Restated
2008/09
Net
£°000

2,241
42,764

44,230
16,450
3,035
43,533
0

3,567
2,175
157,995

(212)
14
1,818
5,090
0
(2,730)
30,360

(23,990)
168,345

(46,847)

0
(9,709)
(960)
(18,127)

(69,745)
22,957
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Income and Expenditure Account

Central Services to the public
Cultural, Environmental, Regulatory and
Planning services

Children’s and Education services
Highways and Transport services
Housing services

Adult Social Care

Court services

Corporate and Demaocratic Core
Non Distributed Costs

Net cost of services

Loss/(Gain) on the Disposal of Fixed Assets
Parish council precepts

(Surpluses)/deficits on trading undertakings
Interest Payable

Cont. of housing cap receipts to Govt. Pool

Interest and investment income

Pension Interest cost

Expected return on Pension Assets

Net operating expenditure

Demand on collection fund

Transfers (from)/to the Collection fund in
respect of surpluses/deficits

Revenue Support Grant

Performance Reward Grant

Area Based Grants

Non-domestic rates redistribution
(Surplus)/Deficit for Year

Note

11

12

39
39

55

2009/10
Gross Gross Net
Exp Inc Exp
£000 £000 £000
20,524 18,175 2,349
69,079 19,030 50,049
172,677 132,027 40,650
22,072 7,892 14,180
59,442 70,144 (10,702)
77,641 31,968 45,673
0 0 0
3,437 43 3,394
1,098 2 1,096
425,970 279,281 146,689
0
9
2,158
4,086
0
(642)
26,895
(19,270)
159,925
(49,122)
0
(15,328)
(599)
(20,464)
(66,407)
8,005




APPENDIX H

Statement of Movement on the General Fund Balance

Restated

2008/09 2009/10
£000 £000
22,957 (Surplus)/Deficit for Year 8,005

Amounts included in the Income and Expenditure Account but

required by statute to be excluded when determining the Movement

on the General Fund Balance for the year.

0 Amortisation of intangible fixed assets (128)
(17,682) Depreciation and Impairment of fixed assets (22,547)
(1,671) Depreciation on Revaluation (1,930)
16,937 Government Grants amortisation 8,949

Amounts treated as Revenue expenditure in accordance with the SORP
(20,141) butwhich are classified as Capital expenditure by Statue. 6,247
212 (Loss)/Gain on the Disposal of Fixed Assets 0
(22,857) Net change for retirement benefits in accordance with FRS17 (19,088)
(48)  Amount by which Council Tax income and residual community charge (124)

adjustment included in the Income and Expenditure Account is different
from the amount taken to the General Fund in accordance with regulation.
(45,250) (28,621)

Amounts not included in the Income and Expenditure Account but
required to be included by statute when determining the Movement
on the General Fund Balance for the year.

3,883  Minimum revenue provision for capital financing 4,009

4,212 cCapital expenditure financed from revenue 2,040
Transfer from Usable Capital Receipts equal to the contribution to Housing

o Pooled Capital Receipts 0
Employer's contributions payable to the Pension Fund and retirement

14,378 benefits payable direct to pensioners 16,278

22,473 22,327

Transfers to or from the General Fund Balance that are required to be
taken into account when determining the Movement on the General
Fund Balance for the year

722 voluntary revenue provision for capital financing 644

282  Transfers to/from insurance reserve (117)
(1,245) Transfers from other earmarked reserves (2,420)
(241) (1,893)
(23,018) Net additional amount (Credited) / Debited to General Fund balance (8,187)
(61) Net change (Credited)/Debited to the General Fund balance (182)
(5,478) Balance on General Fund brought forward (5,539)

(5,539) Balance on General Fund carried forward (5.721)
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NB. The general fund balances figure excludes school balances. A summary
of the schools balances position is shown below:-

Statement of Movement on the General Fund Balance

2008/09 2009/10
£000 £000
(5,579) Balances attributable to schools budgets b/fwd (4,826)
753 (Surplus)/Deficit in year 140
(4,826) Balances attributable to schools budget c/fwd (4,686)

The statement of movement on General Fund Balance above reconciles the differences
between the outturn on the Income and Expenditure Account and the General Fund
Balance.

The Income and Expenditure Account shows the council’s actual financial performance for
the year, measured in terms of the resources consumed and generated over the last twelve
months. However, the authority is required to raise Council Tax on a different accounting
basis, the main differences being:

a) Capital investment is accounted for as it is financed, rather than when the fixed
assets are consumed.
b) Retirement benefits are charged as amounts become payable to pension funds

and pensioners, rather than as future benefits are earned.

The General Fund Balance compares the council’s spending against the council tax that it
raised for the year, taking into account the use of reserves built up in the past and
contributions to reserves earmarked for future expenditure.
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Statement of Total Recognised Gains and Losses (STRGL)

Restated
2008/09
£000
(22,957)
(17,748)
25,687
(183)
7,247

(7,954)

254,383
246,429

(7,954)

2009/10
£000
Surplus/(Deficit) for the year on the Income and Expenditure Account (8,005)
Gains/(losses) on Capital Movements (4,011)
Surplus/(Deficit) for the year on the Revaluation of Fixed Assets 29,568
Surplus/(Deficit) for the year on the Revaluation of Long Term Investment (275)
Actuarial gains/(losses) on pension fund assets and liabilities (92,983)
Total recognised gains for the year (75,706)
Reconciliation with the Movement in Net Worth
Net Worth at Start of Year 246,429
Net Worth at End of Year 170,723
Net Worth Change in Year (75,706)

Note: The impact of the Gains / (losses) on the Collection Fund Balance
are now reflected in the Deficit on the Income and Expenditure in
2008./2009.



Restated
31 March 2009
£°000

584

404,317
5,970
75,078
27,668

23,265
13,892
15,087

565,861

6,470
1,072

573,403

2,606
1
44,403
43,818
139
3,741

668,111

0
45,648
0

622,463

100,511
319
5,231
156,705
16,104
97,164

246,429

Balance Sheet

FIXED ASSETS
Intangible Fixed Assets
Tangible Fixed Assets

Operational Assets

Other Land & Buildings
Vehicles/Plant & Equipment
Infrastructure Assets
Community Assets

Non Operational Assets
Investment Properties

Assets under construction
Surplus Assets Held for Disposal
Total Fixed Assets

Long-term investments
Long-term Debtors
Total Long Term Assets

Current Assets

Stock & Work in Progress
Landfill Tax Allowance

Debtors & Payment in Advance
Short-term investments

Cash in hand

Cash at Bank

Total Assets

Current liabilities

Short Term Loans

Creditors & Income in Advance

Bank Overdraft

Total Assets less Current Liabilities

Long Term liabilities

Long term borrowing

Other Long Liabilities
Provisions

Government Grants Deferred
Unapplied Capital Resources
Pensions Liability

Total Assets less Liabilities

APPENDIX H

Notes

22

13

13

24
25

26

27

29

30

32
33
50
39

31 March 2010
£°000

803

424,760
8,424
85,201
27,519

43,207
32,799
19,279

641,992

3,692
1,095

646,779

2,355
2
38,282
38,421
149
4,018

730,006

0
53,777
0

676,229

80,381
373
4,078
203,966
23,751
192,957

170,723




Balance Sheet

APPENDIX H

Restated

31 March 2009 Notes 31 March 2010
£°000 £°000

Financed by:
71,977 Revaluation Reserve 36 98,160
0 Available For Sale Reserve 0
237,652 Capital Adjustment Account 35 235,489
0 Financial Instruments Adjustment Account 0
11,462 Usable Capital Receipts Reserve 37 10,298
(84) Collection Fund Adjustment Account (208)
69 Deferred Capital Receipts 38 54
5,539 General Fund Balance 5,721
16,978 Earmarked Reserves 34 14,166
343,593 Total Net Worth (Excluding Pension Reserve) 363,680
(97,164) Pensions Reserve 39 (192,957)
246,429 Total Net Worth 170,723




2008/09
£000

171,233
176,607
55,567
9

0

403,416

(4,659)
(34,200)
(69,745)

0
(28,796)
(54,874)

(138,176)
(76,665)
(9,924)

(417,039)

(13,623)

10,148

10,148

(6,113)

4,035

42,425
0
6,391

48,816

(2,402)
(31,252)
(4,232)
0

(37,886)

10,930

1,342

Cash Flow Statement

Revenue Activities

Cash Outflows

Cash paid to and on behalf of employees
Other operating cash payments

Housing Benefit Paid Out

Precepts Paid

NNDR paid to National Pool

Total Revenue Cash Outflows

Cash Inflows

Rents (after rebates)

Council Tax Income

NNDR receipts from National Pool
Non-domestic rate receipts
Revenue Support Grant

DWP grants for benefits

Other government grants

Cash received for goods and services
Other operating cash receipts

Total Revenue Cash Inflows

Net Cash Flow Revenue Activities

Returns on Investments & Servicing of Finance
Cash Outflows

Interest Paid

Interest element of finance lease rental payments

Cash inflows

Interest received

Net Cash Outflow from Return on Investments &
Servicing of Finance

Capital Activities

Cash Outflows

Purchase of fixed assets

Purchase of long-term investments
Other Capital Cash Payments

Cash Inflows

Sale of fixed assets

Capital grants received

Other capital cash receipts
Disposal of subsidiary undertakings

Net Cash Inflow from Capital Activities
Net Cash Inflows/Outflows before Financing

APPENDIX E

2009/10
£000

Notes

43
181,861
173,763
64,731
9
0

420,364

43
(4,314)
(35,059)
(66,407)
0
(37,951)
(62,878)
47 (146,905)
(79,988)
(1,965)

(435,467)

43 (15,103)

8,177
0

8,177

(1,316)

6,861

56,958
0
7,298

64,256

(48)

48 (71,711)
(1,829)

0

(73,588)

(9,332)

(17,574)



2008/09
£000

(1,300)
4,019

4,061

Cash Flow Statement

Management of Liquid Resources
Net increase/(decrease) in cash deposits
Net increase/(decrease) in other liquid resources

Financing

Cash Outflows

Repayments of amounts borrowed

Capital element of finance lease rental payments

Cash Inflows

New loans raised

New Short term loans

Net Increase / Decrease in Cash

APPENDIX H

Notes 2009/10
£°000

45 (7,800)

6,087

44,000

(25,000)
0

44 (287)
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CORPORATE ASSURANCE STATEMENT 2009/2010

SCOPE OF RESPONSIBILITY

Middlesbrough Council is responsible for ensuring that its business is
conducted in accordance with the law and proper standards, and that public
money is safeguarded, properly accounted for, and used economically,
efficiently and effectively. Middlesbrough Council also has a duty under the
Local Government Act 1999 to make arrangements to secure continuous
improvement in the way in which its functions are exercised, having regard to
economy, efficiency and effectiveness. In discharging this overall
responsibility, Middlesbrough Council is also responsible for putting in place
proper arrangements for the governance of its affairs facilitating the effective
exercise of the Council and Teesside Pension Fund functions including
arranging for the management of risk.

Middlesbrough Council has approved and adopted a code of corporate
governance, which is consistent with the principles of the CIPFA/SOLACE
Framework Delivering Good Governance in Local Government. A copy of the
code is on the Council website at www.middlesbrough.gov.uk or can be
obtained from Legal Services, Middlesbrough Council, Town Hall,
Middlesbrough, TS1 2QQ. This statement explains how Middlesbrough
Council has complied with the code and also meets the requirements of
regulations 4[2] of the Accounts and Audit Regulations 2003 as amended by
the Accounts and Audit Regulations 2006 in relation to the publication of a
statement of internal control.

THE PURPOSE OF THE GOVERNANCE FRAMEWORK

The governance framework encompasses the systems and processes, culture
and values, by which the authority is directed and controlled and its activities
through which it accounts to, engages with and leads the community. It
enables the authority to monitor the achievement of its strategic objectives
and to consider whether those objectives have led to the delivery of
appropriate, cost-effective services.

The system of internal control is a significant part of that framework and is
designed to manage risk to a reasonable level rather than to eliminate all risk
of failure to achieve policies, aims and objectives. The system of internal
control is based on an ongoing process designed to:
» identify and prioritise the risk to the achievement of Middlesbrough
Council’s policies, aims and objectives;
» evaluate the likelihood of those risks being realised and the impact
should they be realised, and;
» manage them efficiently, effectively and economically.
The governance framework has been in place within Middlesbrough Council
and Teesside Pension fund for the year ended 31st March 2010 and up to the
date of approval of the annual report and accounts.


http://www.middlesbrough.gov.uk/
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THE CORPORATE GOVERNANCE ENVIRONMENT

In January 2004 the members of Middlesbrough Council approved “The Code
of Corporate Governance”. The code has been reviewed and updated to
incorporate the Corporate Governance framework set out in the
CIPFA/SOLACE document “Delivering Good Governance In Local
Government”. The new Framework comprises six core principles that support
the governance of the Council. These core principles of the corporate
governance environment, which underpin the credibility and confidence in the
Council and the Teesside Pension Fund are set out in this document.

Core Principle 1: Focussing on the Council’s purpose and on outcomes
for its citizens and creating and implementing a vision for the area:

Good governance ensures that the Council fulfils its purpose and
achieve the intended outcomes for its citizens and service users and that
it operates in an effective, efficient, economic and ethical manner. The
Council has therefore developed a clear vision of its purpose and
intended outcomes, which is communicated both within the authority
and to external stakeholders.

Middlesbrough Councils Ambition And Prioritisation

Middlesbrough Council and its partners have a well established, clear and
ambitious long-term vision for the town, which is articulated in a number of key
strategy documents, including the Local Area Agreement (LAA) 2008. The
LAA takes as its starting point the Sustainable Community Strategy 2008. As
well as the overall vision for the town, the LAA identifies its strategic priorities,
priority outcomes and associated indicators and targets. Both the Sustainable
Community Strategy and the LAA are structured around outcomes and targets
reflecting both local needs and national priorities.

The diagram below outlines the relationship between the key local strategic
plans.
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sustainable Community Long-term wision;
Strategy (SCS) Pricrities;
2008-2025 High-level indicators

|

Local Area Agreement
(LAA) 2008-2011

Three-year timescale;
Priorities, indicators and
targets, reviewed
annually;
Cross-cutting issues

A
/// / \“\ ‘Hhx
e ¥ u e,
Children and Crime and . - Other _ Halin e
Young Disorder Joint Public appropriate Three-year delivery
Peopler - Health plans based on
ple's Reduction . plans X
Strate gy LA targets;
Plan Plan 2008-2011 || 2008-2011 Refreshed o e
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The Council is one of only 13 in the country operating a directly elected
mayoral model. The Mayor was elected in May 2002 and re-elected for a
second term in May 2007. The Mayor supported by the Council’'s executive
and non-executive Councillors has set the “Raising Hope” agenda for change.
The Sustainable Community Strategy 2008 is based on the “Raising Hope”
agenda. The key elements or pillars of the agenda are:

» a clean, safe environment in which people can go about their business
without fear of crime and anti-social behaviour;

» physical regeneration of the town’s run-down sites and buildings;

» a business-friendly enterprise culture which welcomes would-be
investors;

» atransport network that can meet the needs of a town on its way up.

Education and care for young people and support to vulnerable people in the
town provide a foundation for these pillars

Core Principle 2 — Members and officers working together to achieve a
common purpose with clearly defined functions and roles:

Elected members are collectively responsible for the governance of the
Council. The Local Government Act 2000 introduced new executive
arrangements whereby full Council following proposals from the
Executive agrees the Council’s policy framework, budget and key
strategies. The Executive, which comprises elected members, is
responsible for implementing them and is responsible for exercising all
functions of the Council except to the extent they have been categorised
as non-executive functions (e.g. planning, licensing, elections and other
miscellaneous functions). This effectively separates decision-making
and scrutiny of those decisions. The Chief Executive, Section 151
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officer, Monitoring Officer and other senior managers are responsible
for advising the executive and scrutiny committees on legal, financial
and other policy considerations.

Executive Roles:

The Mayor has a mixed party Executive of eight, holding the following
portfolios, which are focused on the delivery of the Council’s priorities:

> Deputy Mayor / Regeneration » Public Health and Sport
and Economic Development
» Streetscene Services » Children, Families and Learning
» Transport » Community Protection
» Social Care » Resources.

Clear Policy and Decision Making:

The Council has in place clearly documented and understood management
processes for

» policy development, implementation and review,

» decision-making,

» monitoring, control, and reporting.

It also has formal, procedural and financial regulations to govern the conduct
of the authority’s business. These processes are detailed in the following
documents:

Constitution

Scheme of Delegation to Officers

Financial Procedure Rules

Terms of reference for the Independent Allowances & Remuneration
Panel

Scheme of Delegation to Individual members of the Executive
Executive Members Performance Management process guidance
Formal scrutiny process guidance

Terms of reference for the Independent Teesside Pension Fund panel

VVVY VVVY

Ensuring Compliance with Council Decisions, Rules and Regulations:
Like all local authorities, Middlesbrough operates within a statutory framework,
which governs the behaviour of elected members and officers. The following
officers also have a specific duty to ensure that the Council acts within the law
and uses its resources wisely:

» Chief Executive (Head of Paid Service)
» Head of Legal Services (Monitoring Officer)
» Director of Resources (Section 151 Officer)
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Regular reviews by the Council of progress against its corporate plans /
objectives:

Middlesbrough Council Strategic Plan (by 30 June annually);

Summary Performance Plan (by 31 March annually);

The delivery plan for the Sustainable Community Strategy is reviewed
annually;

Comprehensive Area Assessment (CAA);

Annual Statement of Accounts.

YV VVYYVY

An Annual Report will be published in June for 2009/2010 by the Council,
which will set out the key achievements during 2009/2010 and what is
planned for 2010/2011 along with financial statements and capital investment
summaries.

Value For Money

The need to be efficient and provide value for money has long been a
necessity for Middlesbrough. The Council continues to secure significant cost
reductions and achieves good value for money by balancing costs, service
quality and working environment. The Council has been one of the most
successful in the country in achieving value for money savings and re-
investing them into front line services. Savings of £16.93 million have been
made against a target of £10.90 million over the CSRO07 period. It is continuing
to develop and build on existing value for money methodologies, structures
and processes. These are outlined in the Council’s Value For Money strategy.

The following activities are being undertaken to improve value for money
across the Council:

» The identification of growth and savings through the budget process; -
Savings targets and growth proposals for each service area are
presented annually to the Executive as part of the budget process and
the setting of the Medium Term Financial Plans.

» Value for money reviews - capturing efficiency gains through a targeted
efficiency programme.

» The Council’'s corporate procurement strategy is underpinned by the
principles of value for money to ensure effective corporate procurement
mechanisms;

Reviewing partnership opportunities within services; — Partnership
arrangements provide value for money through efficiency savings.
Performance management (including corporate and business planning
and risk management).

An efficient organisational structure maintained through the active
management of staffing costs and information.

Benchmarking exercises with similar authorities to identify areas of
potential improvements.

An effective training programme to embed the value for money culture
across the Council.

Effective scrutiny via scrutiny panels, budget and performance clinics.

vV Vv VY VvV VY V
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» Value for Money Team established to support services in carrying out
reviews and delivering savings.

» Exploring opportunities for joint commissioning/joint working/joint use of
assets with other Local Authorities and public sector organisations to
achieve savings.

» Promote the basic principles of value for money across all levels of the
Council by issuing newsletters and attending the managers induction
speed networking event.

» The development of a transformation board comprised of senior
officers to carry out key cross cutting improvement projects.

Partnerships

Modern local government is built around partnership working and
Middlesbrough is no exception. As a comparatively small town,
relationships between partners are generally close and there is a well
established and understood common agenda enshrined in key
documents, particularly the Sustainable Community Strategy and Local
Area Agreement.

At the local level, the Local Strategic Partnership (LSP) is the key partnership.
The LSP brings together agencies and stakeholders from all sectors of the
community. There is a strong partnership with the University and the voluntary
and community sector, which are keen to support the LSP. The aspirations of
the partnership, which are based on shared national and local government
priorities, complement the Mayor’s vision. The shared priorities are:

safer communities;

stronger communities;

children and young people;

adult health and well-being — tackling exclusion and promoting equality;
local economy;

environmental sustainability.

The LSP is divided into action groups, which mirror the priority themes of the
strategy. The action groups take overall responsibility for delivery of the
relevant actions and targets in the strategy, with each partner organisation
playing its particular role. The Council has a well thought out, thorough
approach to the partnership, with a firm focus on the Council’s priorities.

VVVYYYVY

The Council has a significant partnership with the private sector firm —
Mouchel, which provides the following services to the Council

» Accountancy » Human Resources

» Pensions Admin » Debtors

» Council Tax & NNDR collection » Creditors

» Information Technology » Payroll

» Housing & Council tax Benefits » Service Admin Support
>

Property Management

There are formal monitoring arrangements in place to measure performance
as well as investment.
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Monitoring and Reporting Management Performance

Performance management reporting has now become part of the regular
quarterly monitoring process of the Council. Services are required to report
progress against national Key Performance Indicators as well as locally set
improvement targets.

Improvements in Performance Management during 2009/2010 have included:
» Strengthening of Local Strategic Partnership performance management
framework to monitor and review improvement targets set out in the
Local Area Agreement through partnership accountability, collaboration

and challenge.

» Review of quarterly Performance Clinic process and strengthening of
report structure and content to better demonstrate achievement of
priority outcomes and to identify and address potential areas of under
performance.

» Further developed the performance management framework to ensure
detailed knowledge of our communities is driving forward performance
outcomes.

Improvements for Performance Management planned for 2010/2011 include:
» Monitor progress against priorities and inform CAA process
» Involve key "duty to regard” partners in accountability sessions to
ensure further accountability to LAA targets

Core Principle 3 — Promoting high standards of conduct and behaviour
across the Council

The Council recognises that good governance is underpinned by shared
values and demonstrated in the behaviour of its members and staff. The
Council’s values (the way in which we will work for the community in
pursuing our aims) are set out in our Strategic Plan. The standards of
conduct and behaviour expected of members and officers are clearly set
out in the codes of conduct for members and for officers. Training
programmes for both members and staff support this.

The Council established a Standards Committee in 2005/06, which makes a
significant contribution to internal control. The Committee identifies key items,
which will have an impact on the Council’'s overall performance, financial
management, risk management, and governance. Some of the key items
addressed in 2009/10 are set out below.

» Review of the Members IT Strategy

Review of Criminal Records Bureau checks for Members

Review of local protocols for sharing Monitoring Officers and legal
advice across the Tees valley

Approved the distribution of “A Brief Guide to the Members’ Code of
Conduct” leaflet to all Council members

Reviewed the Gifts and Hospitality Policy

Monitoring of Corporate Complaints and Ombudsman complaints

VV VYV VYV
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Core Principle 4 — Making transparent decisions which are subject to
scrutiny and risk management

The Council recognises that all Council decisions are potentially subject
to legal challenge and that it needs to be able to successfully defend
such challenges. In order to do so the Council must be able to
demonstrate that decision makers followed a proper process, the
decision was properly documented and was taken having regard to all
relevant considerations whilst ignoring any irrelevant considerations.
Scrutiny committees, which comprise non-executive members, can
guestion and challenge the policy and performance of the Executive,
and also the Council's policy and performance in respect of non-
executive functions. Members and officers must therefore have all
relevant information before them, including the outcome of any
constructive scrutiny and a detailed assessment of the risks to ensure
that Council resources are used legally and efficiently.

Scrutiny Function

The scrutiny arm of the Council has been widely recognised for the quality of
its work and is led by the Overview and Scrutiny Board, comprising the chair
plus 12 members.

The structure of the scrutiny function complements the Council’s priorities and
the executive portfolios. The following panels report to the Board:

» Children and Learning » Ad Hoc Panels as required
» Community Safety and Leisure » ‘Call In’ (when initiated)
» Environment » Health

» Economic Regeneration and Transport
» Social Care and Adult Services

Robust Risk Management Processes

The Council has continued to progress the development and embedding of
risk management, both corporately, and across all Service areas during
2009/2010. Major developments over recent years have included: -

» Amendment of the Council’'s scheme of delegation to include

1. The role of “Risk Management Champion” in the portfolio of the
Deputy Mayor

2. “Issues relating to Corporate Risk Management” in the
responsibilities of the Executive

» The Chief Executive has adopted the responsibility for Risk
Management;

» Detailed Risk Management training for Service Risk Champions,
leading to them achieving an intermediate-level qualification in the
subject;

» Formal Risk Awareness training for all Members;
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Establishment of an intranet site providing access to risk management

documents, information, and guidance;

Review of the Risk Management strategy (January 2010);

Development and review of Business Continuity Plans and Flu

Pandemic Plans across the authority;

Revision of the Risk Management toolkit (January 2010);

Management via a computerised Risk Management system including

the benefits of data entered once and used many times;

Addition of Risk Management Awareness training to the Corporate

Annual Training Programme (This is available to all staff across the

Council);

» Assessment of Risk Management processes to confirm these are
aligned with best practice in the 2009 1SO31000 Risk Management
Principles and Guidelines;

» Strengthening of guidance to staff, within the Risk Management Toolkit,

giving more detailed information relating to risk scoring.

VvV VYV VV VY

The Internal Audit Function

The effectiveness of internal control is audited and assessed by the internal
audit function under the direction of the Director of Resources and in
accordance with prescribed codes of practice.

Internal Audit provides management with assistance and independent
guidance on systems, processes and risks and through its work forms a view
on the strength of the component controls and the overall control framework.

The Internal Audit function operates under the Local Government Accounts
and Audit Regulations, which require the maintenance of adequate and
effective systems of internal audit of accounting records and control systems,
and full assistance from officers and members in the provision of documents,
records, information and explanation to enable the proper fulfillment of those
audit responsibilities. The work of the section reflects professional best
practice, is guided by the Code of Practice for Internal Audit on Local
Government and by the policies, procedures, rules and regulations
established by the Authority.

The internal audit function, which works closely with the external auditor, and
undertakes a planned programme (covering all the Councils activities) that is
approved by the Audit Committee. The programme includes independent
reviews of the systems of internal control and risk management.

The overall objective of Internal Audit is to provide an independent and
objective appraisal function, and review and report upon the overall system of
internal control. This work encompasses both operational and developing
systems. Through this responsibility Internal Audit:

» Facilitates good practice in managing risks;
» Contributes to ensuring sound resource management;
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Recommends improvements in control, performance and productivity;
Provides reassurance and challenge to managers;

Encourages development of consistent policies and high standards;
Assists in the impartial investigation of irregularities and policy
breaches;

Supports the achievement of statutory and best practice requirements.

Y YVYVVV

The Director of Resources has line management responsibility for the Internal
Audit Manager. The Internal Audit Manager has independent, direct access to
the Chief Executive and other Directors and also has well established
reporting lines to members.

The Internal Audit Manager reports audit findings to Heads of Service and
action is agreed to address these findings as necessary. Each Head of
Service is responsible for operating systems of internal control within their
area of responsibility, which will provide reasonable assurance of effective
and efficient operations, reliable information and compliance with laws and
regulations. A report on audit activity together with details of internal audit is
made regularly to the Audit Committee.

Internal Audit has concluded overall, based on the findings of work undertaken
at Middlesbrough Council, that there are sound systems of internal financial
control in place. A number of areas for improvement have been identified and
will be implemented on an agreed and phased basis subject to the assessed
level of risk.

Effective Audit Committee

The purpose of an Audit Committee is to provide independent assurance of
the adequacy of the internal control environment, and to oversee the financial
reporting process. To achieve these aims, the committee is responsible for the
following key functions:

» Reviews of internal audit strategy, annual plan and performance, plus
review of summary internal audit reports, and seeking assurance that
action has been taken as necessary;

» Consider where appropriate the reports of external audit and inspection
agencies;

» Consider the effectiveness of the authority’s risk management
arrangements, and seek assurances that action is taken on risk related
issues identified by auditors and inspectors;

» Ensure that the authority’s assurance statements, including the
Corporate Governance Statement, properly reflect the risk environment
and any actions required to improve it;

» Ensure that there are effective working relationships between external
and internal audit, inspection agencies, and other relevant bodies, and
that the value of the audit process is actively promoted,;

» Reviews the Council’s controls on Data Quality processes.
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During 2009/2010 the audit committee undertook a formal review of its
effectiveness as recommended in the guidance provided by the Chartered
Institute of Public Finance Accountants — CIPFA “A toolkit for local
authority audit committees”. The Committee recommended the following
improvements:

>

>

The name of the Committee is changed to the Audit and Governance
Committee;

Membership of the Audit and Governance Committee to be seven
elected Members;

One or two independent (i.e. non-elected) members, with no voting
rights, to be included in the membership of the Audit and Governance
Committee.

Elected members of the Audit and Governance Committee will only be
non-Executive Members;

Appointments to the Audit and Governance Committee will be of four
years duration, or until the next Council elections, renewable on an
annual basis;

The remit and terms of reference of the Audit and Governance
Committee will include corporate governance, risk management,
diversity, business continuity planning, and ensuring that effective
systems are in place to underpin the broader systems and processes of
the Council;

Meetings of the Audit and Governance Committee will take place 6
times a year;

The Audit and Governance Committee will in future receive a variety of
reports and other evidence, undertake investigations, and produce a
report to Council, Corporate Affairs Committee or to the Executive, as
appropriate;

The role profile for the Chair of the Audit and Governance Committee is
included in the Council Constitution;

An annual forward work plan will be produced to ensure that all
directorates are subject to consideration by the Audit and Governance
Committee;

Guides for Members and Officers supporting the Audit and Governance
Committee, in relation to the main areas of work, will be produced.

Strong Financial Management

The system of internal financial control is based upon a framework of regular
management information, financial regulations, administrative procedures
(including segregation of duties), management supervision, and a structure of
delegation and accountability. Internal financial controls include:

>

>

The establishment of key controls within the accounting systems of the
Council;
A robust system of budgetary control including formal quarterly and
annual
financial reports that indicate financial performance up to year
end and include action plans for dealing with pressure areas;
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» The production of regular financial reports at various levels within the
Council which indicate actual expenditure against budgets;

» A clear and concise capital appraisal process for prioritising and

approving all capital projects;

Adherence to Prudential Indicators approved by Council to ensure the

Council only undertakes capital expenditure for which it can afford both

the financing costs and the running costs;

Provision of a financial management training course for all new budget

managers in partnership with the Institute of Public Finance (IPF);

Participation in the National Fraud Initiative and subsequent

investigations;

Membership of the North East Fraud Forum and National Anti-fraud

Network;

Mouchel, the Council’s Strategic Partner, delivers a significant element

of the Councils financial processes. The process and discipline of

internal controls is also applied to the activities of Mouchel;

The roll out of a corporate procurement strategy to all services, and

review of procurement levels during 2009/10;

» 0Ongoing training for Council and Mouchel financial and support staff on
the Procurement / Debtors / Budget Management / Asset Management
/ Grant monitoring procedures. Extra resources have been provided to
ensure the continuous provision of a range of SAP courses for all new
starters and staff changing jobs;

» Provision of a Project Management training course for all new budget
managers in partnership with Aim for Excellence;

» A Business Case Development / Whole of Life Costing training course
for relevant managers was initiated in March 2009.

YV V V V¥V Y
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Core Principle 5 — Developing the capacity of members and officers to be
effective:

The Council needs people with the right skills to direct and control
staff. The Council needs to draw on the largest possible pool of potential
members to recruit people with the necessary skills. The Council’s
learning and development needs are met through training, e-learning
and other methods delivered in accordance with the Middlesbrough
Council People Strategy to ensure members and employees have the
necessary skills and knowledge to be effective in carrying out their
responsibilities.

The People Strategy links the Council’s vision, values and priorities with
national and regional challenges. It has been developed to ensure that the
workforce and members are fit for the future, well equipped to shape the town
and able to deliver excellent services to the people of Middlesbrough. The
People Strategy is comprised of three separate documents:

» Part One —the People Strategy

» Part Two — the Corporate Workforce Plan and Corporate Workforce
Learning & Development Plan

» Part Three — the Workforce Profile
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The plans are reviewed and updated annually to accommodate any relevant
changes to the Councils workforce. The Council achieved the Investors in
People Award on a corporate basis for the first time in October 2008.

The standards and ideals expressed in the People Strategy are also used as
guiding principles for partnership working.

Increasing capacity through Councillor development is also given a high
priority and in April 2007 Middlesbrough Council was the first authority in the
North East to achieve the Investors in People Award for elected members
under the new criteria.

The Council is also a signatory to the IDEA North East Charter on Member
Development. The assessors’ report stated ‘Middlesbrough is probably one of
the most advanced authorities in the region in the way the Executive Members
work with the Mayor and how their development is linked to annual appraisals
of their particular portfolio.’

Core Principle 6 — Engaging with local people and stakeholders

The Council is committed to engaging with its citizens. Community
participation and engagement is essential to secure sustainable
improvement in public services and to engage citizens in the public
decision making processes that affect their lives. There is a range of
consultation and engagement mechanisms to identify local people’s
views and priorities, from Community Councils and Neighbourhood
Forums to regular and comprehensive surveys. The Council is
responsive to local views and is particularly sensitive to the needs of
vulnerable people. Planning recognises local needs in more
disadvantaged areas. There are Neighbourhood Action Plans for the 14
most deprived (NRF) areas, based on the needs of each area and
produced through Neighbourhood Management Steering Groups.

The Community Consultation Strategy

The Community Consultation Strategy outlines the way the Council consults
and engages with the local community and citizens in making decisions that
affect their lives, consistent with Central Government and Council objectives
and professional and ethical standards.

The Community Engagement Framework & Consultation Toolkit

The Community Engagement Framework and Consultation Toolkit documents
provide the overarching framework for community engagement in
Middlesbrough together with a best practice guide. The framework and toolkit
helps partnership organisations including the Council to effectively engage
with the community
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REVIEW OF EFFECTIVENESS

Middlesbrough Council

Middlesbrough Council has responsibility for conducting, at least annually, a
review of the effectiveness of the corporate governance arrangements and the
system of internal control. The review of the effectiveness of the system of
internal control is informed by the work of Internal Audit and the statutory
officers within the authority who have a responsibility for the development and
maintenance of the internal control environment, and also by comments made
by our external auditors and other review agencies and inspectorates. In
determining the effectiveness of the system of internal control review activities
have been undertaken by a number of parties. These include:

The authority

Statutory officers

The scrutiny panel process

Internal Audit

External audit

Other inspection and review agents

The executive

The audit committee

The standards committee

VVVVVVVVYY

For the year under consideration, the key internal assurance work has been
provided through Internal Audit as reported earlier in the statement.

The Council has established a Corporate Governance Team comprising: The
Director of Legal & Democratic Services, Deputy Director of Resources,
Assistant Chief Executive, Internal Audit Manager, Risk & Insurance Manager,
Principal Development Officer and Senior Corporate Performance Officer. The
Team is responsible for managing the process by which the annual review of
corporate governance is conducted. The audit committee is responsible for
reviewing the findings of the draft Governance Statement and advising the
Council on matters it wishes to draw to the Council’s attention.

All Service Directors and Heads of Service participate in the annul review of
Corporate Governance by completing a service assurance statement. Where
areas for improvement have been identified within services, Heads of Service
have a duty to ensure the improvement action plans are acted upon.

Partnerships

Middlesbrough Council produces a set of group accounts, which are included
within its overall Statement of Accounts. The group accounts include other
organisations in which the Council is deemed to have control, either by the
level of shareholding or other means, significant enough for the organisation
to be considered part of the overall group. From 2006/07 onwards, the
Accounting Code of Practice on Local Authority Accounting in Great Britain
2006 and the Statement of Recommended Practice require the statement to
be extended to cover group activities. There are three organisations at 31
March 2010 whose accounts are either included in full or in part in the
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Council’'s group accounts as set out below, and whose significant activities
therefore fall under the Corporate Governance Statement:

» Hustler Playing Fields Trust
» CADCAM
» Tees Valley Joint Strategy Unit

The three organisations have completed a service assurance statement for
2009/10, and none of them have identified any issues, which need to be
separately reported in the Annual Governance Statement.

A review of the Council’s partnership arrangements was undertaken using the
CIPFA partnership matrix to identify which are key to its operation, and which
minor. The key partnerships for Middlesbrough Council are identified as:

Contractual

» Mouchel — Service Middlesbrough
» Housing Partnerships, e.g. Fabrick

Strategic

Local Strategic Partnership (LSP)
Children’s Trust

Youth Justice Board (YJB)

Tees Valley Unlimited (TVU)
Safer Middlesbrough Partnership
Joint Emergency Planning Unit

VVVYYY

Partnerships delivering major projects

» Stockton/Middlesbrough Initiative
» Middlehaven Regeneration Project

Delivery Partners

Bus Partnership, Tees Valley Bus Network & Tees Valley Metro
Groundwork South Tees

Middlesbrough Environment City

Tees Community Equipment Service

Healthy Towns Initiative

West Middlesbrough Neighbourhood Trust (WMNT)

VVVYYY

The involvement of Members and officers varies, as does the operational,
monitoring and reporting arrangements, which are different for each type of
partnership. The assurance arrangements are robust for all of the
partnerships.

External Reviews
The following external organisations have undertaken reviews in 2009/10 of
specific Council services

» DWP Annual Benefit Review

» Benefits ISO 9000/2000 Assessment
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Customer Excellence Award for Council Tax

Adoption Inspection (OFSTED)

Ashdale PRU (OFSTED)

OFSTED Safeguarding Inspection

Education — Annual Performance Assessment (OFSTED & CSCI)
Children’s Service (CSCI Fostering Inspection)

Gleneagles (OFSTED)

Inspection of Adult Social Care (CSCI)

YVVVVVVVY

None of the other reviews identified any significant areas of concern, however,
the relevant service departments will be implementing the action plans
resulting from the reviews over 2010/2011.

The following major reviews are due during 2010/11.:

DWP Annual benefit review

Benefits ISO 9000/2000 Assessment
Council Tax ISO 9000/2000 Assessment
Customer Excellence Award for Benefits
Education - Annual Performance Assessment (OFSTED & CSCI)
Private Fostering Inspection (OFSTED)
Adoption Inspection (OFSTED)
OFSTED Safeguarding Inspection

Pupil Referral Unit (OFSTED)

Tees Valley Museum Review (MLA)
CQC Annual Assessment

VVVVVVVVYVYYY

Matters raised by our external auditors have been addressed as they have
arisen during the course of the year. The advice will be reflected in the Annual
Audit letter, which will be issued during 2010/11.

SIGNIFICANT GOVERNANCE ISSUES

The Internal Control environment has highlighted, at the end of 2009/2010, a
number of areas of concern requiring improvement and / or careful monitoring.
CIPFA guidance on the definition of a “significant internal control issue” (in
relation to the Accounts & Audit Regulations 2003) has been used to identify
appropriate issues for inclusion within this statement.
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2008/2009 Areas requiring
Improvements

Action Taken 2009/2010

Working Neighbourhoods Fund
Reduction in the controls in respect
of the commissioning and
monitoring of schemes with outside
bodies.

1. Flowchart documenting all stages of

commissioning and management process
completed;

2. Revised templates produced to document

finances/outcomes/milestones and reporting
requirements;

3. Schedule of visits drawn up and agreed with

outside bodies. First visits started in April 2009;

4. Future budget clinics reports have included

progress on output/outcomes along with spend.

Weaknesses in the monitoring on
Supporting People grant
Inadequate record keeping putting
the council at risk of potential grant
clawback.

1. The roles and responsibilities of key staff
documented and agreed;

2. Monthly meetings between supporting people
and finance staff are now taking place;

3. Additional checks by senior managements
have been implemented.

Submission of Grant Bids

There is evidence of weaknesses in
authorisation and approval
procedures within services.

1. Revised guidance issued to all services on the
authorisation requirements for grant bids and
grant claims;

2. Checklist produced and used by services to
ensure sign off by finance of all submissions.

The following control issues requiring attention were also identified during
2009/10, but a number of the actions will not be fully implemented until

2010/11

2009/2010 Areas requiring
Improvements

Action Taken /planned 2010/2011

Purchase of Swan Boats and coin
operated Toy Tractors

There were significant gaps in the
appraisal and approval processes for
these items of capital equipment.

1. Managers are to be reminded of the
approval process required for the utilization
of savings within a service.

2. Service management team to approve all
proposals to purchase capital equipment;

3. Funding for capital equipment to be
identified/agreed upfront.

Procurement of building work at
selected Middlesbrough Schools

Internal Audit identified significant
issues in the process and procedures

being followed in a number of schools.

1. All schools are informed that external
building management providers appointed
by the school cannot also undertake
building work;

2. All external building management providers
are now required to complete a declaration
of interests and declaration of non-collusive
procurement;

3. All schools are informed that where an
external building management provider is
appointed and quotations for building work
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are obtained that the  Council’s
procurement rules and procedures are
followed;

When working for the Council all external
building management providers are
required to comply with the Council’s terms
and conditions.

Management of Tied
Accommodation

Internal Audit identified weaknesses in
the management of “Tied”
accommodation linked to employment

across the Council.

wnN

review
tied

established to

and use

Officer group
Council’'s  policy
Accommodation;
Tied Accommodation rental policy written;
The Valuers Asset Register is to be
updated to show all tied accommodation;
Terms and conditions of employment
including the level of allowances paid to be
reviewed for all staff living in tied
accommodation;

Tenancy agreements to be reviewed by
legal services;

Level of rents paid are to be reviewed to
ensure consistency across the Council;
Implement a process to release tied
accommodation when an employee leaves
the service of the Council.

of

SUMMARY OF EFFECTIVENESS

Self Comments
Assessment
Score %
Core Principle 1: 97 No evidence of impact of review of vision on
Focussing on the governance arrangements.
Council’s purpose and on
outcomes for its citizens
and creating and
implementing a vision for
the area.
Core Principle 2: 97 No formal protocol for ensuring Mayor and
Members and officers Chief Executive establish their respective
working together to roles early in relationship.
achieve a common
purpose with clearly
defined functions and
roles.
Core Principle 3: 88 Not clear that conduct between partners and

Promoting high standards
of conduct and behaviour
across the Council.

Council is defined.
No evidence that procedures and operations
are designed to conform with ethical




APPENDIX H

standards and that they are monitored as
such.

No evidence that values set in partnership
for decision making and actions can be
demonstrated both individually and
collectively.

Engaging with local
people and stakeholders

Core Principle 4: 95 Audit Committee review of effectiveness
recommendations need to be embedded.

Making transparent No evidence that improvements are being

decisions which are made as a result of dealing with complaints.

subject to scrutiny and

risk management.

Core Principle 5: 97 Workforce development requires further

Developing the capacity improvement.

of members and officers

to be effective.

Core Principle 6: 88 No evidence of assessment of institutional

stakeholder relationships.

Not clear that explicit processes established
to deal with specific requirements of different
sections of Community.

No specific evidence to show that Council is
open and accessible other than constitution

Weak —Need to improve

Fit for Purpose Excell
ent

Officer and Member Review

On the basis of the self-audit processes and effectiveness reviews carried out
to date, we are satisfied that, except for the areas of concern listed above, the
Council’s corporate governance procedures, including the systems of internal
control, are adequate and are operating effectively.

We are satisfied that the Council’s management arrangements, supplemented
by the continued officer and Member involvement in the corporate governance
processes, will address the required improvement and continue to review their
development and effectiveness on an ongoing basis.
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(Director of Resources)
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Provisions

As at 31 As at 31

March March

2009 Additions Reductions 2010

£000 £000 £000 £000
Business Loan Guarantees 70 0 0 70
Unpresented Cheques Write Back 12 16 0 28
Housing Pension Contribution Deficit 3,000 0 200 2,800
Landfill Usage Liability 1 1 0 2
NDC Corporation Tax Liability 352 0 352 0
HR Initiatives & Equal Pay 621 600 772 449
Building Schools for the Future 338 77 113 302
Repayment of Capital Grants 528 0 221 307
Dilapidations Provision 129 0 129 0
Ayresome Industries DDA 60 0 60 0
Business Rents Provision 120 0 0 120

Total 5,231 694 1,847 4,078




Earmarked Reserves

Reserve

School Reserves
School Balances
Total School Reserves

Reserve

Investment Reserves
Durham Tees Valley Airport
SITA Tees Valley Ltd

Total Investment Reserves

Specific Revenue Reserves
Insurance Fund (MBC)
Insurance Fund (CCC)

DDA Access

TAD Centre Development
Accommodation Review

IT Development

Ayresome Industries

Service Middlesbrough

Social Care & Vulnerable Children
Performance Reward Grant
European Grant Reserve
Repairs and Maintenance
Enterprise Centre Sinking Fund
Initiatives Fund

Research and Development in
Future Provision in School
Investment to Save/Change
Programme

WNF and JIP Grants

VAT Reduction in Rate
Election cost Reserve
Reserve

Multi Functional Devices Reserve
ABG Reserve

Middlehaven Commuted Sums
Total Revenue Reserves

Totals
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31 March Receipts Payments 31 March
2009 in Year in Year 2010
£000 £000 £000 £000

4,826 0 140 4,686
4,826 0 140 4,686

31 March  Receipts Payments 31 March

2009 in Year in Year 2010
639 0 275 364
309 0 0 309
948 0 275 673

1,450 2,968 3,017 1,401
965 27 95 897
6 0 6 0

7 0 7 0

30 9 21
334 0 15 319
74 0 74 0
1,028 310 52 1,286
1,168 1,000 1,168 1,000
960 544 1,000 504
128 0 0 128
19 0 19 0

4 0 4 0
150 0 0 150
254 0 0 254
3,492 1095 3,285 1,302
829 797 578 1,048
23 0 23 0
35 35 0 70

31 March Receipts Payments 31 March

2009 in Year in Year 2010
48 0 39 9
200 167 86 281
0 137 0 137
11,204 7,080 9,477 8,807
16,978 7,080 9,892 14,166
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Teesside Pension Fund Financial Statements

Fund Account for the year ended 315 March

2008/09 2009/10
£000’s Notes £000’s
Contributions and Benefits
97,617 Contributions 3 100,277
7,169 Transfers in 4 11,964
6,687 Other income 5 10,663
111,473 122,904
81,175 Benefits 6 90,544
18,047 Leavers 7 14,126
1,641 Administrative expenses 8 1,523
100,863 106,193
10,610 Net additions from dealings with members 16,711
Returns on investment
72,546 Investment income 9 60,900
(429,340) Change in market value of investments 10 594,706
(878) Investment management expenses 11 (1,561)
(357,672) Net returns on investments 654,045
Net increase /(decrease) in the Fund during the
(347,062) vyear 670,756
2,047,928 Net assets of the scheme as at 15t April 1,700,866
1,700,866 At 315t March 2,371,622
Net Assets Statement as at 315t March
2008/09 2009/10
£000’s Notes £000’s
1,687,451 Investments Assets 10 2,350,040
13,761 Current Assets 12 22,286
1,713 Debtors due over 1 year 13 1,653
(2,059) Current liabilities 14 (2,357)
1,700,866 Net assets of the scheme at 315t March 2,371,622

The financial statements summarise the transactions of the scheme and deal
with the net assets at the disposal of the Administering Authority. They do not
take account of obligations to pay pensions and benefits that fall due after the
end of the scheme year.



