of March, rose by around 2.7% for overnight/7-day maturities and 3.0% for 6-
12 month maturities.

By end of December, the rates on DMADF deposits ranged between 3.3% and 3.6%. The
return on the Council’s sterling low volatility net asset value (LVNAV) Money Market Funds
ranged between 0.48% - 0.54% in early April and between 3.14% and 3.51% at the end of
December

Forecast income is now £1.90M, £0.88M higher than originally budgeted which helps to partly
mitigate the increase in borrowing costs.

Investment Performance

11.

The council’s advisors undertake quarterly investment benchmarking across its client base. We
previously had a more diversified portfolio and at higher interest rates than the average as a
result of moving into the bond programme earlier than most clients, but there is now more
competition for bonds from both government bodies and other local authorities, so opportunities
to replace maturing bonds are limited and we have seen a fall in suitable instruments. With this
in mind, and the changes to Prudential code to only borrow when cash flows dictate, our
investments primarily now consist of a previous long-term investment in property funds and
short term investments for cash flow purposes.

12.

Our current investments in bonds reduced from £3M to £1M following maturities in 2021/22 and
we maintained the property funds at £27M, with all other cash being placed in short term
deposits as shown in table 1 in paragraph 2.

13.

As detailed in paragraph 10 our cash balances have continued to be higher than forecast but
at £38.51M have reduced by £22.97M since highest point in year (July) when we held £61.48M.
Our target is to reduce this to a £20M working balance to reduce borrowing and therefore net
interest costs but this will be dependent on actual capital spend and movement in balances.

14.

Investments managed internally are currently averaging a return of 3.07% which is higher than
the average unitary authority at 2.85% whilst maintaining a higher credit rating at AA- compared
to A+.

Total income returns at 3.32% is also higher than the average for both unitary (3.07%) and LA’s
(2.93%), this is primarily due to historic investment in EIB bonds which return 5.27%, although
on a small balance of £1M, since maturities cannot be replaced at the same level.

We hold 40% of our investments in strategic funds which offer higher return over the long term
as detailed in paragraphs 15 to 18 below which is higher than the average but in line with our
strategy.

As detailed in paragraph 18 below the capital value of our external funds has fallen 10.91% in
the last quarter, which is consistent across all local authorities that hold funds in pooled funds.
The income return was and still remains the driver to invest, as forecast income is due to exceed
budget.
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External Managed Investments

15.

The council has invested £27M in pooled property funds as an alternative to buying property
directly. As previously reported these funds offer the potential for enhanced returns over the
longer term but may be more volatile in the shorter term. They are managed by professional
fund managers which allows the Authority to diversify into asset classes other than cash without
the need to own and manage the underlying investments.

16.

Because these funds have no defined maturity date but are usually available for withdrawal
after a notice period (180 days), their performance and continued suitability in meeting the
Authority’s investment objectives is regularly reviewed.

17.

Strategic fund investments are made in the knowledge that capital values will move both up
and down on months, quarters and even years; but with the confidence that over a three to five-
year period total returns will exceed cash interest rates. Considering their performance over the
long-term and the Authority’s latest cash flow forecasts, investment in these funds has been
maintained.

18.

During the Quarter 3, financial markets experienced some relief from the losses endured
through most of the year, although it was a mixed picture. Globally, equities saw positive returns
as did some corporate bonds, but government bonds generally suffered as did Commercial
property returns, which tend to operate on a lag. These saw significant declines over the
guarter, as market pricing finally reflected the economic and interest rate environment. The
overall April-December period remained a very difficult environment for almost all asset classes,
largely driven by central bank rate increases in the fight against high inflation and Russia’s
continuing invasion of Ukraine.

The increase in policy rates in the UK, US and Eurozone and the prospect of low
growth/recessionary period ahead was also challenging for equities, the FTSE All Share index
falling from 4187 on 31st March to 4075 on 30th December, whilst the MSCI World Index fell
from 3053 to 2602 over the same period. The fall in equity valuations is reflected in the equity
and multi-asset income funds. Commercial property prices also fell for similar reasons, and this
was reflected in the Authority’s property fund.

Financial market volatility and uncertainty remain due to stagflation fears, little sight of the war
in Ukraine ending soon and ongoing supply chain issues, a lingering problem yet to be fully
resolved.

The change in the Authority’s funds’ capital values and income earned over the 9-month period
is shown in Table 3 below. If rates remain at this level the total forecast dividend for the year is
£1.07M.

Table 3 - Pooled Fund Performance (Year to Date)

Movement
Valuation |since Reported

Quarter Ending £M in SOA Divide £M
1st April 30.89

30th June 32.51 1.61 0.26
30th September 31.13 0.23 0.30
31st December (Est) 26.31] (4.58) 0.28
Total 0.84
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Financial Review and Outlook

19. A summary of the external factors, which sets the background for Treasury, as provided by the
council’s treasury advisors, Arlingclose Ltd, is summarised below.
Table 4 - Arlingclose’s Economic Outlook for the remainder of 2022/23 (based on 19th
December 2022 interest rate forecast)
| 'Cl.'re_nr. Mir-ll Jun-213 5&:-1_3 }ﬁ:-g Mar-74 Jun-24 Sep-14 }ec-gq Mar-15 Jun-25 Sap-25 }ec-g
Official Bank Rate
Upside= risk 0.00 050 0_75 1.00 1.00 1.00 1.25 1.50 1.75 50| 1.25 1.25 1.25
Arlingolose Central Case 3.50 400 4. 25 4.25 4.25 4.15 400 3.735 3.5 3.25 3.25 3.25 3.25
Downside risk .00 050 0.75 0.75 0.75 .75 0.75 1.00 1.00 1,00 1.00 1.00 1.00
20. The economic interest rate outlook provided by the Council’s treasury advisor, Arlingclose Ltd,
for December 2022 is based on the following underlying assumptions:

e The MPC raised Bank Rate by 50bps to 3.5% in December as expected, with signs that
some members believe that 3% is restrictive enough. However, a majority of members
think further increases in Bank Rate might be required. Arlingclose continues to expect
Bank Rate to peak at 4.25%, with further 25bps rises in February, March and May 2023.

e The MPC will cut rates in the medium term to stimulate a stuttering UK economy but
will be reluctant to do so until wage growth eases. Rate cuts in the first half of 2024.

e Arlingclose expects gilt yields to remain broadly steady over the medium term,
although with continued volatility across shorter time periods.

e Gilt yields face pressures to both sides from hawkish US/EZ central bank policy on one
hand to the weak global economic outlook on the other. BoE bond sales and high
government borrowing will provide further underlying support for yields.

21. The influence of the mini-budget on rates and yields continues to wane following the more

responsible approach shown by the new incumbents of Downing Street.

Volatility in global markets continues, however, as investors seek the extent to which central
banks are willing to tighten policy, as evidence of recessionary conditions builds. Investors
have been more willing to price in the downturn in growth, easing financial conditions, to the
displeasure of policymakers. This raises the risk that central banks will incur a policy error by
tightening too much.

The UK economy is already experiencing recessionary conditions and recent GDP and PMI
data suggests the economy entered a technical recession in Q3 2022. The resilience shown
by the economy has been surprising, despite the downturn in business activity and household
spending. Lower demand should bear down on business pricing power—recent data suggests
the UK has passed peak inflation.

The lagged effect of the sharp tightening of monetary policy, and the lingering effects of the
mini-budget on the housing market, widespread strike action, alongside high inflation, will
continue to put pressure on household disposable income and wealth. The short-to medium-
term outlook for the UK economy remains bleak.

Demand for labour appears to be ebbing, but not quickly enough in the official data for most
MPC policymakers. The labour market remains the bright spot in the economy and persisting
employment strength may support activity, although there is a feeling of borrowed time. The
MPC focus is on nominal wage growth, despite the huge real term pay cuts being
experienced by the vast majority. Bank Rate will remain relatively high(er) until both inflation
and wage growth declines.
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Global bond yields remain volatile as investors price in recessions even as central bankers
push back on expectations for rate cuts in 2023. The US labour market remains tight, and the
Fed wants to see persistently higher policy rates, but the lagged effects of past hikes will
depress activity more significantly to test the Fed’s resolve.

While the BOE appears to be somewhat more dovish given the weak outlook for the UK
economy, the ECB seems to harbour (worryingly) few doubts about the short term direction of
policy. Gilt yields will be broadly supported by both significant new bond supply and global
rates expectations due to hawkish central bankers, offsetting the effects of declining inflation
and growth.

Economic background

22.

The conflict in Ukraine continued to keep global inflation elevated and the UK and global
economic outlook remains weak. Political uncertainty in the UK improved in the later part of
the period following a change in government to what financial markets perceived as being
more fiscally prudent.

The economic backdrop during the April to December period continued to be characterised by
high energy and commodity prices, high inflation and the associated impact on consumers’
cost of living, as well as little likelihood that the Russia-Ukraine hostilities will end any time
soon. China started to lift some of its zero-Covid policy restrictions at the end of the period
causing a sharp increase in infections, but also leading to questions over potential under
reporting of the number of cases by the Chinese government due to how it is counting the
figures.

Central Bank rhetoric and action continued to remain robust. The Bank of England, Federal
Reserve and the European Central Bank all increased interest rates over the period and
committed to fighting inflation, even in the face of potential recessions in those regions.

UK inflation remained high, but there were tentative signs it may have peaked. Annual
headline CPI registered 10.7% in November, down modestly from 11.1% in October. RPI was
14% in November, down from 14.2% in October, but slightly above expectations for a larger
fall to 13.9%.

The labour market remained tight but with some evidence of softening demand for new
labour. The unemployment rate 3m/year for April-June was 3.8%, which declined to 3.6% in
July-September and picked up again to 3.7% in October-December. The inactivity rate was
21.5% in the latest quarter, down by 0.1% compared to the previous period. Pay growth in
October-December was 6.1% for both total pay (including bonuses) and for regular pay. Once
adjusted for inflation, however, both measures fell by 2.7%.

Household disposable income remained under pressure, pushing consumer confidence down
to a record low of —49 in September, but following months showed registered modest
improvements to December’s reading of —42. Quarterly GDP for the April-June quarter was
revised upwards to 0.2% (from -0.1%), following revisions to household and government
spending, but fell by -0.3% in the July-September quarter, a larger decline than the -0.2%
predicted.

The Bank of England increased the official Bank Rate to 3.5% over the period. From 0.75% in
March, the Monetary Policy Committee (MPC) pushed through rises at every subsequent
meeting over the period, with outsized hikes of 50bps in August and September, 75bps in
November and then another 50bps in December. November’s rise was voted by a majority of
7-2, with one MPC member preferring a 0.5% rise and another a 0.25% rise. The December
vote was 6-3, with two members preferring to keep Bank Rate on hold at 3% while one
member wanted a larger increase of 0.75%. Once again, the Committee noted that domestic
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inflationary pressures are expected to remain strong and continuing rhetoric around
combating inflation means further rate rises are predicted.

Financial markets

23.

Uncertainty remained a key driver of financial market sentiment and bond yields remained
relatively volatile due to concerns over elevated inflation and higher interest rates. In
September and October, volatility in financial markets was significantly exacerbated by the
fiscal plans of the then UK government, leading to an acceleration in the rate of the rise in gilt
yields and decline in the value of sterling. However, the subsequent change of government
leadership has lead to gilts yields falling in November and December, albeit at higher levels
compared to earlier in the period.

Over the period the 5-year UK benchmark gilt yield rose from 1.41% to peak at 4.70% in
September before ending the calendar year at 3.62%. Over the same timeframe the 10-year
gilt yield rose from 1.61% to peak at 4.51% before falling back to 3.67%, while the 20-year
yield rose from 1.82% to 4.96% and then declined to 4.03%. The Sterling Overnight Rate
(SONIA) averaged 1.75% over the period.

Credit background

24,

During the last few months of the period, in October Fitch revised the outlook on the UK
sovereign to negative from stable following the largely unfunded fiscal package announced at
the time, and a few weeks prior revised the outlook on HSBC to stable from negative.

Over the same timeframe Moody’s also revised the UK sovereign to negative from stable,
following swiftly after with a similar move for a number of local authorities and UK banks
including Barclays Bank, National Westminster Bank (and related entities) and Santander.

Having completed its full review of its credit advice on unsecured deposits at UK and non-UK
banks earlier in the year (May), Arlingclose extended the maximum duration limit for five UK
banks, four Canadian banks and four German banks to six months. The maximum duration for
unsecured deposits with other UK and non-UK banks on Arlingclose’s recommended list is 100
days. These recommendations were unchanged at the end of the period.

Although local authorities remain under financial pressure, Arlingclose continues to take a
positive view of the sector, considering its credit strength to be high. Section 114 notices have
been issued by only a handful of authorities with specific issues. While Arlingclose’s advice for
local authorities on its counterparty list remains unchanged, a degree caution is merited with
certain authorities.

Arlingclose continued to monitor and assess credit default swap levels for signs of credit
stress but made no changes to the counterparty list or recommended durations. Nevertheless,
increased market volatility is expected to remain a feature, at least in the near term and, as
ever, the institutions and durations on the Authority’s counterparty list recommended by
Arlingclose remains under constant review.

Revision to CIPFA Codes

25.

CIPFA published revised Prudential and Treasury Management Codes in December 2021.
The Prudential Code took immediate effect although detailed reporting requirements could be
deferred until the 2023/24 financial year and have not been included in this report whilst we
are reviewing the impact of the proposed changes.
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26. The main changes or expected changes from previous codes include:

e Additional reporting requirements for the Capital Strategy.

e For service and commercial investments, in addition to assessments of affordability
and prudence, an assessment of proportionality in respect of the Authority’s overall
financial capacity (i.e. whether plausible losses could be absorbed in budgets or
reserves without unmanageable detriment to local services).

e Forward looking prudential code indicators must be monitored and reported to
members at least quarterly.

e A new indicator for net income from commercial and service investments to net
revenue stream.

¢ Inclusion of the liability benchmark as a treasury management prudential indicator.
CIPFA recommends this is presented as a chart of four balances — existing loan debt
outstanding; loans CFR, net loans requirement, liability benchmark — over at least 10
years and ideally cover the authority’s full debt maturity profile.

e Excluding investment income from the definition of financing costs.

e Credit and counterparty policies should set out the Authority’s policy and practices
relating to Environmental, Social and Governance (ESG) investment considerations.

e Additional focus on the knowledge and skills of officers and elected members involved
in decision making

27.  Future long-term investments, such as CCLA will be prohibited but we will not need to unwind

existing investments.
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T9 abed

KEY FINANCIAL RISKS

The following table identifies the key financial risks to the council’s financial position over the short to medium term together with a summary of the mitigating actions in place and
planned. These financial risks are reflected in the assessment of the adequacy of estimates and reserves. The assessment of risk is based on the following risk scoring criteria:

LIKELIHOOD (Probability)

A - Almost certain >95% Is expected to occur in most circumstances

B - Likely 1 Will probably occur in most circumstances

C - Possible 50% Might occur at some time

D - Unlikely l Could occur at some time

E- Very Unlikely < 5% May only occur in exceptional circumstances

4 - Moderate 3 - Significant 1- Extreme

Service delivery / |No noticeable effect Some temporary disruption to a Regular disruption to one or more |Severe service disruption [Unable to deliver most

key priorities single service area/ delay in services/ a number of corporate on a directorate level / priorities / statutory
delivery of one of the council’s objectives would be delayed or not |many corporate priorities |duties not delivered
objectives delivered delayed or not delivered

Financial Impact |Loss or loss of income |Loss or loss of income £10k - £499k|Loss or loss of income £500k - Loss or loss of income Loss or loss of income

< £10k £4.99m £5m<£9.99m >F10m

Reputation Internal review Internal scrutiny required to Local media interest. Scrutiny by Intense public, and media |Public Inquiry or adverse

prevent escalation external committee or body scrutiny national media attention

e Robustness of estimates

INHERENT RISK RESIDUAL RISK
Key Financial Risk Comments/Mitigating Actions in place
Likelihood Impact Likelihood Impact
FE1. [Interest rates are underestimated. Likely Major |e Prudent estimates are made around future rates when costing the financing of the Possible | Significant
capital programme.

e Market intelligence provided by Treasury Management advisors.

e Treasury Management Strategy is aligned with CIPFA Code and DLUHC Guidance re
investing funds prudently and having regard to the security and liquidity of its
investments before seeking the highest rate of return.

FE2. |Existing fees and charges: Projected levels of income within Possible | Significant |e Fees and charges have been reviewed as part of the business planning process. If Possible | Significant
the period are not achieved and/or maintained. there are 'in year' shortfalls these form part of the budget monitoring processes.

FE3. [New income streams: Projected levels of income within the Possible | Significant |e Income generating activity has been identified as part of current approved savings Possible | Significant
period are not achieved. proposals. There is a risk that in light of the economic backdrop that these levels of

income will not be achieved.
* Higher risk as it is based on new sources of income.

FE4. |Volatility of Business Rates funding given the uncertainty Likely Major |e The appeals provision has been reviewed and updated in light of known current Possible | Significant
around impact of successful appeals. appeals/challenges and potential threats and will be reviewed on a regular basis.

» Appeals can be backdated and as a consequence of this the Council has set aside a
provision to deal with this element of the financial impact.

® The appeals window for the 2017 rating list will be closed on 31 March 2023 and
there may be an increase in the number of cases lodged as the deadline approaches.
e Legislation has been enacted to prevent appeals as a consequence of measures to
control COVID-19. Billing authorities were allocated a share of a £1.5Bn COVID-19
Additional Relief Fund for 2021/22 to award discretionary relief to those business
ineligible for existing support linked to business rates.

e Estimates have been made on the likely successful appeals against the 2023 rating
list and provided for within estimates of collectable business rates.
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29 abed

e Robustness of estimates

Key Financial Risk

INHERENT RISK

Likelihood

Impact

Comments/Mitigating Actions in place

RESIDUAL RISK

Likelihood

Impact

FE5. [Increase in demand led spending pressures (including impact| Possible Extreme |e Annual budget setting process developed in consultation with service managers Possible Major
of Welfare Reform, social care, safeguarding) over and above e Monitoring of capital (quarterly) and revenue (monthly) budgets, reported to the
the current budget provision. Executive Management Board (EMB) and Cabinet (Quarterly).
» Action plans to address any significant in year budget variances are agreed with
EMB with the status of the agreed actions reported to EMB on a monthly basis
® Action plan within Children's Services intended to reduce the number of Looked
After Children
FE6a. [Third party provider costs will increase as a result of the Almost Significant |e As each contract is procured any impact of this will need to be assessed and Possible | Significant
introduction of the National Living Wage certain addressed to ensure services are procured within budget.
FE6b. [Third party provider costs increase as result of SCC havingto | Unlikely | Significant |e Integrated Commissioning Unit (ICU) contract monitoring arrangements and general Very Moderate
'step in' in the event of potential provider failure (social care market oversight and intelligence Unlikely
providers) e Market Sustainability and Fair Cost of Care grant funding has been received in
2022/23, at least 75% of which is to be used to increase fee rates (if rates are below
the fair cost of care); further market sustainability funding has been announced for
2023/24 in the provisional local government finance settlement.
FE7. |Legal challenge to savings proposals that could result in the Possible | Significant |e Robust budget consultation process in place for any service redesign proposals. Unlikely | Moderate
proposal being either discontinued or revised.
FE8. [Pressure on returns from investment properties in both the Possible Major |e® There is a full and robust process around the financial and legal analysis of the Possible | Significant
short and longer term. individual investments.
¢ Investments are diversified between sectors.
* No current plans to expand the Property Investment Fund
FES. |Voluntary sector is either unwilling or unable to support the Possible Major |e Review the overall expectation and co-ordination of the services required of the Possible | Significant
delivery of certain services or activities voluntary sector.
e Consideration is given to this risk in deciding whether to design services around the
voluntary sector
FE10. |The council's service delivery partners seek to exit an Likely Major e Central Contracts Team monitors and work closely with the council's significant Possible | Significant
agreement or are no longer able to deliver the required service delivery partners.
service or the council seeks to reach an exit agreement. e Contractual obligations on both parties that set out the respective roles and
responsibilities.
FE11. |The Council may receive reduced funding if Government Possible Major |e The Council will plan for any proposed changes through the Medium Term Financial Unlikely Major

make changes to the Local Government funding mechanism.
Such changes may include removing the ring-fence for Public
Health Grant and rolling it in to general funding.

Strategy process.

® The Local Government Finance Policy Statement published in December 2022
confirmed that no changes will be made to the main funding mechanisms in 2023/24
or 2024/25.




€9 abed

FR1.

e Adequacy of proposed financial reserves

Key Financial Risk

Business Rate Retention & Council Tax Growth - the council
fails to collect, retain and grow business rate income

INHERENT RISK

Likelihood

Possible

Impact

Major

Comments/Mitigating Actions

® For the business rates multiplier, the assumption built into the MTFS is based on an
annualised CPI Rate reflecting the uplift set by government. The government has
frozen the business rate multiplier for 2022/23 and 2023/24, however councils will be
compensated for this via grants.

e The MTFS includes assumptions on growth which have been reviewed in conjunction
with the Development & Growth team and business rates collection team, including
pipeline developments and their assumed operational dates. This will be monitored
on a frequent basis as part of the standard monitoring arrangements.

® Business rates have been revalued with an effective date of April 2023. The draft
2023 List shows that the rateable value of properties in Southampton has increased by
2.6%. This may impact on business rates collectability, however a transitional relief
scheme will apply to dampen the impact where there has been an increase in rateable
value.The Council's 2023/24 Top-Up Grant has been adjusted to eliminate, as far as
reasonably practicable, the impact of the 2023 revaluation on its retained business
rates.

RESIDUAL RISK

Likelihood

Possible

Impact

Significant

FR2.

Delivery of all of the agreed savings is not achieved.

Possible

Extreme

* Progress and delivery of the overall programme and individual projects is monitored
at Executive Director level, by EMB, with any non achievement forming part of the
normal budget monitoring action plan process.

e EMB review the validity and achievability of projects and provide approval (or not) to
projects

Possible

Major

FR3.

The Government could impose a lower Council Tax
referendum threshold and/or reduce or remove the Adult
Social Care Precept

Possible

Significant

® SCC's 'core' Council Tax and Adult Social Care Precept were frozen in the 2022/23
budget. The February 2022 MTFS assumed increases of 1.99% for 'core’ Council Tax
and no increase in the Adult Social Care Precept for future years.

e The Adult Social Care Precept was introduced as part of the Autumn 2015 Spending
Review and allowed local authorities with social care responsibilities to increase
Council Tax provided it was ring-fenced to Adult Social Care budgets.

® The Local Government Finance Policy Statement published in December 2022
confirmed that for 2023/24 and 2024/25 a 'core' Council Tax increase of up to 3% and
an Adult Social Care Precept of up to 2% could be applied without the need for a local
referendum.

Unlikely

Significant

FR4.

Slippage in capital receipts (not accompanied by a slippage in
spend).

Possible

Significant

* Non-receipt of any planned income will require a permanent draw from reserves,
additional borrowing or for savings to be found in the capital programme.
e Impact reflects the cost of borrowing in short term (the interest payments).

Possible

Moderate

FRS5.

If building inflation was to exceed general inflation over a
prolonged period, this would have a significant adverse
impact on HRA balances and, in turn, the business model in
respect of the redevelopment and refurbishment of the SCC
Housing stock.

Possible

Major

e Surpluses are liable to change annually, either favourably or not, and this will be
reflected in the annual review of stock investment needs and estimated unit rates.
* Monitoring and assessment of potential impact with business model sufficiently
flexible to allow for reassessment of priority outcomes against available budget.

Possible

Major

FR6.

The level of funds within the internal insurance provisions is
inadequate to meet current or future demand

Possible

Significant

» The adequacy of the provision is informed by the output from periodical (at least
triennial) external actuarial reviews of the funds.

® The level of funding required is reviewed as part of annual budget setting process
and the position, in respect of potential liabilities is reviewed on a monthly basis.

Unlikely

Significant
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FR7.

e Adequacy of proposed financial reserves

Key Financial Risk

Ad hoc or unforeseen events / emergencies.

INHERENT RISK

Likelihood

Possible

Impact

Extreme

Comments/Mitigating Actions

e The Council’s reserves may be utilised in respect of the financial impact of such an
event.

» Subject to the nature of the event alternative sources of funding might be available
e.g. Bellwin Scheme.

e In previous years the Government allocated un-ringfenced funding to support local
authorities in meeting COVID-19 pressures and provided funding to meet some fees
and charges income losses and some irrecoverable tax losses, as well as providing
some ring-fenced grant funding for specific measures e.g. infection control. No un-
ringfenced funding has been provided for 2022/23, so use of reserves may be required
to meet any COVID-19 related expenditure or income losses not provided for within
the budget.

RESIDUAL RISK

Likelihood

Possible

Impact

Major

FRS.

The cost of implementing the Care Act 2014 is greater than
anticipated.

Possible

Significant

e The Government announced a new basis for Social Care provision in September
2021, with a "cap and floor" scheme due to be implemented from October 2023 to be
funded via a new Health and Social Care Levy. In the Growth Plan published in
September 2022 the Health and Social Care Levy was scrapped. A delay in
implementation of the "cap and floor" scheme to October 2025 was announced in the
Autumn Statement in November 2022.

* No costing analysis has been provided so it is unclear whether the quantum of
funding identified at a national level will be sufficient to cover the costs of the scheme.
There is also a risk that the method for distributing the funding will be unfavourable to
the Council.

® The Local Government Finance Policy Statement published in December 2022 and
the provisional local government finance settlement confirmed that the funding for
the Health and Social Care Levy will be removed from the Services Grant for 2023/24,
following its scrapping.

Possible

Significant

FRO.

The Integrated Care Board (ICB) could seek to reduce its
level of contribution to the 'pooled budgeting' arrangement
with SCC

Possible

Major

® Ongoing relationship and dialogue with ICB re shared objectives and outcomes.

Unlikely

Significant

FR10.

The council is unable to quantify the financial impact on both
vulnerable individuals and key council services arising from
implementation of welfare reforms

Possible

Significant

The impact of Welfare Reform on all service areas will be difficult to monitor or to
mitigate against.

Possible

Significant

FR11.

Inflation increases at a higher rate than anticipated

Likey

Significant

e Assumptions have been made in the estimates about the likely level of general
inflation that will apply in 2022/23. CPI is currently running at 10.5% (December 2022),
well above the level that had been anticipated.

e Market intelligence provided by Arlingclose - independent treasury advisors.

e An amount is included in the MITFS to cover key elements of inflation, based on
assumed inflation rates at the time the MTFS is agreed.

® Beyond this provision, it would be managed as an ‘in year’ issue and services would
normally be expected to absorb the difference.

Likely

Significant

FR12.

Pay Inflation is at a higher rate than anticipated

Likely

Major

e The MTFS model approved in February 2022 was based on a pay award of 2.5% for
2022/23 and 2.0% thereafter.

* Pay awards for the majority of local government employees are agreed through the
National Joint Council for Local Government Services, with representatives from both
employers and trade unions.

* A £1,925 flat rate increase on all spinal column points was agreed for 2022/23. This
is equivalent to a 5.6% increase for the Council.

Likely

Significant
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FR13.

Exiting the European Union - Uncertainty and economic
forces, at least in the short term, within both the local
business and wider business sector may have an adverse
impact on investment decisions and local employment which,
in turn, would impact on business rate income.

Likely

Significant

* National and local modelling in respect of the future approach to business rate
retention will need to reflect changes in the financial environment.

» There may be either pressure or incentives for non UK owned business to move
operations back to within an EU country.

e Treasury Management advisors are regularly updating the Council on the economic
impact of exiting the European Union, the strength of the pound, inflation and interest
rates.

Likely

Significant
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e Adequacy of proposed financial reserves

Key Financial Risk

INHERENT RISK

Likelihood

Impact

Comments/Mitigating Actions

RESIDUAL RISK

Likelihood

Impact

FR14. [There are unplanned and unforeseen consequences (and Possible | Significant |e A Projects and Change Team is in place. A full programme management approach is Unlikely | Significant
costs) arising from the implementation of new, or changed, taken, including planning and risk assessment, with significant support to major
systems and processes across service areas within the projects.
organisation
FR15. [New accounting rules for financial investments may result in Possible | Significant |® Accounting rules require gains/losses from valuation movements for certain types of | Unlikely | Significant
adverse valuation movements being charged to the General financial investments to be recognised in the year they occur, rather than when the
Fund in the year that they occur. investments are sold.
e The Government put in place legislation to mitigate the impact on the General Fund
for the five years 2018/19 to 2022/23 and in December 2022 this was extended for a
further two years to 2024/25. Once the override is removed the Medium Term
Financial Risk Reserve will be used to manage the volatility that the timing difference
may cause.
FR16. [COVID-19 will adversely impact on budgets Almost Major |e COVID-19 is having ongoing financial effects through its impact on income streams Almost | Significant
certain and service costs rising due to increased demand e.g. for social care.The Council certain
included anticipated additional expenditure/income losses in the MTFS agreed in Feb
2021. The MTFS will continue to be used to model the potential effects and ensure the
authority continues to plan ahead with robust estimates.
FR17. |The cumulative deficit on the Dedicated Schools Grant (DSG) Possible Extreme |e The cumulative DSG deficit, forecast to be £10.24M at the end of 2022/23, is being Unlikely Major
may have to be met from the General Fund. held in a separate account in accordance with legislation. The statutory override
initially ran until the end of 2022/23, however the Local Government Finance Policy
Statement in December 2022 announced that the override would be extended until the
end of 2025/26.
e Work is being undertaken as part of the DfE programme Delivering Better Value in
Special Education Needs & Disabilities to reduce costs.
FR18. |Pressure on the Housing Revenue Account means it becomes | Possible Extreme |e A minimum working balance has been set at £2M to provide an in-year buffer. Possible Major
financially unsustainable without savings and/or reductions in ¢ This buffer should be increased over time to at least £3.5M to provide a suitable
capital spending plans safety net for any major financial risks and shocks and allow time to adjust plans
within the 40- year HRA business plan.
e The 2022/23 overspend will deplete the MTFR reserve as is stands by £10.3M.
Reserves are used up. This adversely impacts on financial * Major use of the MTFR reserve ]for the 202?/2{ budget is anticipated (as reported
o : o ) ) elsewhere on the agenda) potentially depleting it under £12M. .
FR19. |resilience and also restricts the funding/investment available Likely Extreme Possible Extreme

for any transformation work and invest to save proposals

* More work is needed on the 2023/24 budget, both now and during 2023/24 itself, to
find ways to balance the budget but which rely less on such as large drawdown from
reserves.
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FINANCIAL PERFORMANCE INDICATORS — QTR 3 2022/38P€NdiX 5

Prudential Indicators Relating to Treasury

Maximum Forecast Status
Maximum Level of External Debt £M £975M £380M Green
As % of Authorised Limit 100% 38.97% Green

Maximum Highest YTD  Status

Authorised Limit for external debt £M £975M £338M Green
Operational Limit for external debt £M £850M £338M Green
Maximum external borrowing year to date £785M £277TM Green
Limit of fixed interest debt % 100% 84.1% Green
Limit of variable interest debt % 50% 15.9% Green
Limit for Non-specified investments £M £100M £28M Green
Other Treasury Performance Indicators Target Actual Otr 3 Status
Average % Rate Long Term New Borrowing 2.40% 3.44% Red

Average % Rate Existing Long Term Borrowing 3.00% 2.85% Green
Average Short Term Investment Rate - Cash 0.01% 3.37% Green
Average Short Term Investment Rate — Fixed 0.01% 1.98% Green
Average Long Term Investment Rate - Bonds 2.00% 5.27% Green
Average Return on Property Fund 4.00% 3.84%

Average Return on All Investments 2.40% 3.64% Green

Minimum Level of General Fund Balances

Status
Minimum General Fund Balance £10.1M
Forecast Year End General Fund balance £10.1M Green
Income Collection
2022/23 Otr 3 Status
Target YTD
Collection rate >100% 104.10% Green
Average days sales outstanding </= 62 days 64
Outstanding debt more than 12 months old </=20.52%  33.64% Red
Debt written off </=1% 0.48% Green

Creditor Payments

2022/23 otr 3 Status

Target YTD
Valid and undisputed invoices paid within 30 days 96% 86.79% Red
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Tax Collection rate

2021/22 Target Qtr 3 Collection Rate Status
Actual Collection Last Year This Year
Rate Rate
Council Tax 92.67% 95.20% 78.80% 79.29%
National Non Domestic 95.90% 97.56% 80.41%  85.80%  Green

Rates
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Appendix 6
HOUSING REVENUE ACCOUNT FORECAST OUTTURN POSITION FOR 2022/23

The Housing Revenue Account is currently forecast to have a nil variance against the
budgeted deficit for the year, no movement from the position forecast at quarter 2.

Budget | Annual | Forecast | Forecast Variance
Qtr 3 Forecast | Variance | Variance | Movement
Qtr 3 Qtr 3 Qtr 2 from Qtr 2
£M £M £M £M £M
Expenditure
Responsive & cyclical repairs 20.63 21.43 0.80 A 0.82 A 0.02F
Rents payable 0.10 0.20 0.10 A 0.10 A 0.00
Debt management 0.08 0.08 0.00 0.00 0.00
Supervision & management 25.05 25.51 0.46 A 0.80 A 034 F
Interest & principal repayments 5.16 4.76 040 F 0.30 F 0.10F
Depreciation 23.76 21.86 190 F 1.90 F 0.00
Direct revenue financing of capital 2.54 2.38 0.16 F 0.14F 0.02F
Total Expenditure 77.33 76.22 111F 0.62F 049 F
Income
Dwelling rents (71.84) (70.43) 141 A 0.62 A 0.79 A
Other rents (1.18) (1.47) 0.28 F 0.00 0.28F
Service charge income (2.34) (2.35) 0.02F 0.00 0.02 F
Leaseholder service charges (1.05) (1.05) 0.00 0.00 0.00
Interest received 0.00 0.00 0.00 0.00 0.00
Total Income (76.41) (75.30) 1.11A 0.62 A 0.49 A
(SURPLUS)/DEFICIT 0.92 0.92 0.00 0.00 0.00

NB Numbers are rounded

The SIGNIFICANT movements between quarter 2 and quarter 3 for the HRA are:
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Service Area Movement in Explanation:
Forecast
Variance
Between Qtr 2
and Qtr 3
£M
Supervision & 0.34F The favourable variance on Supervision & Management
Management arises from a revised energy forecast following
confirmation of Q1 and Q2 costs of £0.37M, improved
major repairs charges recovery of £0.08M, and grant
funding of £0.09M towards rough sleeper staffing costs.
There is an adverse movement of £0.2M due to an
estimated increase in bad debt provision as debt arrears
remains high.
Rental 0.79 A The adverse variance relates to continuing high void
Income costs which results partly from properties awaiting
demolition and partly from high void turnaround times.
Other rents 0.28 F The favourable variance on Other Rents relates to

commercial property income, which has performed
better than the budget expectation.

Landlord Controlled Heating Account

The Council provides landlord controlled heating to 5,664 tenants and leaseholders
across the City. Costs are incurred by the Council in respect of electricity, gas and
geothermal power, and are subsequently recharged to tenants. The charges to tenants
increased in 2022/23 by 16%, and energy costs have significantly increased (88% for
electricity, 150% for gas). The current projected deficit on the account for 2022/23 is

as follows:

£M

Forecast energy cost

7.50

Forecast full year income

(4.60)

In-Year Deficit

2.90

Deficit brought forward from 2021/22

0.88

Deficit carried forward to 2023/24

3.78
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Appendix 7
COLLECTION FUND REVENUE ACCOUNT
FOR YEAR ENDED 31ST MARCH 2023
Variance

Current Adverse /

Budget Forecast (Favourable)

2022/23 2022/23 2022/23

£M £M £M

Council Tax
Total Council Tax Income (128.46) (128.02) 0.44
Total Council Tax Expenditure (incl. precepts) 131.37 131.08 (0.29)
Council Tax Deficit/(Surplus) for the Year 2.92 3.07 0.15
Council Tax Deficit/(Surplus) Brought Forward (2.65) (2.76) (0.11)
Council Tax Deficit/(Surplus) Carried Forward 0.26 0.31 0.04
Business Rates
Total Business Rates Income (123.32) (115.59) 7.73
Total Business Rates Expenditure 99.05 95.04 (4.01)
Business Rates Deficit/(Surplus) for the Year (24.27) (20.56) 3.72
Business Rates Deficit/(Surplus) Brought Forward 26.26 17.11 (9.15)
Business Rates Deficit/(Surplus) Carried Forward 1.99 (3.45) (5.44)
Total Collection Fund (Surplus)/Deficit 2.26 (3.14) (5.40)
Council Tax (Surplus)/Deficit
Contribution (to)/ from SCC 0.26
Contribution (to)/ from HPCC 0.04
Contribution (to)/ from H and IOW F&R 0.01
Council Tax Collection Fund Balance c/f 0.31
NDR (Surplus)/Deficit
Contribution (to)/ from SCC (1.69)
Contribution (to)/ from DLUHC (1.72)
Contribution (to)/ from H and IOW F&R (0.03)
NDR Collection Fund Balance c/f (3.45)
Total SCC (Surplus)/Deficit (1.43)
ADD: Variance in grant estimated as due from Government (General Fund) (1.32)
ADD: Shortfall in grant income c/f from 2021/22 due to deferral of CARF schel 4.43
NET SCC (Surplus)/Deficit for future budget purposes at Qtr 3 1.69
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Appendix 8

CAPITAL FINANCIAL MONITORING FOR THE PERIOD TO DECEMBER 2022

1. | Table 1 shows the changes to the individual portfolio programmes. The updated
programme for the General Fund is £356.25M and £267.12M for the HRA.

2. | Due to the current financial environment, there has been a need to review the
programme, against the backdrop of rising inflation which is significantly increasing
construction costs and rising interest rates which has seen the cost of borrowing
more than double since the budgets were set in February 2022.

3. | Details of changes made since the quarter 1, totalling a net increase of £3.12M can
be found in annex 2.1. All additions were made in previous Cabinet/Council papers.

Table 1 — Changes to Portfolio Programmes

Latest Previous Total
Programme Programme Change
£M £M £EM
Children & Learning 71.34 71.34 0.00
Communities & Customer Engagement 0.72 0.72 0.00
Economic Development 4.37 4.37 0.00
Finance & Change 22.90 19.90 3.00
Health, Adults & Leisure 18.35 18.35 0.00
Housing & the Green Environment 32.85 32.85 0.00
Leader 9.72 9.72 0.00
Safer City 0.66 0.66 0.00
Transport & District Regeneration 195.35 195.23 0.12
Total GF Capital Programme 356.25 353.13 3.12
Housing Revenue Account 267.12 267.12 0.00
Total Capital Programme 623.37 620.25 3.12

NB. there may be small arithmetic variations in the table as figures have been rounded

20202/23 MONITORING POSITION

4. | The forecast performance of individual capital programmes in 2022/23 is
summarised in table 2 below.

Table 2 — Summary of the General Fund & HRA Capital Forecast 2022/23

Revised Forecast Forecast Forecast
Programme Variance Variance
£M £M £M %
Children & Learning 21.29 20.80 (0.49) (2.30)
Communities & Customer 0.72 0.72 0.00 0.00
Engagement
Economic Development 2.92 178  (1.15) (39.16)
Finance & Change 9.06 831  (0.75) (8.28)
Health, Adults & Leisure 3.04 282  (0.22) (7.25)
1
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Housing & the Green 14.53 11.13  (3.40)  (23.39)
Environment

Leader 3.55 2.17 (1.38) (38.91)
Safer City 0.66 0.66 0.00 0.00
Transport & District Regeneration 62.90 58.13 (4.77) (7.58)
Total General Fund 118.68 106.53 (12.15) (10.24)
Housing Revenue Account 46.20 38.25 (7.95) (17.20)
Total Capital Programme 164.88 144.78  (20.10) (12.19)
Financed by
*CR - GF Borrowing (43.93) (30.89) (13.04) (29.68)
*CR - HRA Borrowing (15.22) (11.88) (3.34) (21.94)
Capital Receipts (4.812) (4.24) (0.57) (11.85)
Contributions (13.98) (19.10) 5.12 36.62
Capital Grants (59.02) (54.22) (4.80) (8.13)
Direct Revenue Financing (2.18) (2.00) (0.18) (8.26)
HRA - MRA (25.74) (22.45) (3.29) (12.78)
Total Funding 164.88 144,78  (20.10) (12.19)

*CR — Council Resources
NB there may be small arithmetic variations in the table as figures have been rounded

The forecast spend for 2022/23 is £144.78M, giving a total forecast favourable
variance of £20.10M, which is a combination of £17.66M net slippage and rephasing
and £2.43M potential surplus, as detailed in table 3 below.

Table 3 — Breakdown of 2022/23 Forecast Variance
(Surplus)/ (Slippage)/

Deficit Rephasing Total
EM £M £M

Children & Learning (0.08) (0.42) (0.49)
Communities & Customer Engagement 0.00 0.00 0.00
Economic Development (0.09) (1.06) (2.15)
Finance & Change (0.05) (0.70) (0.75)
Health, Adults & Leisure 0.00 (0.22) (0.22)
Housing & the Green Environment 0.09 (3.49) (3.40)
Leader 0.00 (1.38) (1.38)
Safer City 0.00 0.00 0.00
Transport & District Regeneration (0.42) (4.35) (4.77)
Total General Fund (0.54) (11.61) (12.15)
Housing Revenue Account (1.89) (6.05) (7.95)
Total Capital Programme (2.43) (17.66) (20.10)

NB. there may be small arithmetic variations in the table as figures have been rounded
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The General Fund programme forecast position is a surplus of £0.54M and the HRA
is £1.89M. The reasons for the major forecast surplus/deficit variance are detailed in
Annex 2.2.

Slippage occurs where works are not expected to take place according to the
provisions agreed in the capital programme. Re-phasing of capital expenditure is due
to works being carried out sooner than anticipated, budget and funding is brought
forward from future years to match the expenditure.

Following the continuing review to ensure that all projects are accurately profiled,
and budgets are suitably aligned to anticipated works and spend, there is £11.61M of]
General Fund and £6.05M of HRA anticipated work in 2022/23 where work has
slipped into later years. Details of schemes with major slippage and where any
rephasing has been applied are provided in annex 2.3.

These changes in spend profile will be reflected in the February budget report.

CAPITAL RESOURCES

The resources which can be used to fund the capital programme are as follows:
e Central Government Grants and from other bodies
e Contributions from third parties
e Council Resources - Capital Receipts from the sale of HRA assets
e Council Resources - Capital Receipts from the sale of General Fund assets
¢ Revenue Financing
e Council Resources — Borrowing

10.

Capital Receipts from the sale of Right to Buy (RTB) properties are passed to the
General Fund capital programme to support the Private Sector Housing schemes.

11.

It should be noted that the revised General Fund Capital programme is based on
prudent assumptions of future government grants to be received. Most of these
grants relate to funding for schools and transport and are un-ringfenced. However,
in 2022/23 these grants have been passported to these areas.

12.

Annex 2.4 details the current level of available resources. This shows that the largest
resource currently un-earmarked is S106 developer contributions. This relates to
receipts in the latter part of 2021/22 and in 2022/23 for which the works are still
being scoped and will be added to the programme as part of the February budget
paper. All S106 contributions come with specific conditions as to how the money
must be spent.

OVERALL CAPITAL PROGRAMME AND FINANCING

13.

The revised overall programme by year, including amendments that are being
requested as part of this report and use of resources, can be found in Annex 2.5.

14.

The most significant amount of funding for the General Fund programme is provided
by capital grants. Previously council resources, which at present, is mainly through
borrowing. There has been a drive to reduce borrowing costs, due to increasing
interest rates, to avoid an unbudgeted pressure on the GF revenue account. The
HRA programme is primarily funded by Major Repairs Reserve (direct revenue
contribution).

SUPPORTING DOCUMENTATION

Annexes
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GF & HRA Programme Changes Since Last Reported Position

GF & HRA Major Forecast Variances as at December 2022

GF & HRA Slippage & Rephasing as at December 2022

GF Capital Resources Available as at December 2022

ap A W NE

GF & HRA Revised 5 Year Programme and Use of Resources.
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GENERAL FUND & HRA: PROGRAMME AMENDMENTS SINCE LAST REPORTED POSITION

Portfolio

Additions to the Programme

Finance & Change

Transport & District Regeneration

Total Additions to the GF Programme

Total Variations to the Overall Programme

* - Approved By Council/Cabinet
** - Approved under Delegated Powers
A - Require Approval
Total Variations to the Overall Programme

Scheme

Transformation Projects

Transforming Cities Fund (TCF)

£EM

3.00

0.12

3.12

3.12

£EM
3.12
0.00
0.00

3.12

*Council/Cabinet
**Delegated
Approval

Funding Source

Capital Receipts

Contributions

6 Xipuaddy
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Appendix 10

Forecast Major GF & HRA Variance Since Last Reported Position

HOUSING & THE GREEN ENVIRONMENT

Warm Homes (Deficit of £0.29M in 2022/23)

Due to significantly increased demand on the service following the increase in
fuel costs in 2022/23. Better Care Fund has agreed to contribute £0.25m of
DFG funding to the Healthy Homes project to ensure that the most vulnerable
have access to support to reduce energy bills, and zero carbon initiatives will
continue to be met from s106 zero carbon contributions.

S106 — Parks & Open Spaces (Surplus of £0.20M in 2022/23)

Funding has been used to fund project within the programme and is therefore no
longer available within this project. This project code was set up to hold
unallocated funds which has been earmarked for future park & open spaces
projects, as per the terms of the S106 agreements. As part of the February
budget report this budget will be allocated to accurately reflect the spending
plans for the S106 contributions.

TRANSPORT & DISTRICT REGENERATION

Bridges (Surplus of £0.95M in 2022/23)

Final costings have now been received for the programme and have come in
£0.40M less than anticipated and £0.55M had been set aside for repairs to
Itchen Bridge, which is now being taken forward as a separate project.

This surplus will be used to offset the deficit on the highways programme.

Footways/Pavements (Surplus of £0.55M in 2022/23)

All the projects that can be delivered in year, have now been scoped and
costed by our strategic partner, BBLP there is a forecast surplus. This surplus
will be used to offset the deficit on the roads programme.

Road Programme (Deficit of £1.08M in 2022/23)

Over the Summer there has been a drive to complete a large number of
projects, as part of the Additional Road Programme. Unfortunately, due to
increasing costs caused by inflationary pressures, availability of resources and
changes to scope, there is forecast deficit of £1.08M, which has reduced from
the previous quarter of £2.14M. the deficit will be completely offset by the
£1.5M surplus detailing paragraphs 3 and 4.

HRA

Communal Areas Works (Deficit of £0.28M in 2022/23)

Deficit due to unbudgeted costs replacing leaseholder doors that the
leaseholders pay for. Therefore, as part of the February budget this project
budget will need to be increased and fully funded by leaseholder contributions.

Door Entry Systems (Deficit of £0.20M in 2022/23)

The programme has identified that additional work is needed to be carried out
within the existing tender by installing communal doors at Thornhill Towers
blocks.
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Electrical Heating Systems (Surplus of £1.30M in 2022/23)

CityEnergy currently delivering works to 172 properties across the City. LADS2
Gov. grant funding secured and used to upgrade heating to properties identified
as poor thermal performance. However, progress has been hindered by
recruitment issues and therefore, this budget will be incurring a slightly reduced
surplus than previously reported (£1.6m).

HERS Fire Safety / Sprinkler Project (Deficit of £0.98M in 2022/23)

High risk identified in latest Fire Risk Assessment not identified in previously and
work needs to be undertaken to ensure resident safety and avoid enforcement
action.

10.

Remedial Works - Compliance Inspections (Deficit of £0.30M in 2022/23)
Overspend due to undertaking repairs and maintenance to fire doors as
identified in Fire Door Inspection Programme. This is a new cost due to
complying with fire safety legislation as required under the Fire Safety Act and
Building Safety Act. As a result, this project will incur a deficit in 2022/23.

11.

Block Modernisation Programme (Deficit of £1.55M in 2022/23)

Deficit due to unbudgeted costs replacing leaseholder doors that the
leaseholders pay for. Therefore, as part of the February budget this project
budget will need to be increased and fully funded by leaseholder contributions.

12.

External Windows and Doors (Surplus of £0.75M in 2022/23)

Phase One works are being undertaken by Housing Operations and it has taken
longer than anticipated to mobilise the project due to resource and access
issues. The tender package for Phase Two works to low and medium rise blocks
has been amended to accommodate window and door replacements to housing
stock to support delivery by Housing Operations.

13.

Lift Refurbishment - Shirley Towers (Surplus of £0.72M in 2022/23

The contractor has experienced difficulties due to delays in obtaining materials
and commencing works. As a result, the proposed accelerated works has not
been achieved.

14.

Decent Neighbourhoods Projects (Surplus of £0.45M in 2022/23)

The improvements designed for Hightown Towers, Dumbleton Towers and
Meredith Towers have been slowed down to allow the ongoing problems with
the ECO works which need to be completed first. As a result, the project will incur
a surplus and future works will be covered by the set budgets.

15.

Millbrook House - EWI Upgrade (Surplus of £0.28M in 2022/23)

The works on this project are being considered within a retrofit programme to
better deliver elements of the “Making Homes Energy Efficient” portfolio of
projects by Asset Management. Therefore, no further works are planned on this
project for 2022/23.
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16.

Electrical System Upgrades/Refurbishments (Surplus of £0.24M in 2022/23)

Housing Operations have struggled to recruit to deliver, as well as identifying
properties that need full rewires. Also, labour has been directed away to ensure
delivery of other projects. Works are only carried out if a full re wire is needed
now. As a result, this project will incur a surplus in 2022/23.
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Appendix 11

Major GF & HRA Slippage & Rephasing Since Last Reported Position

CHILDREN & LEARNING

SEND Review (Slippage £2.46M from 2022/23, £21.85M from 2023/24,
£10.29M from 2024/25, £8.78M into 2025/26. £25.82M into 2026/27)
Following the outcome of the feasibility studies a report is being taken to
Cabinet to agree how the project should proceed. Based on this proposed
programme of works a new, more realistic, profile has been established.

Schools Condition Works (Slippage of £2.00M from 2022/23 to 2023/24)
There are a number of schemes within the Schools Condition Works that
require to be slipped to 2023/24 due to either scope being developed or school
holiday working. The main schemes are:

e Compass school door & roof replacement £0.73M

e Regents Park Roof £0.57M

e Oakwood Primary Windows and Roof £0.64M

3. St Georges Expansion (Slippage of £1.94M from 2022/23 to 2023/24)

Major issues with the original Contractors tender evaluation, so the decision
was taken to re-tender, which is still ongoing. Due to escalating construction
costs there may be a potential budget shortfall in 2023/24.

4. Regent Park Sports Facility (Slippage £1.32M from 2022/23 into 2023/24)
Tendering/ Scoping of the scheme has identified a potential budget shortfall of
circa £0.35M. Whilst the scope is being assessed to come within budget the
project has been delayed.

5. Townhill Junior School Roof (Slippage of £1.30M from 2022/23 into 2023/24)
Scheme had been delayed largely due to a submission to the DFE for funding
for a new school which proved unsuccessful. Initial scoping of the work
indicates a potential budget shortfall which needs resolving before the project
can proceed.

6. Newlands Hearing Centre (Slippage of £0.50M from 2022/23 into 2023/24)
As with a number of schemes within the current economic climate a potential
budget shortfall is in the process of being scoped.

7. Early Years Expansion Programme (Slippage of £0.23M from 2022/23 to

2023/24)
Delays to a couple of schemes totalling £0.08M plus £0.14M of contingency.

HEALTH, ADULTS & LEISURE

8. Holcroft House Fire Safety Measures (Slippage of £0.40M from 2022/23 into
2023/24)

There has been a delay to the works due to the identification of asbestos within
the building. This has resulted in revising the scheduled plan to enable any
additional works that may be required. The current planned works are now not
starting until October 22 onwards with work carrying on into 2023/24.
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HOUSING & THE GREEN ENVIRONMENT

Solar Powered Compactor Bins (Slippage of £0.43M from 2022/23 into
2023/24)

Following a review of the capital programme, the decision was taken to phase
the project over a longer period.

LEADER

10.

Restoring and Promoting Heritage Assets (Slippage of £2.09M from 2022/23
and £0.27M from 2023/24 to 2024/25)

This budget has been reprofiled to align with the planned programme of works
for restoring the heritage assets now that this schedule has been established.
The programme is no longer being accelerated to meet the City of Culture
deadline.

TRANSPORT & DISTRICT REGENERATION

11.

Bridges (Slippage of £0.86M from 2022/23 to 2023/24)

This is predominately due to the works on Millbrook footbridge now being
undertaken in 2023/24. A number of smaller projects have been delayed due to
factors outside our control where we are awaiting input from external partners.

12.

Future Transport Zone (Slippage of £0.86M from 2022/23 to 2023/24)

The delivery of some elements of the FTZ programme has been impacted by
external factors outside of the direct control of the programme team (primarily
delays incurred to project delivery associated to COVID 19 and
recruitment/retention of staff). The slippage reflects those delays, while
ensuring that all funding bid objectives are achieved.

HRA

13.

Communal Areas Works (Rephase of £0.20M from 2023/24 into 2022/23)
The contractors have identified doors to be prioritised and are able to bring works
forward from 2023/24 into 2022/23. Therefore, this project will be rephased.

14.

Block Modernisation Programme (Rephase of £1.80M from 2025/26 into
2022/23)

The rephase is due to the fire door replacement works currently ahead of
programme, therefore, the project will bring forward budget from 2025/26 to
continue progress.

15.

Roofing Lot 1 West (Slippage of £0.93M from 2022/23 into 2023/24)

The Flat Roofing Contractor has experienced difficulties in programme due to
delays in obtaining materials and commencing works at one large roof. As a
result, the proposed accelerated works has failed to the volume requested.

16.

Townhill Park Regeneration (Slippage of £0.33M from 2022/23 into 2023/24)
There has been slower than anticipated decommissioning (decanting tenants
and leasehold buy backs). The demolition of Plot 9 Kingsdown Way blocks has
not proceeded because the council doesn’t have vacant possession of the site
due to one leaseholder remaining in situ.
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17.

ECO - Canberra Towers (Slippage of £0.31M from 2022/23 into 2023/24)

Due to the nature of the project works and sensitivity are currently around High-
Rise Tower Blocks, relating to Fire Safety there has been more scrutiny about
the contract, design, and delivery. Therefore, the consultant delivery of Stages
0-3 has commenced later than expected and costs for this year for the project
are only at Stage One for feasibility. The project budget was set ahead of the full
brief and any initial feasibility/pre-tender estimates. These activities have
delayed the project delivery and will change the scope for the project. Therefore,
the bulk of the works is likely to start in 2023/24.

18.

GN New Homes (Slippage of £1.35M from 2022/23 into 2023/24)

Design work on Plots 2, 9 and 10 have largely been on hold for most of the
financial year due to financial viability testing. This has meant that design work
and planning applications have not progressed as anticipated. Consequently,
there has been no spend against the PCSA contract.

19.

Oaklands Site (Slippage of £1.07M from 2022/23 into 2023/24)

There are delays to completion caused by defective fire stopping works and as
of the current date only 48 of 103 properties have been handed over. All units
were due to complete by May 2022. Because of SCC's ability to deduct
Liguidated Damages, Drew Smith have stopped making interim certificate
payment applications, so there have been no works costs spend for months,
because SCC would issue ‘pay less notices' and effectively pay nothing anyway.

20.

Passive Fire Safety (Slippage of £0.40M from 2022/23 into 2023/24)

The due to the delay in progressing the procurement and a change to the
procurement approach, the project has been separated now into two
procurements, with only one progressing at this stage. It was anticipated that at
this point we would be further ahead with the procurement and legal process and
therefore this has impacted the forecast spend for 2022/23.

21.

Sprinkler Work (Slippage of £1.25M from 2022/23 into 2023/24)

The project had to be re-tendered, and the scope of works changed by omitting
and adding blocks. Project was delayed due to need to re-tendering process.
However, tenders have been received recently and Harmony was appointed as
the contractor. The first batch of orders were raised, but the project is still behind
programme.

22.

Wyndham Court Refurbishment (Slippage of £0.82M from 2022/23 into 2023/24)
The project has been faced with delays due to the tendering process, however,
contractor in place but the contractor is yet to sign the contract. Therefore, as a
result this project will incur a slippage.

23.

1,000+ Parking Spaces (Slippage of £1.31M from 2022/23 into 2023/24)

While the 1000 parking spaces project is being reviewed only projects currently
in progress will be completed in 2022/23. The remaining funding will be slipped
into 2023/24 pending the outcome of the review.
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Appendix 12

Capital Resources Available as at December 2022 (Capital Receipts; Community
Infrastructure Levy and Section 106 funds)

Received Allocated to Anticipated
Balance  to Date Current Ear- Available  Receipts in
Resource Bfwd 2022/23 Programme marked Funding Year
£M £M £M M £M £M
Capital Receipts (1.84) (0.15) 2.28 0.00 0.00 (1.80)
CIL (15.56) (0.72) 22.07 1.00 0.00 (0.24)
S106 (9.43) (1.03) 8.23 0.00 (2.23) (0.10)
(26.83)  (1.90) 32.58 1.00 (2.23) (2.14)

NB. there may be small arithmetic variations in the table as figures have been rounded

General Fund Capital Receipts Forecast

2022/ 2023/ 2024/ 2025/ 2026/
Bfwd 2023 2024 2025 2026 2027  Total
£M £M £M £M £M £M £M

Current Forecast (1.84) (1.95) (0.00) 0.00 0.00 0.00 (3.79

NB. there may be small arithmetic variations in the table as figures have been rounded
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Appendix 13

General Fund & HRA - Revised 5 Year Programme Totals and Use of Resources

Programme Comparison

2022/ | 2023/ | 2024/ | 2025/ | 2026/
2023 2024 2025 2026 2027 Total
£EM £EM £EM £EM £EM £EM
Revised Programme 164.87 | 198.12 | 98.46 | 70.44 | 91.46 | 623.37
Previous Programme 168.41 | 191.47 | 98.46 | 70.44 | 91.46 | 620.25
Movement (3.53)| 6.65 0.00 0.00 0.00 3.12
2022/ 2023/ 2024/ 2025/ 2026/ Total
Programme 2023 2024 2025 2026 2027 M
£M £M £M £M £M
Children & Learning 21.29 1151 3.93 8.78 2582 71.34
Communities & Customer Engagement 0.72 0.00 0.00 0.00 0.00 0.72
Economic Development 2.92 1.44 0.00 0.00 0.00 4.37
Finance & Change 9.06 10.85 2.99 0.00 0.00 22.90
Health, Adults & Leisure 3.04 9.01 6.30 0.00 0.00 18.35
Housing & the Green Environment 14.53 4.62 6.00 6.20 1.50 32.85
Leader 3.55 3.83 2.35 0.00 0.00 9.72
Safer City 0.66 0.00 0.00 0.00 0.00 0.66
Transport & District Regeneration 62.90 59.29 1852 2294 31.70 195.35
Total General Fund 118.68 100.55 40.09 37.92 59.02 356.25
Housing Revenue Account 46.20 97.57 58.38 3252 32.44 267.12
TOTAL CAPITAL PROGRAMME 164.88 198.12 98.46 70.44 91.46 623.37
Use of Resources
*CR - GF Borrowing (43.93) (43.88) (20.00) (10.10) (29.51) (147.42)
*CR - HRA Borrowing (15.22) (58.82) (27.98) (4.40) (4.40) (110.82)
Capital Receipts (4.81) (14.83) (4.82) (1.99) (1.99) (28.44)
Direct Revenue Financing (13.98) (10.35) (6.50) (6.95) (2.25) (40.02)
Capital Grants (59.02) (44.52) (13.59) (20.87) (27.26) (165.26)
Contributions (2.18) (1.40) (0.56) (0.48) (0.48) (5.09)
HRA — MRA (25.74) (24.33) (25.01) (25.66) (25.58) (126.32)

Total Financing

(164.88) (198.12)

(98.46)

(70.44) (91.46) (623.37)

*CR — Council Resources

NB. there may be small arithmetic variations in the tables as figures have been rounded
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DECISION-MAKER: CABINET
COUNCIL

SUBJECT: THE REVENUE BUDGET 2023/24, MEDIUM TERM FINANCIAL
STRATEGY AND CAPITAL PROGRAMME

DATE OF DECISION: 21 FEBRUARY 2023 (CABINET)
22 FEBRUARY 2023 (COUNCIL)

REPORT OF: CABINET MEMBER FOR FINANCE AND CHANGE

CONTACT DETAILS

Executive Director | Title: Executive Director for Finance, Commercialisation & S151 Officer

Name: | John Harrison Tel: | 023 80834897

E-mail: | John.Harrison@southampton.gov.uk

Author: Title: Head of Financial Planning & Management

Name: | Steve Harrison Tel: | 0739 2864525

E-mail: | Steve.Harrison@southampton.gov.uk

STATEMENT OF CONFIDENTIALITY

Appendix 7 is exempt from publication by virtue of category 3 of rule 10.4 of the Council’s Access
to Information Procedure Rules i.e. information relating to the financial or business affairs of any
particular person. It is not in the public interest to disclose this information due to an ongoing
commercial dispute which is subject to a protected alternative dispute resolution procedure. If the
information was disclosed then the Council’s financial position would be available to other parties
to the dispute and prejudice the Council’s ability to achieve best value.

EXECUTIVE SUMMARY

This report details the revenue budget for 2023/24 and the Medium Term Financial Strategy (MTFS)
for the period 2023/24 to 2026/27. It provides detail to inform Council in setting council tax and rents
for 2023/24.

The report also sets out the Capital Strategy and Flexible Use of Capital Receipts Strategy and
provides details of the capital programmes for the General Fund and Housing Revenue Account
(HRA) for the period 2022/23 to 2027/28.

The report identifies how the 2023/24 budget has been balanced since the forecast shortfall
reported to Cabinet on 8 November 2022, which was £28.9M. It outlines how additional funds
arising from the November 2022 Autumn Statement and confirmed in the local government finance
settlement, including extra council tax flexibilities (£3.3M), together with further savings (£4.98M)
and use of reserves (£22.0M) have helped both balance the budget and meet new pressures arising
since November.

The importance of the services provided by Southampton City Council to our local residents,
businesses and communities continues to be very evident and the Council has set out very clear
aims around fulfilling Southampton’s huge potential over the coming years. The Council's budget
setting process therefore centres around the goals contained within the City Council Corporate Plan
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to ensure resources are directed towards agreed priorities. The budget is presented to show the
resources being allocated to these organisational goals. These goals are as follows:

Strong foundations for life

A proud and resilient City

A prosperous City

A successful sustainable organisation

The process matches available resources with our delivery of our priorities so that we focus and
protect our efforts and spending where it will have most benefits.

The financial pressure caused by the pandemic, followed by the much more difficult economic
situation which has emerged in this last year are a challenge to many councils, especially those
with social care responsibilities and rising demand pressures. This was recently in evidence in the
joint letter Kent and Hampshire County Councils wrote to the Government in November 2022,
referring to their budget deficits being on a scale that has never been seen before and not of their
own doing, with budgets at breaking point. Southampton City Council is therefore part of a cohort
of authorities under severe financial stress.

Details of the budget and capital programme are included in the following appendices and annexes
thereto:

Appendix 1 The Revenue Budget 2023/24 and Medium Term Financial Strategy 2023/24 to 2026/27
Appendix 2 The Capital Strategy

Appendix 3 The Flexible Use of Capital Receipts Strategy

Appendix 4 The General Fund Capital Programme 2022/23 to 2027/28

Appendix 5 The HRA Budget 2023/24 and Capital Programme 2022/23 to 2027/28

RECOMMENDATIONS:

CABINET

Cabinet is recommended to:

General Fund Revenue

i) | Note the forecast outturn position for 2022/23 as set out in paragraphs 26 to 28 of
Appendix 1.

i) | Note the revised Medium Term Financial Strategy 2023/24 to 2026/27 as detailed in
paragraphs 69 to 76 of Appendix 1 and Annex 1.1.

iii) | Note the aims and objectives of the Medium Term Financial Strategy which will be
presented to council for approval on 22 February 2023 as set out in paragraph 32 of
Appendix 1.

iv) | Note that formal budget consultation began on 9 November 2022 and ended on 10
January 2023, although comments submitted after this date will be considered
where possible. The outcome of the consultation is outlined in paragraphs 54 to 60.

v) | Note that the Equality and Safety Impact Assessment process that was followed as
set out in paragraphs 61 to 64. The updated ESIAs and Cumulative Impact
Assessment are available documents in the Members’ Room.

vi) | Note that the Executive’s budget proposals are based on the assumptions detailed
within the MTFS and that this includes for 2023/24 an increase in the ‘core’ council
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tax of 2.99% and an increase in the Adult Social Care precept of 2.00%, allowable
under general powers to increase council tax without a referendum.

vii)

Note that the report identifies General Fund pressures totalling £28.22M in 2023/24,
falling to £26.52M in 2026/27, as detailed in paragraph 53 of Appendix 1.

viii)

Note that savings proposals totalling £22.03M are included in the 2023/24 General
Fund Revenue Budget, reducing to £19.27M in 2026/27, as detailed in paragraph
57 of Appendix 1.

Delegate authority to the Head of Supplier Management, after consultation with the
Cabinet Member for Transport and District Regeneration, to approve amendments
to the Part-night Street Lighting Exemptions Scheme set out in Annex 1.7.

Note that the budget sets the Band D Council Tax for Southampton City Council at
£1,726.47 for 2023/24, a Net Budget Requirement of £221.45M and the Council Tax
Requirement for 2023/24 at £115.77M as per Annex 1.2.

Xi)

Notes and endorses the Statement of the S151 Officer as set out in paragraphs 20
to 45 on the robustness of the budget and the adequacy of the council’s reserves.
In particular the precarious financial position of the authority, the high level of
financial risk currently faced and the lack of adequacy of reserves in the light of these
risks and that work must continue at pace to lower reliance on reserves as remaining
unallocated reserves (estimated at £10.3M) will be exhausted in 2024/25 at the
latest, and potentially earlier in 2023/24 should the risks identified in this report
materialise.

xii)

Note that work will continue to review opportunities and proposals to address the
2024/25 and future years budget shortfall and to help mitigate the high level of
financial risk within the budget.

xiii)

Note and recommend to Council where appropriate, the MTFS and General Fund
Revenue Budget changes as set out in Council recommendations i) to xvii).

Xiv)

Note CIPFA’s code of practice on financial management set out in paragraphs 50 to
53 and that good financial management is assigned to all senior management levels
in the Council as well as councillors.

Capital Strate

gy

xv) | Note that a review of the Council’s Capital Strategy has been undertaken as detailed
in Appendix 2.
xvi) | Note that a review of the Council’s MRP (Minimum Revenue Provision) Strategy has
been undertaken as detailed in Annex 2.1.
xvii) | Note that a review of the Council’s Investment Strategy has been undertaken as
detailed in Annex 2.2.
Flexible Use of Capital Receipts Strategy
xviii) | Note the Council’s Flexible Use of Capital Receipts Strategy as detailed in Appendix

3.

General Fund

Capital Programme

XiX)

Note the revised General Fund Capital Programme, which totals £367.41M (as
detailed in paragraphs 2 to 6 of Appendix 4) and the associated use of resources.
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xX) | Note that £10.45M has been added to the General Fund programme, with approval
to spend. These additions are detailed in paragraphs 12 to 31 of Appendix 4 and
Annex 4.1.

xxi) | Note that a further £13.27M has been added to the General Fund programme, to an
existing project which requires approval to spend in its entirety. This addition is
detailed in paragraphs 16 of Appendix 4 and Annex 4.1.

xxii) | Note the removal of schemes from the capital programme totalling £13.22M as set
out in paragraphs 12 to 31 of Appendix 4 and detailed in Annex 4.1.

xxiii) | Note the approval to spend £3.18M for the Outdoor Sports Centre, as set out in
paragraph 10 and 16 of Appendix 4.
xxiv) | Note that the capital programme remains fully funded up to 2027/28 based on the

latest forecast of available resources although the forecast can be subject to change;
most notably with regard to the value and timing of anticipated capital receipts and
the use of prudent assumptions of future Government Grants to be received.

Hous

ing Revenue Account and Capital Programme

XXV)

Note that formal consultation on proposals for rent, service charge and landlord
controlled heating charges began on 9 November 2022 and ended on 10 January
2023, although comments submitted after this date will be considered where
possible. The outcome of the consultation is outlined in paragraphs 54 to 60.

XXVi)

Note that, from 1 April 2023, an average rent increase will be applied to dwelling
rents of 7.0% in line with the rent increase cap set by Government, as detailed in
paragraph 10 of Appendix 5, equivalent to an average increase of £6.07 per week
in the current average weekly dwelling rent figure of £86.72 for Social rent,
and £9.89 per week in the current average weekly rent for affordable rent of £141.27.
Rents for Shared Ownership rents will also increase by 7%.

XXVii)

Note that an increase in weekly service charges of 9.0% will be applied from 1 April
2023, as detailed in paragraphs 16 to 19 of Appendix 5.

KXViii)

Note and recommend to council the Housing Revenue Account revenue estimates
as set out in Appendix 5.

XXIX)

Notes the 40 year Business Plan for revenue and capital expenditure set out in
Annexes 5.1 and 5.3 of Appendix 5 respectively, that based on current assumptions
are sustainable, maintaining a minimum HRA balance of £2.0M in every financial
year in line with current policy. However, the S151 Officer has noted a need to review
this policy for future budgets and increasing that balance from £2M over time to
provide more of a necessary buffer against financial risks.

XXX)

Note the increase in landlord controlled heating charges set out in paragraph 21 of
Appendix 5 and Annex 5.2.

XXXI)

Note the revised Housing Revenue Account (HRA) Capital Programme, which totals
£292.24M (as detailed in paragraph 35 & 42 of Appendix 5) and the associated use
of resources.

XXXil)

Note the capital projections in the HRA Capital Programme for 2022/23 to 2027/28
as detailed in paragraph 35 of Appendix 5, and that spend between 2022/23 and
2026/27 has been maintained within the control totals previously agreed, and
adjusted for known slippages at Quarter 3.
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COUNCIL

Council is recommended to:

General Fund Revenue

)

Note the budget consultation process that was followed as detailed in
paragraphs 54 to 60.

Note that the budget consultation feedback has been taken into consideration by
the Cabinet and has informed their final budget proposals. Further details are
contained within the Members’ Room document 1.

Note the Equality and Safety Impact Assessment process that was followed as set
out in paragraphs 61 to 64. The updated ESIAs and Cumulative Impact Assessment
are available documents in the Members’ Room.

Note the forecast outturn position for 2022/23 as set out in paragraphs 26 to 28 of
Appendix 1.

Approve the revised Medium Term Financial Strategy (MTFS) for the period 2023/24
to 2026/27 attached as Annex 1.1.

Vi)

Approve the 2023/24 General Fund Revenue Budget as detailed in Annexes 1.9 and
Annexes 1.1(a) and 1.1(c) of the MTFS.

vii)

Note the Executive’s budget proposals are based on the assumptions detailed within
the MTFS and that this includes for 2023/24 an increase in the ‘core’ council tax of
2.99% and an increase in the Adult Social Care precept of 2.00%, allowable under
general powers to increase council tax without a referendum.

viii)

Approve additional General Fund pressures totalling £28.22M in 2023/24, falling to
£26.52M in 2026/27, as detailed in paragraph 53 of Appendix 1.

Approve savings proposals totalling £22.03M are included in the 2023/24 General
Fund Revenue Budget, reducing to £19.27M in 2026/27, as detailed in paragraph
57 of Appendix 1.

Delegate authority to the Executive Director for Corporate Services and Section 151
Officer, following consultation with the Cabinet Member for Finance and Change, to
do anything necessary to give effect to the proposals contained in this report.

Xi)

Set the Band D Council Tax for Southampton City Council at £1,726.47 for 2023/24,
a Net Budget Requirement of £221.45M and the Council Tax Requirement for
2023/24 at £115.77M as per Annex 1.2.

xii)

Notes and endorses the Statement of the S151 Officer as set out in paragraphs 20
to 45 on the robustness of the budget and the adequacy of the council’s reserves. In
particular the precarious financial position of the authority, the high level of financial
risk currently faced and the lack of adequacy of reserves in the light of these risks
and that work must continue at pace to lower reliance on reserves as remaining
unallocated reserves (estimated at £10.3M) will be exhausted in 2024/25 at the
latest, and potentially earlier in 2023/24 should all the risks identified in this report
materialise.

xiii)

Note that work will continue to review opportunities and proposals to address the
2024/25 and future years budget shortfall and to help mitigate the high level of
financial risk within the budget.
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Xiv)

Note the estimates of precepts on the council tax collection fund for 2023/24 as set
out in Annex 1.3.

XV)

Delegate authority to the Executive Director for Corporate Services and S151 Officer
to implement any variation to the overall council tax arising from the final notification
of the Hampshire and Isle of Wight Fire and Rescue Authority precept and the Police
and Crime Commissioner for Hampshire precept.

XVi)

Agree that the following amounts be now calculated by the Council for the financial
year 2023/24 in accordance with Section 31 and Sections 34 to 36 of the Local
Government Finance Act 1992; and

determine in accordance with Section 527ZB of the Act that the Council’s relevant
basic amount of Council Tax for 2023/24 is not excessive in accordance with
principles approved by the Secretary of State under Section 52ZC of the Act.

a) £556,409,522 (being the aggregate of the amounts which the Council
estimates for the items set out in Section 31A(2) of the Act).

b) £440,637,623 (being the aggregate of the amounts which the Council
estimates for the items set out in Section 31A(3) of the Act).

c) £115,771,899 (being the amount by which the aggregate at (a) above
exceeds the aggregate at (b) above, calculated in accordance with Section
31A(4) of the Act as its Council Tax Requirement for the year). (Item R in the
formula in Section 31B(1) of the Act).

d) £1,726.47 (being the amount at (c) above (Item R), all divided by the tax base
of 67,057 (Item T), calculated by the Council, in accordance with Section
31B(1) of the Act, as the basic amount of its Council Tax for the year).

XVii)

Note CIPFA’s code of practice on financial management set out in paragraphs 50 to
53 and that good financial management is assigned to all senior management levels
in the Council as well as councillors.

Capit

al Strategy

XViii)

Approve the Council’s Capital Strategy detailed in Appendix 2.

XiX)

Approve the Council’s MRP Strategy detailed in Annex 2.1.

XX)

Approve the Council’s Investment Strategy detailed in Annex 2.2.

Flexible Use

of Capital Receipts Strategy

XXi)

Approve the Council’s Flexible Use of Capital Receipts Strategy detailed in Appendix
3.

Gener

al Fund

Capital Programme

XXii)

Approve the revised General Fund Capital Programme, which totals £367.41M (as
detailed in paragraphs 2 to 6 of Appendix 4) and the associated use of resources.

XXiii)

Approve addition and spend of £10.45M which has been added to the General Fund
programme. These additions are detailed in paragraphs 12 to 31 of Appendix 4 and
Annex 4.1.

XXIV)

Approve addition of £13.27M which has been added to the General Fund
programme, to an existing project which requires part approval to spend, as per
(xxiv). This addition is detailed in paragraphs 16 of Appendix 4 and Annex 4.1.

XXV)

Approve the removal of schemes from the capital programme totalling £13.22M as
set out in paragraphs 12 to 31 of Appendix 4 and detailed in Annex 4.1.
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xxvi) | Approve the spend of £3.18M, £1.68M in 2022/23 and £1.50M in 2023/24 to
progress delivery of the Masterplan of Improvements to Southampton’s Outdoor
Sports Centre, as detailed in paragraphs 10 and 16 of Appendix 4.

xxvii) | Note that the capital programme remains fully funded up to 2027/28 based on the
latest forecast of available resources although the forecast can be subject to change;
most notably with regard to the value and timing of anticipated capital receipts and
the use of prudent assumptions of future Government Grants to be received.

Hous

ing Revenue Account and Capital Programme

xxviii) | Note the consultation process that was followed for rents, service charges and
landlord controlled heating charges as detailed in paragraphs 54 to 60.

xxix) | Approve that, from 1 April 2023, an average rent increase will be applied to dwelling
rents of 7.0% in line with the rent increase cap set by Government, as detailed in
paragraph 10 of Appendix 5, equivalent to an average increase of £6.07 per week
in the current average weekly dwelling rent figure of £86.72 for Social rent,
and £9.89 per week in the current average weekly rent for affordable rent of £141.27.
Rents for Shared Ownership rents will also increase by 7%.

XxX) | Approve that an increase in weekly service charges of 9.0% be applied from 1 April
2023, as detailed in paragraphs 16 to 19 of Appendix 5.

xxxi) | Approve the Housing Revenue Account revenue estimates as set out in Appendix
5.

xxxii) | Approve the 40 year Business Plan for revenue and capital expenditure set out in
Annexes 5.1 and 5.3 of Appendix 5 respectively, that based on current assumptions
are sustainable, maintaining a minimum HRA balance of £2.0M in every financial
year in line with current policy. However, the S151 Officer has noted a need to review
this policy for future budgets and increasing that balance from £2M over time to
provide more of a necessary buffer against financial risks.

kxxiii) | Approve the increase in landlord controlled heating charges as detailed in paragraph
21 of Appendix 5 and Annex 5.2.

xxxiv) | Approve the revised Housing Revenue Account (HRA) Capital Programme, which
totals £292.24M (as detailed in paragraph 35 & 42 of Appendix 5) and the associated
use of resources.

xxxv) | Approve the capital projections in the HRA Capital Programme for 2022/23 to
2027/28 as detailed in paragraph 35 of Appendix 5, and that spend between 2022/23
and 2026/27 has been maintained within the control totals previously agreed, and
adjusted for known slippages at Quarter 3.

REASONS FOR REPORT RECOMMENDATIONS

1.

The Council is a large and complex organisation managing the delivery of a vast range of
services either directly or through/with others. Its core purpose is to deliver its statutory
functions, improve the quality of life for residents and effective financial management is key
to this. It is important that Members are aware of the major financial opportunities and
challenges and that they make informed decisions. The Council regularly revises its Medium
Term Financial Strategy (MTFS) so that the financial position is clear for budget proposals
to be drawn up for the forthcoming year, and to ensure financial planning follows the ambition
as set out in the Council’s Corporate Plan. The budget information presented is set out in a
way that shows the resources allocated within the key themes of the Corporate Plan.
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The Capital Programme is reviewed on a quarterly basis in accordance with the Council’s
Capital Strategy. Programme updates are reported to Cabinet and Council for approval. This
is required to enable schemes in the programme to proceed and to approve additions and
changes to the programme. Major capital projects are undertaken over a number of years so
by setting a clear 5 year programme works can be undertaken in a timely manner to assist
the Council in achieving its aims and priorities, over both the short and medium term.

The Constitution requires the Executive to recommend its budget proposals for the
forthcoming year to Full Council. The recommendations contained in this report set out the
various elements of the budget that need to be considered and addressed by the Cabinet in
preparing the final papers that will be presented to Full Council.

ALTE

RNATIVE OPTIONS CONSIDERED AND REJECTED

Alternative options for revenue spending and MTFS assumptions form an integral part of the
development of the overall MTFS that will be considered at the Council budget setting
meeting on 22 February 2023.

Part of setting the General Fund Budget and Medium Term Financial Strategy requires a
view to be taken on the revenue cost of capital to the Council and proposals have been
considered in order to ensure the most appropriate use of capital resources in meeting the
Council’s priorities. The overall financial position is considered when formulating the budget
and the financing of the capital programme. An updated General Fund Capital Programme
is included as Appendix 4 to the report, and the latest position is included in the Medium
Term Financial Forecast Model. The update of the capital programme is undertaken after
consideration of value for money and alternative options. Every £1M needed to be borrowed
to finance capital spend has an impact of around £0.08M in the revenue budget for capital
financing. Every effort will be made to identify sources of funding as an alternative to
borrowing for financing the programme. Prudential Indicators, including the forecast share
of capital financing of the Council’s net budget is reported in the Capital Strategy at Appendix
2 of this report.

This report sets out the HRA revenue budget for 2023/24 and the 40-year HRA business
plan covering the period 2023/24 to 2062/63. The increases to rents, service charges and
heating charges are an integral part of the revenue estimates for 2023/24.

DETAIL (Including consultation carried out)

GENERAL FUND REVENUE BUDGET AND MEDIUM TERM FINANCIAL STRATEGY

Details of the Revenue Budget for 2023/24 and the updated Medium Term Financial Strategy
2023/24 to 2026/27 are given in Appendix 1 and annexes thereto.

A report providing an update on the budget position for 2023/24 was presented to Cabinet on
8 November 2022. Appendix 1 provides an update to that report, giving details of the Council’s
financial resources following the November 2022 Autumn Statement and 2023/24 provisional
local government finance settlement and sets out the final proposals in respect of budgetary
pressures and savings, following review and further work on the initial proposals and taking
into account feedback received from the consultation and the latest financial monitoring
position.

The position reported in November 2022 showed a budget shortfall for 2023/24 of £28.90M.
The updated position is a balanced budget for 2023/24 and forecast budget shortfalls of
£21.22M (2024/25), £22.56M (2025/26) and £24.79M (2026/27) respectively. A summary of
all of the changes with respect to 2023/24 since the shortfall position reported in November
2022 is provided in paragraph 70 of Appendix 1. £21.99M of reserves have been used in
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balancing the 2023/24 revenue budget. This significant depletion of reserves has a severe
impact on the Council’s financial resilience and sustainability — see the S151 Officer's
statement of robustness of estimates and adequacy of reserves starting at paragraph 20 for
further details. The future budget shortfalls combined with a lack of reserves represent a major
challenge requiring considerable continued focus and work by the Cabinet and the Executive
Management Team.

10.

The forecast budget shortfall for 2023/24 set out in November was based on a ‘core’ council
tax increase of 1.99% and no additional Adult Social Care precept, as assumed in the February
2022 MTFS. The Government’s November 2022 Autumn Statement, and later confirmed in
the local government finance settlement, announced increases of up to 3% in core council tax
and 2% for the Adult Social Care precept could be applied without the need for a local
referendum. The recommendations in this report are to apply the maximum increases
available for both the core council tax and Adult Social Care precept for 2023/24, a combined
increase of 4.99%, to help meet the service demand and other pressures the Council faces.

It should be noted that the published figures of local government funding support make an
assumption that all councils will use the maximum possible council tax rise, and by implication,
the Government’s settlement assumes 5% for councils such as Southampton. It is of note that
Council Tax provides a regular and ongoing financial benefit, whilst reserves by their nature
are a one off source of financing only, and excessive reliance on reserves indicates the budget
has fundamental underlying issues of sustainability. Not applying an increase to council tax,
as occurred for the 2022/23 budget when council tax was frozen, means a permanent loss of
that opportunity for the revenue to the council, worth £1.1M per 1% increase.

Under the local government finance policy statement, the same council tax flexibilities will
apply for Southampton in 2024/25, but an increase of 1.99% for that and future years has been
assumed within the MTFS.

The final council tax bills will include precepts made by the Hampshire and Isle of Wight Fire
and Rescue Authority and the Hampshire Police and Crime Commissioner, which impacts on
the final charge. Hence, the final increase residents see on their bills may differ from the 4.99%
charge from Southampton City Council.

11.

In the Local Government Finance Policy Statement issued a week before the settlement, the
Government confirmed that no reforms to the local government finance system will be
implemented during the remainder of this parliament. 2025/26 would therefore be the earliest
that any changes would be made. For the purposes of financial planning, the MTFS assumes
that the Council will be no better or worse off in funding terms from any changes to the local
government finance system. Similarly, for the purposes of the MTFS the financial impact of
the Adult Social Care Charging Reforms, announced in 2021 and now delayed until October
2025, are assumed to be neutral pending further information on costs and funding. Due to
uncertainty over future funding as well as spending and inflationary pressures being far more
volatile than ever before, the MTFS will be kept under regular review.

12.

GENERAL FUND CAPITAL PROGRAMME

13.

Details of the General Fund capital programme for 2022/23 to 2027/28 are given in Appendix
4 and annexes thereto.

14.

Appendix 4 highlights the proposed changes to the General Fund capital programme from the
last reported monitoring position to Cabinet in February 2023. The net result of the changes
is that the programme has increased by £11.17M. There has been a comprehensive capital
review undertaken, considering the significant financial pressures being faced. National
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economic factors are taking their toll on the delivery of the capital programme, such as rising
inflation increasing the cost of construction and interest rate rises making it unsustainable to
continue the same levels of borrowing to fund the programme. This has meant that a number
of projects will be rephased/delayed and alternative funding sources to borrowing are being
considered. The review has resulted in £13.22M being removed from the programme and this
has been offset largely by the additional investment being made at the Outdoor Sports Centre
due to a successful Levelling Up Fund £20M grant award.

15.

The capital budget proposals put forward as part of this report reflect the anticipated needs of
the Council over the next 5 years with investment to deliver the aims within the agreed
Corporate Plan. Given the pressure on resources available to fund to the programme, priority
has been given to reviewing existing budgets and delivery, which predominately is within the
first 3 years of the programme. During 2023/24 further work will be undertaken to review years
4 and 5 to fully establish the needs of the Council and assess future funding. The capital
programme will be kept under regular review, both in terms of future affordability and delivery.

CAPITAL STRATEGY

16.

Appendix 2 details the updated capital strategy for approval. The capital strategy gives a
high-level overview of how capital expenditure, capital financing and treasury management
activity contribute to the provision of local public services along with an overview of how
associated risk is managed and the implications for future financial sustainability.

FLEXIBLE USE OF CAPITAL RECEIPTS STRATEGY

17.

Appendix 3 details the flexible use of capital receipts strategy for approval. The Secretary of
State issued a Direction in March 2016, giving local authorities greater flexibilities to use
capital receipts to finance revenue expenditure, which has since been extended until 2024/25.
This allows local authorities to treat qualifying expenditure on transformation projects as
capital expenditure and to fund it from capital receipts received after April 2016. To utilise the
Direction, the Council must maintain a Flexible Use of Capital Receipts Strategy and include
this as part of the annual budget setting report.

HOUSING REVENUE ACCOUNT BUDGET AND CAPITAL PROGRAMME

18.

The HRA records all the income and expenditure associated with the provision and
management of Council owned homes in the city. This account funds a significant range of
services to approximately 16,000 homes for Southampton tenants and their families and to
over 2,000 homes for leaseholders. Further information can be found in Appendix 5 on the
HRA revenue budget 2023/24 and 40-year operating account. The recommendations in this
report include increasing rents by 7.0% and service charges by 9.0% for 2023/24.

19.

Appendix 5 highlights the proposed changes to the HRA capital programme, noting that spend
between 2022/23 and 2026/27 has been maintained within the control totals previously
agreed.

STATEMENT OF THE SECTION 151 OFFICER IN ACCORDANCE WITH THE LOCAL
GOVERNMENT ACT 2003 — ROBUSTNESS OF ESTIMATES AND ADEQUACY OF
RESERVES

20.

The Chief Financial Officer is required to make a statement on the adequacy of reserves and
the robustness of the budget. This is a statutory duty under Section 25 of the 2003 Local
Government Act. This statement is longer than normal, because of the considerable financial
risks the authority now faces.

21.

This statement concentrates on the General Fund budget, the Housing Revenue Account and
the Capital Programme, but in addition it also considers key medium-term issues faced by the
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Council. The scale of the financial challenge the council now faces should not be under-
estimated.

22.

The Council finds itself in a precarious financial position at a time when many risks are faced
which will potentially weaken its finances further still. The Council is spending unsustainably,
applying reserves (of £20.6M) as a one off short-term measure. Projections for our unallocated
Medium Term Financial Risk (MTFR) Reserve show that this will expire in 2024/25, and
potentially sooner if savings plans are not achieved and/or overspending continues. There is
a major risk of the Council’s finances being critically impacted to the point that a balanced
budget will be challenging to achieve.

23.

While the authority has seen very large shortfalls of £20M or more before to address in its
annual budget setting process during the period of Government austerity measures, the
context was quite different with low inflation, low interest rates and a growing economy both
locally, nationally and globally. In the current context of high inflation, increasing interest rates,
increasing service demands driven by the cost of living, and an economy widely accepted to
be entering a recession, managing a large budget shortfall presents a serious and
unprecedented challenge which, together with substantial in-year pressures reported
elsewhere on this agenda, will mean what is almost certain to be the most severe test of the
authority’s financial resilience and sustainability.

24,

The importance of good financial management and the need for prudent and realistic levels
of reserves and contingencies has been brought sharply into focus by extensive budget
pressures experienced during 2022/23 as a consequence of a variety of national issues,
including (but not limited to):

Unusually high levels of inflation and the cost of living crisis impact

Very sharp increases in the costs of energy for the Council

Higher than expected nationally set pay awards

Sharply rising interest rates, after a prolonged period of very low interest rates

Continuing high demand for Council services, especially in the field of social care for

both Adults and Children, but also other key areas such as Home-to-School Transport.

e Inflation has also impacted on contractual costs and continues to influence the costs
arising from the capital programme

e On-going effects of Covid-19, in terms of the demands for local services and on the

Council’s income streams

25.

The context for setting the 2023/24 budget is therefore the pressures being faced in the
current year, and it is important to highlight that as at Quarter 3 of 2022/23, the forecast is for
an overspend of £10.3M for the year, after taking into account £4.7M of in-year savings. The
key areas of overspending fall within Children & Learning and Health, Adults and Leisure, with
a total forecast of £15.6M for 2022/23.

26.

Any further increase in the overspend for 2022/23 must be mitigated, as this would threaten
the already precarious financial position faced. As part of that mitigation, the Council has
operated within an Essential Spend only regime since August 2022, in recognition of the
overspend forecast on its budget and the risk of following other authorities such as Slough
and Northamptonshire into a situation where a S114 notice was necessary. When formulating
the budget, | have recommended the Administration, when facing any new decision, to limit
spending as much as possible to the criteria for Essential Spend, and to consider any options
which have been tabled that could go beyond the savings identified in this report, to help lower
the reliance on reserves and help protect against a risk of a S114 notice being needed in
2023/24, whereby the S151 Officer states spending exceeds the resources for funding it and
limiting expenditure to statutory items only.
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27.

In relation to the 2023/24 General Fund Revenue budget, it relies on £22.0M of savings,
income and efficiency targets in order to be a balanced budget. That represents an ambitious
total for the Council’s net budget of £221.5M and any non-delivery is an obvious risk. The risk
is also heightened significantly by a much reduced level of available reserves and contingency
budget.

28.

A review and revision of budget savings for 2022/23 has been undertaken to ensure
implementation plans for activities where savings can be achieved albeit later than originally
anticipated and in addition work is in progress to provide re-assurance on savings plans for
2023/24. This is needed as in the current financial year only 39% of the 2022/23 agreed
budget savings are expected to be achieved. Therefore, a major step change in the way the
Council oversees and ensures delivery of proposed savings in 2023/24 is required given their
size and timing and the budget’s critical reliance on them. Non-delivery of savings in 2023/24
is a major risk and the savings expected are of such a scale that this could easily undermine
the financial position of the authority, potentially leading to drastic action being needed.

29.

In addition to the ongoing impact from the pressures being experienced in 2022/23 listed
above, and the risks around excessive reliance on reserves to balance the budget and what
may happen if planned for savings aren’t achieved, the budget must also consider the
following risks:

e There continues to be a possibility that income derived from both council tax and
business rates will be adversely affected as the UK economy may be entering into a
period of recession and adjusts to both Brexit and any longer-term effects of the
pandemic. All aspects will be kept under review.

e The continued effect of the cost of living crisis on households’ finances may have an
impact on council tax and housing rent collection rates.

e The local government finance settlement from Government was for one year only.
Uncertainty with Government funding remains an issue for 2024/25 onwards.

e Changes to the way Government distributes the national ‘funding pot’ via the long
delayed Fair Funding Review means there is a risk funding may be reallocated away
from Southampton in future, as well as a potential benefit should the Council gain from
any changes. As per the Government’s policy statement, funding reforms or changes
in funding distribution will not be implemented until 2025/26 at the earliest.

e There is also a potential risk of a loss of the business rate growth to the authority from
any reforms or updates to the Business Rate Retention Scheme that currently provides
the Council with a 49% share of local business rates. Any update of the scheme is
likely to mean a ‘reset’ of baselines used to calculate the growth retained locally for
business rates, with the amount of growth therefore at risk depending on the detail of
any Government proposals. The local growth in business rates is worth £5.6M to the
Council’s budget in 2023/24.

e Business rates are also inherently unpredictable, meaning the Council must budget
prudently allowing for uncertainty and volatility with funding in future as this funding
stream is linked to local economic strength and is not reflective of the demands faced
by the Council for service provision.

e Pay inflation remains a significant risk, with the national pay settlement for local council
staff for 2022 adding around 5.7% to our pay bill (all staff were given a £1,925 flat rate
increase), and the continuing high level of inflation adding to pressure for another big
increase in 2023. The proposed budget for 2023/24 makes provision of around 4% (or
£4.9M) for a pay increase. Any sum beyond that will have to rely on what is available
from the central contingency of £5.2M (which includes £2M to cover potential
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redundancy costs). A repeat of the 5.7% increase seen in 2022 is not affordable to the
Council without additional budget reductions.

The adequacy of budget provision made for non-pay inflationary costs. The authority
has a policy of only increasing non-pay budgets where they relate to external contracts,
but even allowing for that 2023/24 has seen an increase of £10.6M for contract related
budgets.

Any further increase in the costs of energy. The council is facing increases of £3.0M
on its non-school General Fund gas and electricity costs for 2023/24.

The potential for further increases in interest rates which would impact on borrowing
costs.

There are significant cost pressures arising from changing demographics and a
growing, ageing population. These lead to increased demand for adult and children
services, as well as other services across the Council.

Without further mitigations to represent an ageing population and more complex needs,
Adult Social Care may not have adequate budget provision for increased demand that
is likely to occur across future years as a consequence of these demographic
developments. Mitigating increased Social Care demand due to an ageing population
and post Covid pressure on the NHS and hospital discharges requires an enhanced
focus on promotion of independence strategies such as homecare rather than
residential and nursing care, reablement, telecare and voluntary/family support so as
to avoid increased cost of care packages to the Council as well as ensuring that
Continuing Health Care processes are robust to ensure that the split of costs between
Health and Social Care is equitable. An Adult Social Care transformation strategy is
currently being formulated to address these issues, but faces considerable challenges
as it does across the Country.

Of particular concern going forward is demand within Children’s Social Care, given the
experience during 2022/23 of the numbers of Children Looked After, demand
pressures and the costs of residential care and agency staffing to cope with demands
faced. Assumptions have been made regarding reductions in the numbers of Children
Looked After and agency staff needed going forward, and achieving these assumptions
will be very important to delivering spend in line with the budget next year. Most
previously planned budget reductions have now been removed from the budget.

The implementation of the Government’s adult social care charging reforms announced
in September 2021 has been delayed. The reforms are now expected to be
implemented in October 2025. The additional costs of implementing these social care
reforms are uncertain although modelling suggests significant additional costs locally
beyond the original funding announcement by Government.

The process that has developed out of discharging patients from hospital under
COVID-19 may also mean the risk of additional costs to the Council. Patients have
been discharged as soon as possible from hospitals, which has tended to mean
additional costs for residential and homecare incurred by the Council. Whilst the NHS
has provided funding support to assist during the pandemic, the costs for 2023/24 and
the longer term consequence may fall on the Council.
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30.

When confronted by financial risk, the S151 Officer must evaluate the available resources at
the Council’s disposal to mitigate risks. To this end, the resources available for 2023/24 under
the proposed budget are:
e A forecast available balance within the General Fund as at the end of 2023/24 of
£10.1M
e A forecast uncommitted balance in the Medium Term Financial Risk (MTFR) Reserve
as at the end of 2023/24 of £10.3M

e A contingency budget of £5.2M for 2023/24 (which includes £2M cover for potential
redundancy costs).

31.

Government did encourage local authorities to apply reserves to help address their budget
pressures, when it made a policy announcement shortly before Christmas. However that does
need to be balanced against the risks and uncertainty the council faces and as S151 Officer |
must take a view on the adequacy of reserves taking those factors into account too.

The heavy reliance on the MTFR reserve to balance the 2023/24 budget is a major concern.
Reserves should be applied more sparingly than such a large amount, and the extensive use
of this reserve to balance the budget is a significant ‘red flag’ highlighting the authority has an
unsustainable budget. This inherent risk must be acknowledged in using one-off resources
to support the proposed budget for 2023/24. Nor is this a new trend. £18.2M of one-off
resources were planned for use to support the 2022/23 budget (other than for cash flow
purposes). Based on the current in-year forecast, a further call of £10.3M is likely to be needed
to meet the estimated overspend, taking the total use of reserves in 2022/23 to £30.4M.

32.

The forecast use of earmarked reserves is set out in Appendix 1 and the forecast balances
for earmarked reserve over the period of the MTFS are shown in Annex 1.1.

33.

Reserves can only be used once and their use does not address the underlying
unsustainability of the Council’s budget. Note should be taken that over the last 5 years the
council will have materially reduced its earmarked reserves, reducing from £86M in 2018/19
to a projected £21M at the end of 2023/24, a very sizeable and rapid decline, indicative of an
authority with major and unresolved budgetary problems. This usage has seriously reduced
the Council’s financial resilience at a time of heightened risks and is a major factor in the
council’s much reduced financial strength when facing the risks outlined. | must stress the
need for progress to continue with measures to balances the budget in 2023/24 without such
a heavy drawdown from reserves. Work must continue at pace to identify further proposals
to realise the most benefit in year and to hence reduce reliance on reserves, the less financial
risk the council will then face and resilience will be improved.

34.

As S151 Officer I consider the estimates for 2023/24 to be robust subject to the risks set out
above. However, given the scale of the challenge | need to ask services to consider and plan
for mitigation actions to offset pressures, if in-year, it is evident that savings are not being
achieved of the scale the budget assumes and to the time.

| would assess the level of reserves as inadequate to cover the risks outlined and potential
demands and this will need addressing going forward.

35.

As well as recommending ongoing action to implement additional savings to offset the
considerable use of the MTFR reserve, the council strategy must be to replenish reserves.
There is more detail on this on the Medium Term Financial Strategy (MTFS) document
attached at Annex 1.1 to this report.

36.

The contingency sum of £3.2M set aside in the proposed 2023/24 budget (when
excluding £2M cover specifically for potential redundancy costs) is reduced compared with
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the sum allocated to contingency in previous years (for example £4.6M in 2022/23). ldeally,
in the light of the risks faced, contingency should be set at a similar sum to 2022/23, and with
justification for an even higher sum, but given budgetary pressures this has not been
possible. Reducing the contingency increases risk and to help compensate, it is more
important than ever that spending remains within budget allocations for 2023/24 and every
effort should be made to ensure that. The 2023/24 budgets have been discussed with the
Executive Management Team for transparency and to confirm they accord with service plans
for 2023/24.

37.

The estimated budget gap for 2024/25 is £21.2M, which reinforces the need for continued
work to address the major budget challenge the Council faces. Members will need to give
serious consideration as to whether increasing council tax by the maximum sums permissible
without the need for a local referendum, would best protect the financial sustainability of the
council. Currently, only the ‘core’ increase of 1.99% is assumed in the MTFS from 2024/25,
but additional flexibilities were given for council tax by Government in the local government
finance policy statement, allowing for up to 3% core rise and a further 2% for the Adults Social
care precept.

The Council needs to consider its ‘Essential Spend’ criteria, whereby spend is limited to
service failure, legal requirement and contractual commitments, and potentially reinforce and
widening these during 2023/24 to respond to the financial challenges. At the same time, work
must continue to grow our local economy, council tax and business rates base to support local
people and businesses.

38.

The authority is in a very uncertain position financially, and one where its financial resilience
is severely weakened to the point where, in my opinion, a S114 notice is a major risk during
2023/24. The MTFS is not currently sustainable and further action is urgently required to
develop additional savings plans to reduce spending in 2023/24 and beyond. The agreement
of this proposed budget therefore will not mark an ‘end’ to the budget work for 2023/24, as
work will need to continue during the course of the financial year to further reduce spend and
mitigate the risks the Council faces. Progress is underway with service transformation efforts,
in particular work in Children’s services, Adults services (including the Integrated
Commissioning Unit) and a programme looking at organisational wide change. In order to
maximise the potential from economic growth, and the subsequent benefits of Council Tax
and Business Rates, the ‘Renaissance Board’ has been established. This, and more efforts
on balancing the budget without recourse to one off funding sources, is essential if the Council
is to have a stable financial footing into the future.

39.

Very stringent, careful and diligent management of the Council’s financial resources will be
necessary to ensure the Council is not required to undertake the severe forms of actions on
the General Fund, such as S114 notices and reliance on extra-ordinary measures of help from
Government that an increasing number of councils are having to resort to in order to balance
their budgets.

DSG and schools

40.

The deficit the authority has within the ring-fenced Dedicated Schools Grant (DSG) must also
be highlighted as a further risk. This currently stands at an estimated £10.2M by the end of
2022/23. This deficit would normally need to be offset against other revenue reserves,
effectively further reducing our General Fund reserves (in practice a further call on the MTFR
reserve — currently uncommitted balance forecast at £10.2M at the end of 2023/24). However,
Government has extended a statutory override of the normal accounting practice, which
means from 2023/24 until 2025/26 a deficit will not be counted against the Council’'s General
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Fund reserves. The Council cannot rely on any further extensions of this override and firm
plans must be implemented and monitored to eliminate this deficit by, or before, 31 March
2026.

41.

Outside of the DSG deficit, individual schools can also incur a deficit. The total of these deficits
amounted to £4.6M according to our latest 2022/23 forecast. Any deficit outstanding at a
point a school is required to become an academy falls on the Council, as opposed to remaining
with the school. It is therefore important, to reduce risk, that schools have plans to eliminate
their deficits. This year, 3 notices of concern have been issued to schools on their budgets,
and 4 other schools do not have a deficit recovery plan agreed with the S151 Officer. Financial
advisory support is available to all schools with resolving their deficit, but as S151 Officer |
must also act to protect the Council and council tax payers from further losses and for schools
who continue to either not have a deficit recovery plan or do not abide by a plan, further action
must be considered.

HRA

42.

Turning to the Housing Revenue Account (HRA), this will also face major challenges to its
financial standing, both in 2023/24 and in the longer term. The HRA can only be funded via
the rents and other housing related charges it generates, being a ring-fenced account. The
same economic pressures faced on the General Fund, coupled with the decision made in
February 2022 to freeze rents and service charges for 2022/23 (when most authorities
implemented a 4.1% rise), has presented major financial challenges to the HRA. The one
year freeze in rents has meant that over 40 years, an estimated £157M of income has been
foregone. The HRA must not only present a balanced budget for 2023/24, but it must also
demonstrate that spending plans are affordable over a 40 year horizon to manage its
resources and maintain the housing stock in good condition for tenants (and meet legislative
obligations in respect of landlord responsibilities written into current and forthcoming
legislation).

43.

The majority of expenditure pressures being experienced in 2022/23 within the HRA are on-
going in future years, specifically in relation to wage inflation, significant increases in the cost
of building materials used for repairs, and significant increases in energy costs for communal
lighting, supported housing and Landlord Controlled Heating. Interest rate rises will also have
a significant, longer-term impact on the 40 year business plan.

44,

Despite the proposed 7% increase in rents for 2023/24, financial challenges continue for the
HRA. Where pressures have been quantified these are built into the model, however a number
of risks are not fully quantified and the extent of these pressures will determine future savings
plans within the HRA, which will need to be fully worked up and concluded.

| have also recommended the Council’s policy surrounding the HRA balance be reviewed,
with a view to increasing from £2M over time to provide more of a necessary buffer against
the risks it faces and the 40 year business plan takes this into account. The financial
pressures will also mean the HRA capital programme will need to be under extra scrutiny over
what is affordable and how quickly any new investment can be made.

45.

To conclude;

On the General Fund: The council is reliant on a total drawdown of £20.6M from reserves to
balance the 2023/24 budget, leaving only a forecast £10.3M unallocated balance in the MTFR
reserve. Given the significant risks, particularly of further demand and cost of living pressures,
added to the risks of non delivery of savings, in my view this is inadequate. Use of reserves to
such an extent also compromises the capacity for ‘invest to save’ and to achieve savings
through transformation work. Financial resilience is much weakened by depleting the MTFR
reserve, and a S114 notice is foreseeable and a major risk during 2023/24. | would stress the
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need for the authority to take all possible action to reduce the financial risks it faces by
continuing with the ‘essential spend only’ principles, avoiding new commitments where
possible and continuing to make savings plans and also plans to reduce budget pressures in-
year. An obvious risk is in delivery of the £22M of savings included in the budget, and a
rigorous approach to realising these savings, or achieving alternative savings of equal value,
will be essential to minimising risks of significant overspending with little spare remaining in
reserves to cover it.

On DSG and Schools: The current forecast deficit with the DSG stands at £10.2M and this
will fall on the authority to cover from 1 April 2026 unless the deficit is resolved by then. Plans
must therefore by drawn up, with clear monitoring, to ensure a realistic timetable exists for
repaying this sum. With regard to schools themselves, the cumulative deficit is £4.6M from
14 schools (3 with no agreed school deficit recovery plan), and this represents an upwards
trend from the 2021/22 position of £3.6M deficit. Should schools with a deficit be forced to
become an Academy this deficit is transferred to the council. Further action is therefore
needed to turn around this trend of increasing deficits and all schools must have an agreed
financial recovery plan.

On HRA: The 7% rent rise, coupled with additional income for service charges, improves the
financial position of the HRA following a rent freeze in 2022/23. HRA income matches
expenditure for 2023/24, but the HRA must also plan long term, due to the long term nature of
the investment required for good, well maintained housing stock. Over that longer term, there
remains a number of uncertain liabilities that are hard to quantify and that, coupled with rising
costs and interest rates, is likely to prove a significant challenge in future years. Meeting this
challenge will mean making further savings and is likely to mean difficult choices on investment
with capital resources, in order to maintain financial stability in the long term. In addition,
because of the uncertainty and risks, a review is needed of the £2M working balance held in
the HRA, and an assessment of how quickly an increase in this sum could be accommodated.

A key challenge is to balance long term objectives and short term need. Recent and ongoing
investment in prevention and early intervention, largely in Social Care, will deliver better
outcomes and ultimately more efficient service delivery. The corporate goal of Strong
Foundations for Life will depend on achieving longer term change. Initiatives such as the
Renaissance Board, the Affordable Homes Framework, the skills plans to attract new
investment in future growth areas and focus on the Southampton Pound, can help drive
growth in our goal to be ‘A Prosperous City’. The delivery of the transformation plans
described in paragraph 38 will need continued vigilance, focus and support.

Financial Resilience (including the CIPFA Resilience Index)

46.

The Chartered Institute of Public Finance and Accountancy (CIPFA) publishes a financial
resilience index, designed to support the local government sector as it faces continued
financial challenge. It has a series of 9 primary indicators that compare local authorities with
each other across issues such as level of and movement in reserves, level of gross debt and
proportion of budget spent in areas experiencing the most demand pressure (adults and
children’s social care) and therefore most likely to be at risk of overspending. It applies current
and past data rather than future estimates.

47.

The latest data used in the financial resilience index published in December 2022 is for
2021/22. The index indicates the Council has moved to the higher end of the financial risk
spectrum for its level and use of reserves. However, 2021/22 and 2020/21 reserves figures
have been impacted by COVID-19, for example by the carry-forward of COVID related
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government grants, so the indicators may not be fully representative of the underlying position.
It should also be noted that the City Council comes out at high risk on the relative proportion
spent on social care compared to similar authorities and this is seen as a significant threat to
our financial sustainability (as it is largely demand driven and where a higher than average
proportion of the budget adds to the financial risks).

48.

Table 1 below shows that, even assuming no further drawdown of the MTFR reserve is
necessary, either for the 2022/23 overspend or for in-year budget pressures and risks in
2023/24, the reserve expires completely in 2024/25. Given budget risks, as outlined in
paragraphs 20 to 45 above, there is every chance reserves will be called upon before 2024/25
and hence they could be fully utilised ahead of this point. This would mean no cover from
reserves for large and uncertain financial risks, a critical financial position to reach. To avoid
that, and a risk of Government intervention being necessary, additional savings will be
necessary.

Table 1: Uncommitted MTFR reserve projection

2023/24 | 2024/25
£EM £EM

Budget Shortfall before use of reserves 20.62 21.22
Less: use of uncommitted reserves* (20.62) (10.31)
Remaining Budget Shortfall 0.00 10.91

*Excluding £10.1M in General Balances for unforeseen events

49.

Our external auditors (Ernst & Young LLP) have a statutory responsibility to review the
financial standing of the authority, and the financial risks it faces. The extensive reliance on
reserves to balance the budget for 2023/24, coupled with the fact this creates a ‘cliff edge’ for
2024/25 when reserves will run out, is likely to receive formal comment from them.

CIPFA Financial Management Code

50.

The CIPFA Financial Management Code (FM Code) sets out the standards of what good
financial management for local authorities should look like. The FM Code was introduced
because of the exceptional financial pressures faced by local authorities in recent years which
have revealed concerns about fundamental weaknesses in financial management and the
ability of some organisations to maintain services in the future. These pressures have been
heightened recently with national economic factors contributing. Some notable high profile
cases such as Northamptonshire and Croydon councils have added to the need to ensure
consistent standards apply.

51.

CIPFA considers application of the FM Code to be the collective responsibility of each
authority’s organisational leadership team. For the purposes of the code the ‘leadership team’
is defined as the collective group of elected members and senior officers. Therefore, it will
include full Council.

52.

It is important to note, also, that the financial management standards are minimum

standards. The underlying principles have been designed to focus on an approach that will

assist in determining whether, in applying standards of financial management, a local authority
is financially sustainable.
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53.

The 6 Principles of Good Financial Management set out in the FM Code are:

1. Organisational leadership — demonstrating a clear strategic direction based on a vision
in which financial management is embedded into organisational culture.

2. Accountability — based on medium-term financial planning that drives the annual
budget process supported by effective risk management, quality supporting data and
whole life costs.

3. Financial management is undertaken with transparency at its core using consistent,
meaningful and understandable data, reported frequently with evidence of periodic
officer action and elected member decision making.

4. Adherence to professional standards is promoted by the leadership team and is
evidenced.

5. Sources of assurance are recognised as an effective tool mainstreamed into financial
management, including political scrutiny and the results of external audit, internal audit
and inspection.

6. The long-term sustainability of local services is at the heart of all financial management
processes and is evidenced by prudent use of public resources.

More detail is given in Annex 1.1 f) to the Medium Term Financial Strategy. A self assessment
on compliance against the principles of the Code was reported to the Governance Committee
on 14 February 2022, where it was highlighted that updates would be given through the
Annual Governance Statement. One key action identified was around developing plans to
address future budget shortfalls, to ensure plans were longer term than one year ahead for
balancing the budget and helping with financial stability for services. This remains a challenge
for several reasons. The lack of certainty with funding does not help, with only a one year
settlement from Government provided for 2023/24. More fundamentally, with the scale of the
cost of living crisis, energy and fuel cost rises, higher than expected pay awards, sharp rise
in interest rates all adding to future budget pressures and combining to make setting a
sustainable budget and reducing future budget shortfalls (as identified via the MTFS) more
challenging than ever. With a total new net drawdown on the MTFR reserve of £22.4M in the
2023/24 budget and significant future budget shortfalls starting at £21.2M in 2024/25, the
authority has much more to do to promote financially sustainable public services.
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BUDGET CONSULTATION

54.

The Cabinet’s initial budget proposals for 2023/24 were set out in the update on budget
forecast for 2023/24 and savings plans report of 8 November 2022. A public engagement
exercise was undertaken with residents and stakeholders on specific proposals between 9
November 2022 and 10 January 2023.

This year the proposals in the questionnaire were arranged over 3 sections:

e Removal of the one-month council tax exemption for empty and unfurnished properties
e Energy cost efficiency through the reduction of street lighting and switching to LED
lighting
e Increase in service charges, rent, and landlord controlled heating costs in council
owned homes
The aim of this engagement exercise was to:

e Communicate clearly to residents and stakeholders the initial budget proposals for
2023/24

e Ensure any resident, business or stakeholder who wished to comment on the proposals
had the opportunity to do so, enabling them to raise any impacts the proposals may
have

e Allow participants to propose alternative suggestions for consideration which they feel
could achieve the objectives in a different way

55.

Any that could impact the way that residents or customers review or experience a service of
the council were subject to an Equality and Safety Impact Assessment (ESIA). A Cumulative
Impact Assessment was also developed in order to review the overall impact of the savings
proposals on groups defined within the Protected Characteristics as set out in the Equality Act
2010, as well as the impacts on community safety, poverty and health and wellbeing. These
impact assessments were published alongside the public engagement exercise.

Summary of Consultation Feedback

56.

The Budget Consultation had 673 responses which compares favourably with response levels
in recent years.

S57.

82% of respondents agreed with the proposal to remove the one-month Council Tax
exemption for empty and unfurnished properties, with 10% disagreeing. 67% of respondents
agreed with the proposals relating to streetlighting, with 27% against.

58.

Overall agreement with the three housing-related proposals ranged from 56% to 69%, with
between 17% and 23% against. However, between 52% of tenants and 44% of respondents
with landlord controlled heating disagreed with the proposal to increase service charges, with
52% of tenants and 67% of those with landlord controlled heating disagreeing with the
proposals to increase the landlord heating control charge. For housing tenants and
respondents with landlord controlled heating, agreement with the proposal to increase rents
in line with the Government cap was 50% and 59% respectively, with 68% and 59%
(respectively) stating this may have a negative impact on them.

59.

Throughout the consultation questionnaire, respondents were given the opportunity to expand
on comments, impacts, suggestions and alternatives - these will be taken into consideration
and actions taken as appropriate.

60.

A full analysis of the public engagement exercise feedback is included in Members’ Room
documents.
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EQUALITY AND SAFETY IMPACT ASSESSMENTS

61.

The Equality Duty is a duty on public bodies which came into force on 5 April 2011. The
Council will have due regard to the impact of its decisions on its equality duties and the need
to advance equality of opportunity between people who have protected characteristics and
those who do not.

62.

While the Public Sector Equality Duty does not impose a legal requirement to conduct an
Equality Impact Assessment, it does require public bodies to show how they considered the
Equality Duty and that they have been consciously thinking about the aims of the Equality
Duty as part of the process of decision-making. To comply with these requirements as well
as the Community Safety legislation, the Council has used its existing Impact Assessment
framework so that it can ensure the use of a consistent, Council wide mechanism to evidence
how decision making took into account equality and safety considerations. In addition, the
assessments take into account the impact on poverty and health and wellbeing.

63.

Individual Equality and Safety Impact Assessments (ESIAS) have been completed for those
proposals contained within this report and as detailed in the report that they identified require
such an assessment, as they could have an impact on a particular group or individuals. The
final individual ESIAs are available in Members’ Room documents.

64.

The individual ESIAs have been analysed to consider the cumulative impacts the budget
proposals may have on particular groups and the mitigating actions that could be considered.
In order to give the right perspective to the budget proposals, the Cumulative Impact
Assessment has to be considered in light of the available information on the City’s profile,
service user and non-user information and staffing profiles as well as the proportion of the
Council’'s budget that is currently spent on targeted groups or communities. The cumulative
ESIA is available to view in the Members’ Room documents.

RESOURCE IMPLICATIONS

Capital/Revenue

65. | The capital and revenue implications are fully detailed within the report.

Property/Other

66. | There are no specific property implications arising from this report other than the schemes
already referred to within Appendix 4 and Appendix 5 of the report.

Staffing Implications

67. | A significant proportion of the Council’s expenditure is on employee costs. Given the level of

savings to be achieved it is inevitable that the draft proposals will have some impact on staff
costs and staff numbers. Early indications are that the proposals set out in this report may
result in a reduction of around 52 full time equivalent (FTE) posts, of which 42 FTE posts are
currently vacant. This will be done primarily via service restructures where appropriate and
fully involve trade unions as appropriate.

LEGAL IMPLICATIONS

68.

It is important that Members are fully aware of the full legal implications of the entire budget
and council tax making process when they consider any aspect of setting the council’s Budget.
Formal and full advice to all Members of the council protects Members, both in their official
and personal capacity, as well as the council. If Members have received the appropriate
professional legal and financial advice and act reasonably, generally the courts will not
interfere in their decisions.
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69.

The first and overriding legal duty on Members is their fiduciary duty to weigh the needs of
service users against the interests of local taxpayers. In planning the budget, Members are
under a fiduciary duty to act prudently, responsibly, in a business-like manner and in their view
of what constitutes the best interests of the general body of local taxpayers. In deciding upon
expenditure, the council must fairly hold a balance between recipients of the benefits of
services provided by the council and its local taxpayers. Members should note that their
fiduciary duty includes consideration of future local taxpayers as well as present local
taxpayers.

70.

It is appropriate for Members to consider their own position as some Members may have
expressed support publicly for policies that are not policies of the council. Political documents
do not represent a legal commitment on behalf of the council. To treat any political document
as a legal commitment by the council would be illegal. Where there is a valid choice before
Members, then, at that stage and only at that stage, Members may take political documents
into account.

71.

The legal significance of the Annual Budget derives from the council's duty under the Local
Government Finance Act 1992 (the 1992 Act) to set a balanced budget. Failure to make a
lawful Council Tax on or before 11 March 2023 could have serious financial results for the
council and make the council vulnerable to an Order from the Courts requiring it to make a
council tax. Information must be published and included in the council tax demand notice. The
Secretary of State has made regulations, which require charging authorities to issue demand
notices in a form and with contents prescribed by these regulations.

72.

There is also a duty under Section 65 of the 1992 Act to consult persons or bodies appearing
to be representative of persons subject to non-domestic rates in each area about proposals
for expenditure (including capital expenditure) for each financial year.

73.

Under Section 114 (2) and 114 (3) of the Local Government Finance Act 1988, the Chief
Financial Officer is required to make a report, if it appears to him/her that a decision or course
of action the council or an officer has agreed or is about to make is unlawful, or that
expenditure is likely to exceed resources available.

74.

Section 25 of the Local Government Act 2003 imposes a specific duty on the CFO (Section

151 Officer) to formally report to council at the time the budget is considered and the council
tax is set, on the robustness of the budget estimates and the adequacy of financial reserves.
This statement by the S151 officer is included alongside the budget and council tax setting
report to both Cabinet and full Council in February.

75.

Of particular importance to the council tax setting process and budget meeting of the full
Council is the council’s Budget and Policy Framework Procedure Rules set out in Part 4 of
the City Council’s Constitution. These provide a legal framework for the decision making
process whereby the budget of the city council is determined, and the council tax is set. In
addition, Members need to be aware that these rules provide a route whereby the Leader may
require the full council to reconsider their position if they do not accept the Executive’s
recommended budget without amendment.

76.

Further detailed legal considerations relating to the setting of a lawful budget are set out
appendix 6, which Members are directed to have regard to in reaching their decision.

77.

Unless otherwise stated the proposals within this report are authorised by virtue of S.1
Localism Act 2011 or the relevant statutory power relating to the function referred to within the
budget proposal. The proposals within this report relating to Housing Service Charges are
subject to additional legal considerations set out below.
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78.

In relation to the Housing Revenue Account Service Charges, the Council can make a charge
for services it provides to council tenants in addition to a charge for rent pursuant to the
Housing Act 1985 and also in compliance with paragraph 2 of the Council’s standard tenancy
agreement. The Council is permitted to introduce new charges and vary existing charges so
long as it follows the procedure set out in the Housing Act 1985 and complies with the Rent
Standard and Guidance produced by Homes England. In particular any service charges must
be reasonable and transparent and are limited to covering the actual cost for providing the
services.

Other

Legal Implications

79.

The financial forecasts contained in this report have been prepared and are submitted as part
of the budget process set out in the council’s Constitution. As part of the review process by
the Executive Management Team, the proposals contained in this report have been checked
from a legal viewpoint.

80.

Local authorities have a duty under the Human Rights Act 1998, when carrying out any
function, not to act incompatibly with rights under the European Convention for the Protection
of Fundamental Rights and Freedoms. In particular Article 2 the right to life shall be protected
in law, Article 8, the right to respect for private and family life and Article 25 the rights of elderly
to lead a life of dignity and independence and to participate in social and cultural life.

In reaching a decision on the proposals contained in this report the Council must have regard
to the provisions of the Equality Act 2010, in particular s.149, the Public sector equality duty.

The duty provides that:
(1) A public authority must, in the exercise of its functions, have due regard to the need to—

(a) eliminate discrimination, harassment, victimisation and any other conduct that is prohibited
by or under this Act;

(b) advance equality of opportunity between persons who share a relevant protected
characteristic and persons who do not share it;

(c) foster good relations between persons who share a relevant protected characteristic and
persons who do not share it.

Having due regard to the need to advance equality of opportunity between persons who share
a relevant protected characteristic and persons who do not share it involves having due
regard, in particular, to the need to—

(a) remove or minimise disadvantages suffered by persons who share a relevant protected
characteristic that are connected to that characteristic;

(b) take steps to meet the needs of persons who share a relevant protected characteristic that
are different from the needs of persons who do not share it;

(c) encourage persons who share a relevant protected characteristic to participate in public
life or in any other activity in which participation by such persons is disproportionately low.

Having due regard to the need to foster good relations between persons who share a relevant
protected characteristic and persons who do not share it involves having due regard, in
particular, to the need to—

(a) tackle prejudice, and
(b) promote understanding.

The relevant protected characteristics are—
e age;
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disability;

gender reassignment;

pregnancy and maternity;

race;

religion or belief;

sex;

sexual orientation.

Details of how the Council has approached and considered its duty under to Equalities Act

2010 are set out in the accompanying EISAs which Members must have regard to in reaching
their decision.

RISK MANAGEMENT IMPLICATIONS

81. | The council maintains a financial risk register which details the key financial risks that face the
council at a given point in time. This is updated on a quarterly basis and forms part of the
Financial Monitoring Report included elsewhere on this agenda.

82. | Details of the risk assessment of the budget are given with the Chief Financial Officer’s

statement on the robustness of the budget estimates at paragraphs 20 to 45.

POLICY FRAMEWORK IMPLICATIONS

83. | The Medium Term Financial Strategy and the Budget are key parts of the Policy Framework
of the Council and a budget and council tax for 2023/24 must be proposed by the Cabinet for
consideration by the full Council under the Constitution. The update of the Capital Programme
forms part of the overall Budget Strategy of the Council.

KEY DECISION? No

WARDS/COMMUNITIES AFFECTED: All

SUPPORTING DOCUMENTATION
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Agenda Item 10
Apppitindix 1

THE REVENUE BUDGET 2023/24 AND MEDIUM TERM FINANCIAL STRATEGY 2023/24 TO
2026/27

INTRODUCTION

1. This report sets out the budget for 2023/24 and how it will be balanced through a
combination of savings, additional funding and significant use of reserves. The proposed
net revenue budget for 2023/24 is £221.5M, compared with a current year budget of
£193.2M. The report also provides an update on the Medium Term Financial Strategy
(MTES) for the period to 2026/27.

2. The budget is based on a council tax increase for 2023/24 of 4.99%, being 2.99% for ‘core’
council tax and 2.00% for the adult social care precept, in line with the referendum limits
set by the government. Additional funding of £0.5M is available to give targeted support to
help those most in need. This is on top of existing support for local council tax support
claimants.

3. The government has provided additional funds for adult social care and repurposed funding
previously set aside for adult social care charging reforms into mainstream funding for
social care (adults and children’s). Despite this injection of funding, adequate funding for
social care continues to be a major concern over the longer term given rising demand and
costs in a difficult national economic climate.

4, All local authorities are facing considerable pressures due to the sharp rise in inflation,
energy cost increases, pay awards being higher than expected, higher interest rates and
strong demand for council services.

5. Savings totalling £22.0M for 2023/24 are proposed as part of the budget, however this is
not sufficient to bridge the gap between forecast expenditure and funding and £20.6M is
required from reserves to balance the budget. This will have a detrimental impact on the
Council’'s financial resilience and work will need to continue during 2023/24 to find ways to
reduce the call on reserves.

STRATEGIC CONTEXT

Autumn Statement 2022

6. The government published the Autumn Statement 2022 on 17 November 2022, setting out
spending plans for the 2-year period 2023/24 and 2024/25 and guidelines for the medium
term. From a local government perspective, key headlines were the announcement of
£1.0Bn additional grant funding for adult social care for 2023/24 (£1.7Bn for 2024/25), a
delay in the adult social care charging reforms and repurposing of the £1.3Bn funding
previously set aside for this in 2023/24 (£1.9Bn for 2024/25) and removal of funding for the
Health and Social Care Levy that is no longer going ahead. For council tax increases, limits
of 3% for core council tax and 2% for the adult social care precept would likely be set for
each year of the next 2 years, above which local referendums would be required.

7. Further details of the Autumn Statement are provided in section 2.3.1 of the Medium Term
Financial Strategy (Annex 1.1).

Local Government Finance Policy Statement and Settlement

8. The government published a 2-year local government finance policy statement on 12
December 2022 outlining the principles that would be applied in the 2023/24 local
government finance settlement and the core principles to be applied in 2024/25, followed
a week later by the publication of the 2023/24 provisional settlement on 19 December
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2022, with the final settlement announced on 8 February, providing detailed allocations of
funding at a local authority level for the year ahead.

The policy statement set out how the additional and repurposed funding announced in the
Autumn Statement would be distributed, provided confirmation that revenue support grant
and the business rates baseline funding level would be uprated by inflation and that the
New Homes Bonus scheme would be continued for a further year. The statement also
confirmed that local authorities would receive compensation, based on the Consumer Price
Index (CPI), for freezing of the business rates multiplier. In the statement, Government
did encourage local authorities to apply reserves to help address their budget pressures.
Additionally, the published figures of local government funding support make an
assumption that all councils will use the maximum possible council tax rise, and by
implication, the Government’s settlement assumes 5% for councils such as Southampton.
It is of note that Council Tax provides a regular and ongoing financial benefit, whilst
reserves by their nature are a one off source of financing only, and excessive reliance on
reserves indicates the budget has fundamental underlying issues of sustainability.
Reducing reserves will inevitably expose the authority to greater financial risks and also
reduce the potential sums available from reserves to finance ‘invest to save’ type measures
and other on-going savings.

10.

The policy statement and settlement confirmed local authorities could apply an increase in
core council tax of up to 3% and an increase in the adult social care precept of up to 2%
for each of the years 2023/24 and 2024/25.

11.

In the policy statement the government set out its intention not to make any changes to
how the local government finance system operates during the remaining life of this
parliament. This means any updates to needs and resources assessments will not be
made until 2025/26 at the earliest, at least 5 years later than originally proposed. This
uncertainty over future funding doesn’t help local authorities like Southampton reach long-
term financial sustainability.

12.

Further details of the local government finance policy statement and provisional settlement
are provided in sections 2.3.2 and 2.3.3 of the Medium Term Financial Strategy (Annex
1.1). The final local government finance settlement was announced on 8 February 2023
and largely confirmed the allocations made in the provisional settlement.

Other national issues affecting the MTES

13.

The cost of living crisis, high levels of inflation, energy prices, high wage growth and
increased interest rates are having a significant effect on the financial position of the
Council. This comes on top of increased demand continuing as a legacy of the COVID-19
pandemic.

14.

Other issues affecting the MTFS include:
e Homes for Ukraine
e Adult social care reform
e Levelling Up Funding

15.

Further details are set out in section 2.2.2 of the Medium Term Financial Strategy (Annex
1.1).

LOCAL CONTEXT

Council Priorities

16.

The revenue budget and MTFS are integral to the delivery of the City Council Corporate
Plan. The plan sets out how the Council aims to create a place where people want to live,
work, study, visit and enjoy by delivering on four goals, which are:
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A prosperous city

A proud and resilient city

Strong foundations for life

A successful, sustainable organisation

17.

The Council’s budget setting process centres around these organisational goals to ensure
resources are directed towards agreed priorities. Chart 1 below shows the £234.2M
revised net revenue expenditure budget (excluding transfers from reserves) for 2022/23
broken down by organisational goal.

18.

Chart 1 — Net revenue expenditure (excluding transfers from reserves) by organisational
goal

Net Revenue Expenditure by Organisational Goal

A Proud and Resilient

/ City

A Successful,
Sustainable
Organisation

s

Strong Foundations for
Life —_ Centrally held budgets
excluding transfers

from reserves

\A Prosperous City

Legacy of Public Sector Spending Reductions

19.

The settlement funding assessment (SFA) is the Government’s calculation of funding
required by a local authority after allowing for income generated from council tax.

20.

Government measures to reduce public sector spending in the previous decade saw a
significant reduction in local government funding, with the Council’s SFA reducing by
almost a half from £121.0M in 2013/14 (when the current local government finance system
was introduced) to £65.3M in 2019/20.

21.

The Council’'s SFA for 2023/24 has increased by £3.7M compared to 2022/23 in the
provisional local government finance settlement, with the real-terms additional resources
announced in the 2022 Autumn Statement being allocated via specific grants rather than
the SFA. This is only a £5.0M increase over the last 4 years compared to the £55.7M
reduction over the previous 6 years.

22.

Core Spending Power (CSP) is the Government’s measure of resources available to local
authorities to fund services delivery, taking into account the SFA, certain government
grants and council tax. Council tax charges are assumed to increase by the maximum
allowable within the referendum limits.

23.

The Council’'s CSP for 2023/24 in cash terms is only just back up to the level it was in
2010/11. In real terms the Council has seen a 23.8% reduction in resources since 2010/11.
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24.

Further details are provided in sections 1.1.1 and 1.1.2 of the Medium Term Financial
Strategy (Annex 1.1).

Savings History

25.

Southampton City Council has agreed some £84M of savings between 2016/17 and
2022/23, including any step-up in amounts for future years, which has been a necessary
part of achieving a balanced budget. More details are included in section 1.1.3 of the
Medium Term Financial Strategy (Annex 1.1).

2022/23 General Fund Revenue Forecast Outturn

26.

The 2022/23 forecast outturn for the General Revenue Fund is a deficit of £10.34M, after
taking into account £4.70M of agreed in-year savings. Failing any further improvement in
the financial position this will need to be met from the Medium Term Financial Risk
Reserve.

27.

The main contributor to the adverse position is the Children & Learning portfolio, which has
a forecast deficit of £11.02M, of which over half relates to Pathways Through Care and the
increased demand for services.

28.

Further details on the forecast outturn position for 2022/23 are included within the report
on the Financial Monitoring for the period to the end of December 2022 to be considered
by Cabinet at its meeting on the 21 February 2023.This latest position has been taken into
consideration in updating the Medium Term Financial Strategy.

2022/23 Collection Fund Forecast Outturn

29.

Southampton City Council’'s share of the forecast deficit to be carried forward on the
Collection Fund after taking into account government grant for business rates reliefs and
their timing differences is £1.69M. This comprises a £0.26M deficit for Council Tax and a
£1.43M deficit (after grant) for business rates. Further details are included within the
Financial Monitoring for the period to the end of December 2022 report to be considered
by Cabinet at its meeting on the 21 February 2023.

30.

The government made regulations in 2020 to require, by exception, 2020/21 in-year
deficits to be spread over 3 years. £1.20M of the net Collection Fund deficit being carried
forward into 2023/24 is for the final year of this exceptional deficit and was included in the
Medium Term Financial Strategy agreed in February 2022.

MEDIUM TERM FINANCIAL STRATEGY AND GENERAL FUND BUDGET

31.

The Medium Term Financial Strategy (MTFS)