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AUDIT COMMITTEE

Date: Thursday 23rd July, 2026
Time: 2.00 pm
Venue: Mandela Room - Municipal Buildings

AGENDA

1. Welcome, Fire Evacuation Procedure and Recording of
Meetings

In the event the fire alarm sounds for more than 10 seconds
attendees will be advised to evacuate the building via the
nearest fire exit and assemble at the Bottle of Notes opposite
MIMA.

Members of the public have the right to film, record or
photograph public meetings. If you intend to do so, please
advise the Chair of this intention. You may be asked to stop
filming, photographing or recording a meeting if the Chair
feels that the activity is disrupting the meeting.

2. Apologies for Absence

To receive any apologies for absence.

3. Declarations of Interest

Members are asked to declare any interests in the items
under consideration and in doing so state:

(1) the type of interest concerned:

* Disclosable Pecuniary Interest (DPI) or
* Non-Pecuniary Interest (including personal or
prejudicial interest)

(2) the nature of the interest concerned.

If any member requires advice on declarations of
interests, they are advised to contact the Monitoring
Officer in advance of the meeting.
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Minutes - Audit Committee - 25 June 2026

To receive the minutes of the previous meeting.

Annual Review of Effectiveness 2025/2026

Report for approval.

Draft Annual Governance Statement

Report to note.

Role and Recruitment of an Independent Member

Report for decision.

Prudential Indicators and Treasury Management Outturn
Report 2025/2026

Report to note.

Draft Statements of Accounts 2025/2026

Report to note.

Audit Strategy Memorandum - Middlesbrough Council

Report to note.

Draft Audit Strategy Memorandum - Teesside Pension
Fund

Report to note.

Work Programme (Standard Item)

Any other urgent items which in the opinion of the Chair,
may be considered.
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Charlotte Benjamin
Corporate Director of Legal and Corporate Services

Town Hall
Middlesbrough
Wednesday 15 July 2026

MEMBERSHIP

Councillors J Ewan (Chair), D Coupe (Vice-Chair), D Branson, | Morrish, M Nugent and
L Young

Assistance in accessing information

The documents referred to on this agenda may be downloaded from the Council’s
Website: Committee structure | Middlesbrough Council

Should you have any queries on accessing the agenda and associated information,
such as alternative formats, please contact Rachael Johansson, 01642 726421,
rachael_johansson@middlesbrough.gov.uk
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INFORMATION ABOUT MIDDLESBROUGH COMMITTEE MEETINGS
Venue Accessibility

All Committee Rooms are located on the first floor of Municipal Buildings (Town Hall).
There is restricted disabled access to the first floor via a lift.

There is no on-site parking at Municipal Buildings. A map of town centre parking is
attached below. A full map of town centre parking can be found on the Council’s website:
Middlesbrough town centre parking plan - October 2025
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Agenda Item 4

Audit Committee 25 June 2026

This document was classified as: OFFICIAL
AUDIT COMMITTEE

A meeting of the Audit Committee was held on Thursday 25 June 2026.

PRESENT: Councillors J Ewan (Chair), | Morrish and M Nugent

ALSO IN C Andrew (Mazars), J Dodsworth (Veritau) and Ed Lambert-Martin (Veritau)
ATTENDANCE:

OFFICERS: J Weston, A Humble, R Horniman and R Johansson

25/1 WELCOME AND EVACUATION PROCEDURE

25/2

25/3

25/4

25/5

The Chair welcomed all present to the meeting and read out the building evacuation procedure.
APOLOGIES FOR ABSENCE

D Coupe, D Branson, L Young.

DECLARATIONS OF INTEREST

There were no declarations of interest received at this point in the meeting.

MINUTES - AUDIT COMMITTEE - 16 APRIL 2026

The minutes of the Audit Committee meeting held on 16 April 2026 were submitted and
approved as a correct record.

MANAGEMENT OF STRATEGIC RISK 17 - FUNDING FOR KEY EXTERNAL PROJECTS
LED BY TVCA OR MDC

The Chair advised the Committee that minor drafting errors had been identified within the
published report. Members were informed that paragraph 4.2 contained an erroneous X’ at the
end of the final sentence, which should be disregarded. In addition, the Financial Implications
section within Section 5 contained the wording ‘KA to complete’, which had inadvertently
remained in the published report.

The Committee was advised that the intended wording of the Financial Implications section was:

‘There is currently no direct financial risk to the Council. Any changes in regeneration activities
which may have impact upon the Council’s finances, such as reduced business rates income
or capital investment requirements, will be managed through the Council’s Medium Term
Financial Planning processes.’

The Chair confirmed that these were drafting errors only and did not affect the substance of the
report, the risk assessment or the recommendations before the Committee.

The Corporate Director of Regeneration and Housing presented the report, which provided an
update on Strategic Risk 17 relating to funding for key external projects led by the Tees Valley
Combined Authority (TVCA) and the Mayoral Development Corporation (MDC).

The Committee was advised that progress on key regeneration projects had been slower than
anticipated. Whilst this had not resulted in any direct financial risk to the Council, delays could
impact on regeneration activity and confidence in the town. Officers continued to work with
TVCA and the MDC to monitor progress and manage the associated risks.

During discussion, Members sought clarification regarding:

e Progress on regeneration projects and anticipated timescales.
e The Council’s influence over decisions taken by TVCA and the MDC.

Page 5



25/6

This document was classified as: OFFICIAL

25 June 2026

e The future of Gresham development, including the Crown site.
e The allocation of regeneration funding.
e The current risk assessment.

In response, Members were advised that Officers continued to work closely with TVCA and the
MDC to progress the regeneration projects, monitor the associated risks and explore options
for progressing the Gresham development, including the Crown site. Officers confirmed that
there remained no direct financial risk to the Council and that the current risk assessment
remained appropriate.

AGREED that:

1. The latest position regarding Strategic Risk 17 be noted.

2. The Committee considered that it had received sufficient information to be assured that
appropriate arrangements were in place to manage the risk.

3. The drafting amendments outlined by the Chair be noted.

TRAINING PROGRAMME FOR AUDIT COMMITTEE MEMBERS

The Head of Finance and Investment presented the report on behalf of the Head of Chief
Executive’s Department, seeking the Committee’s approval of the proposed Audit Committee
Member Training Programme for 2026/27.

The Committee was advised that the programme had been developed following the
recommendations arising from the Local Government Association Review of Effectiveness and
would provide a structured programme of Member development aligned to the Committee’s
Terms of Reference and the CIPFA position statement. It was explained that the programme
would strengthen Members knowledge and skills across the Committee’s core responsibilities
and support effective challenge and governance.

During discussion, Members sought clarification regarding the wording of the recommendations,
noting that the wording contained in section 2.1 of the report, page 16, differed from the
summary recommendations on page 15. Following clarification from Officers, the Chair
confirmed, and Members agreed, that the Committee would determine the recommendations
as set out in section 2.1, page 16 of the report.

Members welcomed the introduction of the structured training programme. It was suggested
that a concise overview of the programme be developed for use, where appropriate, to provide
elected Members with a high-level overview of the Audit Committee’s role and training
requirements, helping to raise awareness of the Committee and encourage future interest in
membership of the Committee, including substitute Members. The Head of Finance and
Investment confirmed that a condensed version would be developed by the end of October
2026.

Members also suggested that future training sessions could include additional information
regarding the role of the Executive to support Members understanding of the Council’s
governance arrangements.

AGREED that:

1. The proposed Audit Committee Member training programme for 2026/27 be approved.
Attendance at identified mandatory training be required for Committee Members and
substitute Members.

3. Compliance with the training programme be monitored and reported as part of the
Committee’s governance arrangements.

4. A concise overview of the Audit Committee Training Programme be developed by the
end of October 2026 for use, where appropriate, to provide elected Members with an
overview of the Committee’s role and training requirements and encourage future
interest in Committee membership, including substitute Members.
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HEAD OF INTERNAL AUDIT ANNUAL REPORT 2025/26

The Internal Audit Manager, Veritau, presented the Head of Internal Audit Annual Report
2025/26, which summarised the internal audit work completed during the year and provided the
Head of Internal Audit's annual opinion on the adequacy and effectiveness of the Council’s
framework of governance, risk management and internal control.

Members were advised that the Head of Internal Audit had provided an overall opinion of
reasonable assurance and that no significant control weaknesses had been identified requiring
inclusion within the Council’s Annual Governance Statement. The Committee also noted the
internal audit opinions issued during the year, progress in implementing agreed audit actions
and the quality assurance arrangements in place to ensure compliance with the Global Internal
Audit Standards.

During discussion, Members sought clarification regarding the requirement for an external
quality assessment every five years and were advised that this is undertaken by an independent
assessor through the Chartered Institute of Internal Auditors.

Members discussed progress against agreed audit actions and sought further assurance
regarding the reconciliation process between the Council’s payroll, finance and HR systems.
Officers explained that payroll and HR data are currently held on separate systems, requiring
manual reconciliation, particularly in relation to agency workers. Whilst no evidence had been
identified of inappropriate payroll payments, Members requested further assurance regarding
controls in place and the improvements being implemented.

Members also discussed the response rate to Veritau’s customer satisfaction survey and noted
that, while response rates remained relatively low, alternative methods of engagement
continued to be considered.

AGREED that:

1. The report be noted.

2. The Corporate Director of Finance present a report to the September 2026 meeting of
the Audit Committing providing Members with further information on the Council’s
payroll reconciliation arrangements, the improvements implemented and the assurance
that appropriate controls are in place.

OUTCOME OF THE REVIEW OF INTERNAL AUDIT

The Head of Finance and Investment presented the report, outlining the findings of the review
of the Council’s internal audit arrangements. Members were advised that the review had been
undertaken following recommendations arising from the Local Government Association Peer
Review and benchmarking against comparable unitary authorities, which identified that
Middlesbrough’s investment in internal audit was significantly lower than comparable council’s.

It was explained that the Council currently purchased 555 internal audit days per annum and
that a phased increase to 1,000 days by 2029/30 was proposed. The additional investment
would strengthen the visibility, impact and assurance provided by the internal audit function,
enable more proactive and consultancy-based work, and improve engagement with senior
management and the Audit Committee.

Members were advised that, in recent years, additional investment had been directed towards
the Council’'s counter fraud service in response to identified fraud risks, resulting in significant
increase in counter fraud activity. In contrast, the internal audit provision had remained
unchanged despite the increasing complexity of the Council’'s operations and external
expectations.

Benchmarking information demonstrated that comparable unitary authorities purchased, on
average, approximately 890 internal audit days per year. The proposed increase would
therefore be introduced on a phased basis, beginning with an additional 170 audit days in
2026/27, allowing sufficient time for the revised work programme to be embedded before
progressing towards the longer-term target.
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During discussion, Members welcome the proposals and sought clarification regarding the
benchmarking exercise, the proposed phased implementation, and the additional assurance
that would be provided through increased audit coverage. Members also noted that the
additional investment would be considered through the Medium-Term Financial Plan and that a
revised Internal Audit Work Programme would be brought forward to demonstrate how the
additional audit days would be utilised.

AGREED that:

1. The findings of the review of the Council’s current internal audit arrangements be noted.

2. The proposed phased increase in internal audit provision, subject to the availability of
resources through the Medium-Term Financial Plan, be approved.

3. Veritau present a revised Internal Audit Work Programme to a future meeting of the
Committee, setting out how the additional audit days would be utilised.

COUNTER FRAUD ANNUAL REPORT

The Assistant Director — Corporate Fraud, Veritau presented the Counter Fraud Annual Report
for 2025/26.

Members were advised that 2025/26 had been a successful year for counter fraud activity, with
the majority of savings representing cash recovered for the Council. The report highlighted
continued growth in referrals, with 155 referrals received during the year, 27 completed
investigations and three internal investigations. Members also noted the range of investigations
undertaken across service areas, including Council Tax Reduction Scheme (CTRS)
investigations.

The Committee heard that the Council continued to work closely with Human Resources in
relation to whistleblowing matters. Four whistleblowing reports has been received during the
year, and appropriate arrangements were in place to ensure concerns were investigated and
managed through the Council’s established procedures.

Members queried the increase in referrals and sought clarification on why 155 referrals had
resulted in 39 cases progressing further. It was explained that not every referral met the
threshold for a formal investigation, with some relating to intelligence, duplicate reports or
matters that could be resolved without further investigation. It was also noted that allegations
of corruption could sometimes be difficult to substantiate.

AGREED that:

1. The Counter Fraud Annual Report 2025/26 be noted.
WORK PROGRAMME (STANDARD ITEM)
The Committee considered its Work Programme.

The Chair requested that additional items arising from Internal Audit reports be incorporated
into the Work Programme where appropriate.

The Chair also requested that actions arising from the previous meeting be circulated to
Members in advance of future Audit Committee meetings.

Members agreed that the next Strategic Risk Register deep dive at the September 2026 meeting
would be SR-04 — Unlawful Decision by the Council.

AGREED that:

1. The Work Programme be noted.
That additional items arising from Internal Audit Reports be incorporated into the Work
Programme.

3. That actions arising from the previous meeting be circulated to Members in advance of
future Audit Committee meetings.

4. That the next Strategic Risk Register deep dive at the September 2026 meeting be SR-
04 — Unlawful Decision by the Council.
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25 June 2026
25/11 ANY OTHER URGENT ITEMS WHICH IN THE OPINION OF THE CHAIR, MAY BE
CONSIDERED.
None.
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Agenda Item 5

MIDDLESBROUGH COUNCIL N\iddlesbi rioi Eugh

moving forward

Report of: Head of Paid Service, Erik Scollay
Monitoring Officer, Charlotte Benjamin
Section 151 Officer, Andrew Humble

' Submitted to: " Audit Committee
' Date: ' 23 July 2026
Title: Audit Committee — Annual Review of Effectiveness 2025/2026

(Initial Stage)

' Report for: ' Decision
 Status: ' Public

Council Plan Delivering Best Value
priority:

Proposed decision(s)

That the Audit Committee:

« APPROVES the proposed approach to undertaking the Audit Committee’s annual
review of effectiveness for 2025/2026 as set out in 3.1, 3.2 and 3.3 of this report

« APPROVES that a final report, incorporating Member and officer views, will be
presented to the Committee in September 2026 for consideration

« CONSIDERS its initial views on the effectiveness of the Committee against its
terms of reference and the CIPFA Audit Committees Position Statement (2022)
and provides them in response to this report.

Executive summary

This report sets out the proposed approach to the Audit Committee’s annual review of
effectiveness for 2025/2026 and seeks the Committee’s approval to undertake the
review in line with CIPFA best practice.

The CIPFA Audit Committees Position Statement (2022) expects audit committees to
undertake an annual self-assessment of their effectiveness and to report the results to
those charged with governance. This report initiates that process for 2025/2026.

Members are asked to approve the proposed approach, which includes gathering
evidence from a range of sources, including Member reflection, officer feedback and
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progress against previous improvement actions. This reflects good practice in ensuring
that the review is evidence-based and draws on multiple perspectives.

The Committee is also asked to provide its initial views on its effectiveness at this stage.
These will form a key part of the overall evidence base.

In parallel, feedback is being sought from officers who support and engage with the
Committee. This will ensure the review reflects both Member and officer perspectives.

A final Annual Review of Effectiveness report will be presented to the Committee in
September 2026, bringing together all evidence and setting out a consolidated
assessment of effectiveness and any further improvement actions required.
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1. Purpose

1.1 To seek approval of the proposed approach to undertaking the Audit Committee’s
annual review of effectiveness for 2025/2026 and to invite initial views from Members
on the effectiveness of the Committee.

2. Recommendations

2.1 That the Audit Committee:

=  APPROVES the proposed approach to undertaking the Audit Committee’s annual review
of effectiveness for 2025/2026 as set out in 3.1, 3.2 and 3.3 of this report

=  APPROVES that a final report, incorporating Member and officer views, will be presented
to the Committee in September 2026 for consideration

= CONSIDERS its initial views on the effectiveness of the Committee against its terms of
reference and the CIPFA Audit Committees Position Statement (2022) and provides
them in response to this report.

3. Background and relevant information

3.1 The annual review for 2025/2026 will be undertaken in a structured two-stage process,
consistent with CIPFA expectations for a robust and evidence-based assessment.
Members are asked to approve the proposed approach, which will comprise:

Member self-assessment through discussion at this meeting

officer feedback, gathered through a structured survey

assessment of progress against previous review recommendations

review of the Committee’s work programme and outputs during the year to assess
delivery against its terms of reference.

3.2This approach ensures that the final assessment:

= is based on a range of perspectives
= reflects both qualitative and quantitative evidence
= supports a balanced and transparent evaluation of effectiveness.

3.3 The outputs of this stage, together with officer feedback and further analysis, will be
incorporated into a final review report that will be brought to Committee for
consideration in September 2026. The finalised review will be reflected in the next
annual report of the Committee, due to be completed in October 2026.

3.4Members are invited to actively consider and provide initial views on the effectiveness
of the Committee during 2025/2026.

3.5In doing so, Members may wish to consider their perspectives on:

* how effectively the Committee has fulfilled its terms of reference
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= the quality, consistency and impact of member challenge

= the effectiveness of training and development arrangements

= how well the Committee is contributing to strengthening governance, risk
management and internal control

= whether the Committee is appropriately focused on its core remit.

3.6 Member views provided at this meeting will be formally captured and will form a key
part of the evidence base for the final review.

3.7 Subject to Committee approval of the proposed approach, the next stage of the review
will involve:

= completion and analysis of officer feedback

= collation of Member views from this meeting

= detailed assessment of progress against the 2024/2025 external review
recommendations

= consideration of the Committee’s work programme and outputs for the year.

3.8 A final Annual Review of Effectiveness report will be presented to the Committee in
September 2026, setting out:

= a consolidated assessment of effectiveness

= asummary of Member and officer feedback

= progress against previous recommendations from the 2024/25 annual review
= any further improvement actions required.

4. Other potential alternative(s) and why these have not been recommended

4.1 Members could choose not to undertake this annual review. This is not recommended
as it would be inconsistent with the CIPFA good practice guidance on this matter and
the Committee’s commitment to the continuous improvement of its arrangements and
delivery of its functions.

5. Impact(s) of the recommended decision(s)

Topic Impact
Financial (including There are no direct financial implications arising from this
Social Value) report. The annual review of effectiveness supports the

Committee in providing assurance over the Council’s
financial governance arrangements, including value for
money and financial sustainability.

Procurement There are no direct procurement implications arising from
this report. The review of effectiveness supports oversight of
governance arrangements that underpin procurement and
contract management.

Legal There is no specific legal decision arising from this report.
However, the requirement to maintain effective governance
arrangements and review their effectiveness annually is
underpinned by the Accounts and Audit Regulations 2015
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and CIPFA guidance. This report supports compliance with
those requirements.

Risk

The annual review of effectiveness is a key element of the
Council’s assurance framework. Approval of the proposed
approach supports the identification of strengths and areas
for improvement in the Committee’s oversight of risk
management and internal control.

Human Rights, Public
Sector Equality Duty
and Community
Cohesion

There are no direct impacts arising from this report. Effective
governance arrangements support the Council in meeting its
human rights and equality duties through robust decision-
making and oversight.

Reducing poverty

There are no direct impacts arising from this report.
However, effective governance and assurance support the
delivery of the Council Plan, including priorities relating to
reducing poverty and inequality.

Climate Change /
Environmental

There are no direct impacts arising from this report. The
review supports the governance framework that underpins
delivery of the Council’s climate change and environmental
commitments.

Children and Young
People Cared for by
the Authority and
Care Leavers

There are no direct impacts arising from this report. The
Committee’s governance role supports oversight of services
and outcomes for all residents, including children and care
leavers.

Data Protection

There are no direct data protection implications arising from
this report. Officer feedback gathered as part of the review
will be handled in accordance with data protection
requirements and reported in anonymised form.

Background papers

Body Report title Date
Audit Review of the Effectiveness of Audit Committee — 31 July 2025
Committee Final Report, Recommendations and Next Steps
Full Council Annual Report of the Audit Committee 15 October
2025
Contact: Ann-Marie Johnstone, Head of Chief Executive’s Department
Email: ann-marie_johnstone@middlesbrough.gov.uk
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Agenda Item 6

MIDDLESBROUGH COUNCIL N\iddlesbi rioi Eugh

moving forward

' Report of: ' Chief Executive, Erik Scollay
' Submitted to: " Audit Committee
' Date: ' 23 July 2026
Title: ' Draft Annual Governance Statement
' Report for: " Information
 Status: ' Public
Council Plan Delivering Best Value
priority:

Proposed decision(s)

That the Audit Committee:

o CONSIDERS the robustness of the underlying review of governance and whether
the evidence presented provides sufficient assurance that the Council’s
governance arrangements are operating effectively.

« NOTES the draft Annual Governance Statement (AGS) for 2025/2026.

« NOTES the Annual Governance Statement (AGS) conclusion that the Council’s
governance arrangements were operating effectively and are fit for purpose.

« NOTES the governance improvement actions identified for 2026/2027.

« NOTES that the Committee can provide comments to inform the finalisation of the
AGS prior to its approval alongside the Statement of Accounts.

Executive summary

This report presents the draft Annual Governance Statement (AGS) for 2025/2026 that
has been published in draft.

The AGS forms part of the Council’s statutory reporting requirements under the
Accounts and Audit Regulations 2015 and provides an evidence-based assessment of
the effectiveness of the Council’s governance arrangements during the year.

The draft AGS concludes that governance arrangements were operating effectively and
are fit for purpose, supported by a comprehensive review drawing on internal and
external assurance, including Internal Audit opinion, statutory officer assurances and
member oversight arrangements.
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In line with CIPFA/SOLACE guidance, Audit Committee plays a key role in reviewing the
AGS and considering the robustness of the underlying evaluation and the adequacy of
the assurance framework prior to final approval.

The report highlights key strengths, identifies areas for continued development, and sets
out a programme of improvement actions for 2026/2027 aligned to the Council’s
commitment to continuous improvement.

Audit Committee is invited to scrutinise the draft AGS, consider whether it provides
sufficient assurance regarding governance arrangements, and provide any comments to
inform its final version.
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1. Purpose

1.1 To present the draft Annual Governance Statement (AGS) 2025/2026 to Audit
Committee for review, scrutiny and noting prior to finalisation.

2. Recommendations

2.1 That the Audit Committee:

e CONSIDERS the robustness of the underlying review of governance and whether
the evidence presented provides sufficient assurance that the Council’s
governance arrangements are operating effectively.

e NOTES the draft Annual Governance Statement (AGS) for 2025/2026.

e NOTES the Annual Governance Statement (AGS) conclusion that the Council’s
governance arrangements were operating effectively and are fit for purpose.

e NOTES the governance improvement actions identified for 2026/2027.

¢ NOTES that the Committee can provide comments to inform the finalisation of the
AGS prior to its approval alongside the Statement of Accounts.

3. Background and relevant information

3.1The Council is required to prepare an Annual Governance Statement each year to
accompany its Statement of Accounts, in accordance with the Accounts and Audit
Regulations 2015.

3.2The purpose of the AGS is to provide a transparent and evidence-based assessment of
the effectiveness of the Council’s governance arrangements, including systems of
internal control, risk management and assurance.

3.3The AGS is informed by a comprehensive annual review of governance, drawing on
multiple sources of assurance including:

the annual opinion of the Head of Internal Audit;
reports to Audit Committee, Executive and Scrutiny;
statutory officer assurances;

external audit findings and other external challenge.

3.4 The Council’s governance framework is underpinned by its Local Code of Corporate
Governance, which reflects the CIPFA/SOLACE principles of good governance. The
AGS assesses whether these arrangements are operating effectively in practice.

3.5The CIPFA/SOLACE Framework highlights that Audit Committee has a key role in
reviewing the AGS and considering the robustness of the evidence and evaluation that
underpin it, prior to its approval by the body charged with governance.

3.6 The draft AGS for 2025/2026 (Appendix 1) concludes that:

e governance arrangements were operating effectively during the year;
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e they are fit for purpose in supporting delivery of the Council’s objectives;
e there is reasonable assurance from the range of governance and assurance
processes in place.

3.7 The AGS also identifies key strengths, including:

strengthened performance and financial governance;
clearer strategic planning through a refreshed Council Plan;
embedding of a continuous improvement approach;
effective audit, scrutiny and assurance arrangements.

3.8 The Statement recognises that governance is not static and identifies areas for
continuous improvement focus during 2026/2027, including:

embedding integrated performance, financial and risk management;
strengthening partnership and place-based governance;

enhancing organisational capacity and member development;

developing information governance and digital/Al governance arrangements.

3.9 Audit Committee’s consideration of this report forms a key part of its role in providing
assurance to those charged with governance and will inform the final AGS presented
for formal approval alongside the Statement of Accounts.

4. Other potential alternative(s) and why these have not been recommended
4.1 The Committee could have not received the draft AGS as a separate report at this
stage, however this was not recommended as a course of action as providing the

Committee with a formal opportunity to review and comment on the draft AGS supports
delivery of its key role in providing assurance on governance arrangements.

5. Impact(s) of the recommended decision(s)

Topic Impact
Financial (including There are no direct financial implications arising from this
Social Value) report. The AGS provides assurance regarding the

effectiveness of the Council’s financial governance
arrangements, including financial management, internal
controls and value for money arrangements, and identifies
areas for continuous improvement.

Procurement There are no direct procurement implications arising from
this report. The AGS considers the effectiveness of
governance arrangements that support procurement and
contract management.

Legal The preparation and publication of the Annual Governance
Statement is a statutory requirement under the Accounts
and Audit Regulations 2015. This report supports
compliance with these requirements.
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Risk

The AGS provides assurance on the effectiveness of the
Council’s risk management framework and internal control
environment. It also identifies governance-related risks and
improvement actions to strengthen arrangements further.
The AGS proposed continuous improvement actions are
mapped against the strategic risk that the Council could fail
to have effective corporate governance arrangements in
place as planned future mitigation. Progress against
delivery of those risks is reported within quarterly reports to
both Executive and Overview and Scrutiny Board during the
year.

Human Rights, Public
Sector Equality Duty
and Community
Cohesion

There are no direct impacts arising from this report. The
governance framework described in the AGS supports the
Council in meeting its human rights and equality obligations
through effective decision-making and oversight
arrangements.

Reducing poverty

There are no direct impacts arising from this report. Effective
governance arrangements support the delivery of the
Council Plan, including priorities relating to reducing poverty
and inequality.

Climate Change /
Environmental

There are no direct impacts arising from this report.

Children and Young
People Cared for by
the Authority and
Care Leavers

There are no direct impacts arising from this report.

Data Protection

There are no direct impacts arising from this report. The
AGS includes consideration of the Council’s information
governance arrangements, including data protection, data
quality and digital governance.

Appendices

'1 | 2025/26 Draft Annual Governance Statement

Background papers

Body Report title Date

Full Council Local Code of Corporate Governance 1 April 2026
Contact: Ann-Marie Johnstone, Head of Chief Executive’s Department
Email: Ann-Marie_Johnstone@middlesbrough.gov.uk
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APPENDIX 1
Annual Governance Statement (AGS) 2025/2026
1. Executive Summary

This Annual Governance Statement provides a summary of the Council’s
assessment of the effectiveness of its governance arrangements during 2025/26 and
sets out the actions being taken to ensure they remain fit for purpose.

Overall conclusion

The Council concludes that its governance arrangements were operating
effectively during 2025/26 and that they are fit for purpose in supporting the
delivery of the Council’s objectives and its responsibilities for securing continuous
improvement and best value in the use of its resources and delivery of services.

This conclusion is based on a comprehensive, evidence-based review drawing on
internal and external assurance, including the annual opinion of the Head of Internal
Audit, reports to members, statutory officer assurances and external audit findings.
These sources provide reasonable assurance that governance arrangements are
operating as intended.

The review has confirmed that the governance arrangements set out in the Council’s
Local Code of Corporate Governance, including those underpinning the seven
principles of good governance, were in place and operating effectively in
practice.

Key strengths

During 2025/26, the Council has continued to strengthen its governance
arrangements. Key areas of effective governance include:

= Strengthened performance and financial governance, with the introduction of a
refreshed Performance and Financial Management Policy, improving alignment
between resources, priorities and delivery

= Clearer strategic planning and outcomes framework, through a refreshed Council
Plan and the commencement of the development of directorate plans

= A systematic approach to continuous improvement, embedding improvement
activity within core business processes rather than time-limited programmes

= Effective audit, scrutiny and assurance arrangements, including an enhanced
Audit Committee work programme and the introduction of a formal review of its
effectiveness

= A strong governance framework, underpinned by an up-to-date Local Code of
Corporate Governance and an actively managed Constitution.

These developments demonstrate continued progress in strengthening governance

and embedding a culture of accountability, transparency and continuous
improvement.
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Areas for continued focus

While governance arrangements are operating effectively, the Council recognises
the importance of ongoing development to ensure they remain robust and resilient in
a changing environment.

The improvement actions identified in this Statement reflect the Council’s
commitment to continuous improvement, rather than significant weaknesses in
governance arrangements. Key areas of focus for 2026/27 include:

= further embedding integrated performance, financial and risk management

= strengthening partnership and place-based governance arrangements

= enhancing member development and organisational capacity

= continuing to develop information governance, digital and data management
arrangements, including the governance of emerging technologies.

Governance outlook

The Council operates in a challenging and evolving environment, including ongoing
financial pressures, increasing demand for services and wider changes in the local
government landscape.

The Council has identified a number of key governance risks and priorities for the
coming year, including:

= maintaining financial sustainability and strengthening medium-term financial
resilience;

= embedding new performance and planning frameworks to support delivery of
outcomes

= ensuring effective governance of partnerships and collaborative arrangements

= managing risks associated with data, digital transformation and emerging
technologies, including artificial intelligence.

The Council is confident that its governance arrangements provide a sound basis for
addressing these challenges and will continue to evolve them to ensure they remain
effective.

2. Scope of Responsibility and Governance Framework

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. In discharging this responsibility, the Council must put in place proper
arrangements for the governance of its affairs, the effective exercise of its functions
and the management of risk.
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Under the Local Government Act 1999, the Council has a statutory duty to secure
continuous improvement in the way its functions are exercised, having regard to
economy, efficiency and effectiveness. The Council is also required by the Accounts
and Audit Regulations 2015 to conduct, at least annually, a review of the
effectiveness of its system of internal control and to prepare and publish an Annual
Governance Statement (AGS) alongside its Statement of Accounts.

The purpose of this AGS is to provide an honest and transparent assessment of
whether the Council’s governance arrangements were fit for purpose during the year,
based on a review of their effectiveness in practice, and to identify any actions
required to strengthen governance going forward. The AGS also looks ahead,
reflecting on whether the Council’s governance arrangements are sufficiently
resilient to address current and emerging challenges.

Governance Framework

The Council’s governance framework is underpinned by its Local Code of Corporate
Governance (LCCG), which was reviewed, updated and adopted by Full Council in
April 2026. The LCCG sets out how the Council applies the seven principles of good
governance established in Delivering Good Governance in Local Government
(CIPFA/SOLACE, 2016), together with the requirements of the 2025 addendum to
that guidance.

The LCCG describes the culture, values, structures, processes and assurance
mechanisms through which governance is delivered across the Council, including
arrangements relating to ethical conduct, decision-making, risk management,
performance management, financial management, audit, scrutiny and accountability.
The detail of these arrangements is set out in the Code and supporting policies and
procedures and is therefore not repeated in this Statement.

This AGS uses the Local Code of Corporate Governance as its primary benchmark.
It assesses whether the arrangements described in the Code were operating
effectively during the year and whether they supported the achievement of the
Council’s objectives and its responsibilities for best value.

Roles and Responsibilities

Overall responsibility for governance rests with those charged with governance,
namely Full Council. Full Council sets the Council’s Constitution and approves the
policy framework, including the Council Plan and the Medium-Term Financial Plan.
The Executive is responsible for discharging the Council’s executive functions in
accordance with the Constitution and for implementing policies and plans approved
by Council.

The Audit Committee provides independent assurance to those charged with
governance on the adequacy of the Council’s governance, risk management and
internal control arrangements. It oversees the work of both internal and external
audit and plays a key role in scrutinising financial and governance reporting,
supporting transparency and public accountability.
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Oversight and challenge of Executive decision-making is provided through the
Overview and Scrutiny function, which supports effective accountability and
constructive challenge.

The Council’s statutory officers are the Head of Paid Service (Chief Executive), the
Section 151 Officer (Corporate Director of Finance) and the Monitoring Officer
(Corporate Director of Legal and Corporate Services). They have specific
responsibilities for maintaining effective governance arrangements. Together with
the wider Leadership Management Team, they are responsible for embedding the
governance framework within day-to-day operations and ensuring that staff comply
with the Council’s policies, procedures and values.

Internal Audit provides independent and objective assurance on the adequacy and
effectiveness of governance, risk management and internal control arrangements.

External Audit provides independent assurance on the Council’s financial statements
and on whether the Council has put in place proper arrangements to secure value for
money, in accordance with the Code of Audit Practice.

Relationship Between the AGS and the LCCG

The Local Code of Corporate Governance (LCCG) is the Council’s standing
statement of how good governance is designed and delivered. The Annual
Governance Statement is the Council’s annual assurance report on whether those
arrangements are working effectively in practice.

The AGS does not seek to repeat descriptions of governance processes. Instead, it:

o assesses effectiveness against the seven governance principles;

e draws on a range of internal and external sources of assurance;

« identifies significant governance issues and areas for improvement; and

o sets out actions to strengthen governance where required.

Taken together, the LCCG and the AGS provide a coherent and transparent
framework through which the Council demonstrates accountability, promotes
continuous improvement and maintains public confidence in the way it governs its
affairs.

3. The Local Code of Corporate Governance — How It Is Used

Middlesbrough Council’s Local Code of Corporate Governance (LCCG) sets out how
the Council applies the principles of good governance in practice. It describes the
key arrangements, policies, systems and assurance mechanisms that together form
the Council’s governance framework and demonstrates alignment with the seven
principles of good governance established by CIPFA and SOLACE.

The LCCG is a standing document and provides the baseline description of

governance arrangements. It is supported by the Council’s Constitution, strategies,
policies, frameworks and procedures, which collectively embed governance
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requirements into the Council’s culture and day to day operations. The LCCG is
reviewed annually and updated where changes to the Council’s operating
environment, legislation or guidance require this.

The Annual Governance Statement (AGS) does not restate the contents of the
LCCG. It uses the Code as a reference point against which the Council undertakes
its annual review of governance effectiveness. This ensures that the AGS focuses on
whether governance arrangements are operating effectively in practice, rather than
on whether they simply exist.

In preparing this Statement, the Council has assessed:

= whether the arrangements described in the LCCG were in place and operating
effectively during the year

» whether those arrangements supported the delivery of the Council’s objectives
and its responsibilities for economy, efficiency and effectiveness

» whether there were any significant gaps, weaknesses or barriers that limited the
effectiveness of governance arrangements

= whether governance arrangements remain sufficiently robust and resilient to
address current and emerging challenges.

Where the AGS identifies that there are significant gaps in governance
arrangements as set out in the LCCG and they are not operating as intended, these
matters are explicitly reported in this AGS together with the actions being taken to
address them. This approach reflects the Council’s commitment to openness, self-
assessment and continuous improvement. The AGS will also continue to capture
wider corporate governance improvement actions planned in the coming year.

4. Annual Review of Governance — Methodology
The Council undertakes an annual review of the effectiveness of its governance
arrangements to meet the requirements of the Accounts and Audit Regulations and

to provide assurance to members, stakeholders and the public that governance
arrangements are operating as intended.

Sources of Assurance

The review drew on a wide range of assurance sources, including:

= reports and updates considered by the Audit Committee during 2025/26 as part
of its approved work programme

= the Audit Committee’s review of its own effectiveness, completed during
2025/26 and reported to Full Council for the first time

= reports to Executive, Overview and Scrutiny and Full Council on governance,
performance, finance and risk

= The overall opinion of the Head of Internal Audit on the framework of
governance, risk management and control operating at the Council is that it
provides Reasonable Assurance
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= Internal Audit reports (21 were issued in 2025/26. Of those 9 had substantial
assurance, 9 had reasonable assurance, 2 had limited assurance and no
opinion was given in 1)

= External Audit reports

= statutory officer assurances

= delivery of the Council’'s Continuous Improvement Plan

= outcomes from external challenge, peer reviews and inspection activity where
relevant.

This approach ensured that the review reflected a range of perspectives and sources
of evidence and was proportionate to the Council’s scale, complexity and risk profile.

Audit Committee Oversight

During 2025/26, Audit Committee received and considered a comprehensive
programme of reports across its full remit, enabling it to form a view on the adequacy
of the Council’s governance, risk management and internal control arrangements in
line with its terms of reference that adhere to the CIPFA standard terms of reference.
Reports considered included:

= corporate governance and compliance with the Local Code of Corporate
Governance

= financial management, treasury management and budget monitoring

= risk management and strategic risks

= corporate governance assurance reports

= internal audit plans, progress and outcomes

= external audit findings and value for money commentary

= counter fraud and information governance

= Agreement of the Governance and Assurance Mapping Policy

= progress against improvement and assurance actions.

Delivery of the work programme provided the Committee with assurance that
governance arrangements were subject to regular, structured scrutiny and challenge
during the year.

In addition, the Audit Committee completed a formal review of its own effectiveness
during 2025/26 for the first time. The review was led by an experienced former
Section 151 Officer. The review concluded that the Committee was operating
effectively and in line with its terms of reference, with key findings including:

= it had improved clarity of focus on governance and assurance

= it had increased visibility and transparency of the Committee’s work programme

= recommendations for areas for further development to strengthen
effectiveness.

An action plan arising from the review was agreed by the Committee and is being
progressed to support continued improvement.

The results of the annual review were considered by senior officers and the Audit
Committee before being reflected in this AGS.
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The conclusions set out in this Statement therefore represent a corporate
assessment of governance effectiveness, informed by assurance, challenge and
evidence.

5. Assessment of Effectiveness Against the Governance Principles

Overall Assessment

Based on the review undertaken and the sources of assurance set out in Section 4,
the Council concludes that its governance arrangements were operating
effectively during 2025/26.

The review has confirmed that the governance arrangements set out in the Council’s
Local Code of Corporate Governance, including the core arrangements underpinning
each of the seven principles of good governance, were in place and operating
effectively in practice and supported the achievement of the Council’s objectives and
its responsibilities for economy, efficiency and effectiveness.

This conclusion is informed by a comprehensive and evidence-based assessment
drawing on internal audit’s annual opinion, external audit findings, reports to
members, statutory officer assurances and wider sources of independent challenge
and scrutiny. Taken together, these sources provide reasonable assurance that the
Council’s governance framework is fit for purpose.

The Council has continued to strengthen its governance arrangements during the
year, particularly in relation to performance and financial management, and has
embedded a clear and systematic approach to continuous improvement within its
governance and assurance framework.

The improvement actions identified within this Statement reflect the Council’s
ongoing commitment to continuous improvement and strengthening of governance
arrangements, rather than significant weaknesses or failures in the operation of the
governance framework.

Page 29



This document was classified as: OFFICIAL

Strengthening Performance and Financial Governance

During 2025/26, the Council took significant steps to strengthen its approach to
performance and financial governance. This resulted in Executive approving a
refreshed Performance and Financial Management Policy in April 2026. This
concluded a review that reset the Council’s approach and established the policy
foundation for integrating performance and financial management and reporting. This
reflects best practice and directly addressed a long-standing recommendation from
the Council’s former Independent Improvement Advisory Board, which had
highlighted the need for clearer alignment between performance, finance and
decision-making during the period when the Council was subject to a Best Value
Notice.

The refreshed policy supports:

= clearer articulation of outcomes and priorities
= improved alignment between financial planning and performance management
= more consistent, transparent reporting to members and senior leaders.

Council Plan

In March 2026, Executive approved a refreshed Council Plan, which clarified the
Council’s outcomes. The Council then set out the activities required to deliver them,
and identified the key performance indicators that will be used to measure progress.
These are articulated in Directorate Service Plans that are being developed for
2026/7.

Completion of this work addressed a concern raised by the Council’s external
auditors, Forvis Mazars, in their Audit Completion Report for 2024/25. The auditors
noted that, while significant progress had been made, further work was required to
fully embed the Council Plan and strengthen the links between the Mayor’s priorities,
performance management and value for money arrangements.

The refreshed Council Plan, together with the new Performance and Financial
Management Policy, provides a clearer and more coherent framework for
demonstrating economy, efficiency and effectiveness and strengthens the Council’s
overall best value arrangements.

Transition to Continuous Improvement

During 2025/26, Executive also approved:

= arevised Programme and Project Management Policy
= the cessation of the Council’s formal transformation programme.

This marked a deliberate transition towards a best-practice model of continuous

improvement, embedding improvement activity across all aspects of the Council’s
business rather than delivering it through a time-limited programme.
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During 2026/27, the Council is re-establishing Directorate Plans to demonstrate a
clear and explicit link between the Council Plan, directorate activities and individual
appraisal objectives. These plans will also capture statutory obligations, improving
visibility and accountability for both members and stakeholders. The Council has
embedded the emerging Local Outcomes Framework (LOF) within its directorate
planning and performance and financial management arrangements to ensure that it
can demonstrate grip on the outcomes within the LOF.

In line with the Council’s commitment to embedding continuous improvement within
its governance frameworks, action has been taken to embed the remaining actions
from the current plan within this AGS and, where relevant within Directorate Plans.
Future continuous improvement activity requirements will be systematically
considered, identified and implemented within both the integrated performance and
financial management cycle being put in place during 2026/27 and the Governance
and Assurance Mapping policy which was agreed by Audit Committee in April 2026.

Financial Position and Ongoing Financial Risk

The Council’s financial position continued to improve during 2025/26; however,
financial sustainability remains a key area of focus.

The final revenue outturn for 2025/26 was a slight overspend of £2.147m after the
application of corporate contingencies and other central resources.

There continued to be significant budget pressures within both Children’s and Adults
Social Care, with overspends of £7.455m and £1.272m respectively. There were
also overspends within Environment, Communities and Culture and Education and
Partnerships (£1.108m and £0.348m). While the overall budget outturn represents a
more stable position than in previous years, the incidents of overspending reinforces
the need for continued financial discipline, robust monitoring and early corrective
action.

Whilst the level of usable unrestricted reserves increased from £21.654m to
£25.529m at year-end, there remains a need to further increase reserves to target
levels as set out in the Council’s Medium Term Financial Plan.

The Council is committed to growing the reserves during the medium term which is
reflected in budget strategy. The Council is fully sighted on the potential impact of
poor budget management and the effects that overspends on budgets would have
on reserves.

The Council recognises that ongoing caution is required given continued demand
pressures, inflationary impacts and uncertainty in the wider funding environment.
Financial governance and medium-term financial planning therefore remain priority
areas within the governance framework. Implementation of integrated financial and
performance management arrangements during 2026/27 will support concerted
action to identify pressures, their drivers and agreement of corrective actions.
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Working with Tees Valley Combined Authority

The Council continues to work constructively with the Tees Valley Combined
Authority (TVCA) while it remains subject to a Best Value Notice. The Council
acknowledges the challenges this has created but also recognises the progress that
has been made in strengthening governance and assurance arrangements within the
Combined Authority. Middlesbrough Council remains committed to playing a positive
and supportive role as a constituent authority and to contributing to the continued
improvement of governance, transparency and decision-making at a regional level.

Effective partnership working with the Combined Authority remains important to the
delivery of economic growth and regeneration outcomes for the borough, and the
Council will continue to engage actively and constructively as improvement activity
progresses.

Maintaining a Fit-for-Purpose Constitution

In May 2026, Full Council considered the annual review of the Constitution. The
review concluded that the Constitution remains fit for purpose, with no major
changes required.

The review demonstrated good practice in:

= actively managing the Constitution as a living document
= ensuring that governance arrangements remain current, accessible and
understood.

The Council will continue to undertake annual constitutional reviews to ensure
governance arrangements evolve in line with legislation, guidance and organisational
change. The principle of annual reviews has been embedded within the Council’s
standing agenda for Annual Meetings of Full Council.

Ongoing strateqgic commitment to embedding the values and Nolan principles within
the organisation

During 2025/26 the Council maintained its positive direction of travel on work to
ensure its Values and the Nolan Principles are embedded within the organisation. It
continued to deliver the People Strategy, which sets its strategic ambitions around
staff engagement. Within its April 2026 report to Audit Committee, it reported
extensively on the initiatives delivered and the impact of the strategy. Impacts
included further reductions in sickness and reductions in turnover for the third year in
a row. The number of staff who engaged with the latest staff survey also increased
significantly.

6. Significant Governance Issues and Improvement Actions
The Council recognises that effective governance requires continual review and
development. While governance arrangements were generally operating effectively

during 2025/26, the annual review has identified a number of areas where further
strengthening is required to ensure governance arrangements remain robust,
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proportionate and fit for the future. This review provides a practical opportunity for
the Council to evidence the impact of its commitment to Continuous Improvement
and as such the planned improvement actions set out for 2026/27 at the end of this
statement are wider than the content in this document.

7. Progress Against Prior-Year Governance Actions

The table below sets out those actions which were identified in previous AGSs and
their status:

Issue

Action

Lead officer

Status

(2023/24 AGS) The Council
needs to ensure that as it
transforms, it ensures that it
has the right staff, in the right
roles who are able to take
the right decisions and
actions to be able to deliver
the best outcomes for our
residents.

Development of
a Workforce
Plan to ensure
staff at all levels
have the skills
and capabilities
to be successful
in their roles

Head of Human
Resources

Initial commitment has been
amended to put in place a more
detailed set of plans for each
directorate.

In January 2026 Leadership
Management Team agreed a
programme of actions to implement
workforce plans for each
department by March 2028.

(2023/24 AGS) As the public
sector continues to manage
service delivery within

Put in place a

Reprofiled to August 2026 within the
Continuous Improvement Plan to

significant pressures, joined Strategic reflect the plan to develop this
up partnership working Partnerships Chief Executive oraanically. alonaside the emerain
across the system will be key | Strategy. 9 Y, 9 nerging
to delivery of improved place strategy and then codify it

) formally.
outcomes for residents.
Following successful delivery | Continue to chlalrlr?rii\t,:rlltgnttht% Ceii)nubn;él dsin
of actions to address serious | implement the continuous improvement \?vithin its
weaknesses in the Council’'s | Continuous overnance frameworks. action has
corporate governance Improvement g taken t bed th’ -
arrangements, the Council Plan, which een taken fo embed e remaining

recognised the need to
maintain momentum and
establish a cycle of
continuous improvement
activity. In March 2025
Council was presented with
the first version of the
Continuous Improvement
Plan.

includes actions
that will
strengthen the
Council’s
corporate
governance
arrangements
and commence
reporting on
progress
against the plan
on a quarterly
basis to

Chief Executive

actions from the current plan within
this AGS and, where relevant within
the Directorate Plans that will be put
in place during 2026/27. Future
continuous improvement activity
requirements will be systematically
considered, identified and
implemented within the integrated
performance and financial
management cycle being put in
place during 2026/27.
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Issue

associated with use of the
company, it still needs to
complete the formal closure
of the Company.

Action Lead officer Status
Executive and
Overview and
Scrutiny Board
from July 2025
onwards.
The Council has an ongoing
commitment within its
Neighbourhood model to :
reset its approach to Community
: Engagement To be delivered by August 2026.
community engagement. As > Head of . . .
. . policy and . Work is underway to deliver this
part of this, the Council will Neighbourhoods oy .
. ; : approach to be within the Neighbourhoods model.
articulate its revised
L developed
approach within a
Community Engagement
policy.
Liquidation and closure of the
Middlesbrough Development
g(;)rrr?ﬁ:)r:);hhaans;ieeizarlrllore Reprofiled from October 2025 to
np gnaty: Ensure the Deputy 151 February 2026. Further reprofiled to
anticipated, as a result, while ; . ;
. Company is fully | Officer, Head of | October 2026 to allow technical
the Council has addressed liqui X h K
the key governance issues iquidated during C.orporate steps that need to be taken by
2025/26. Finance Government as part of the standard

process of liquidating a company.

8. Governance Outlook and Emerging Risks

The Council recognises that effective governance requires not only assurance over
past arrangements but also a clear understanding of the governance challenges and
risks that may impact on its ability to deliver outcomes in the future. This section
highlights the key strategic governance risks that are expected to shape the
Council’s operating environment over the medium term and the actions being taken

to manage them.

This section does not duplicate the Council’s strategic risk register. Instead, it
focuses on those risks with a direct governance dimension that require continued
oversight by members and senior leadership.

Local Elections 2027

The May 2027 local elections represent a significant governance milestone for the
Council. There is potential for changes in political leadership, priorities and
governance arrangements, which will require careful management to ensure
continuity of good governance and service delivery.
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Financial Sustainability and Budgetary Pressures

While the Council’s financial position has stabilised in recent years, financial
sustainability remains one of the most significant governance risks facing the
organisation.

The Council will maintain a laser focus on the budget, supported by the introduction
of an integrated performance and financial management approach. This will enable:

= earlier identification of emerging financial pressures

= improved understanding of the drivers of overspends

= use of predictive analytics to support forecasting and scenario planning

= more timely corrective action where performance or financial outcomes are not
at the required level.

Financial governance, medium-term financial planning and disciplined budget
management will therefore remain priority areas of focus.

Performance Management and Delivery of Outcomes

The Council has made significant progress in strengthening its performance and
financial governance framework. The key challenge now is to ensure that these
arrangements are fully embedded and consistently applied across the organisation.
The re-establishment of Directorate service plans during 2026/27 will be a critical
component of this.

Partnership and Place-Based Governance

Partnership working will continue to be central to the delivery of improved outcomes
for residents. The Council recognises that partnership arrangements bring both
opportunity and governance risk, particularly in relation to accountability,
transparency and decision-making.

Workforce Capacity, Capability and Organisational Resilience

The Council’s ability to deliver good governance and high-quality services is
dependent on having a skilled, engaged and resilient workforce.

Investing in delivery of the People Strategy remains a key mechanism for mitigating
governance risk. The Council recognises that workforce resilience is a critical
enabler of effective governance and sustainable improvement.

Information Governance, Data Quality, Al and Digital Risks

The increasing reliance on data, digital systems and technology presents both
opportunity and risk from a governance perspective. Ongoing implementation of the
Council’s Information Strategy and Digital Strategy during 2026/27 will be essential
to:

Page 35



This document was classified as: OFFICIAL

= maintaining compliance with information governance and data protection
requirements

= ensuring the quality, accuracy and integrity of data used to support
decision-making

= providing secure platforms that enable innovation and improved efficiency and
effectiveness in service delivery.

Effective governance of digital change, records management, cyber risk and data
quality will therefore remain an important area of focus for members and senior
officers. In addition, the rapidly evolving development of Artificial Intelligence (Al)
creates both risks and opportunities that will need to be carefully balanced to ensure
lawful use of emerging technologies while also exploiting opportunities to improve
processes and outcomes, while reducing costs. The Council put in place an Al
Policy during 2025/26 as a foundation step to ensure there is a controlled approach
to this. The Policy forms part of the Information Governance Framework.

9. Conclusion and Approval

In summary, the Council has had a generally effective set of control measures in
place during 2025/26, alongside a methodology in place to identify and deliver
improvements where there have been weaknesses. It has taken steps to embed
continuous improvement within its corporate planning and performance frameworks
to ensure it has systems in place to continue to be able to effectively identify and
address areas where improvements are required to improve outcomes and
compliance.

Mayor, Chris Cooke
Chief Executive, Erik Scollay
Section 151 Officer, Andrew Humble CPFA

Document will be formally signed by the above when it is finalised as part of the
statement of accounts, following completion of the inspection period.
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Corporate Governance Priorities for 2026/2027

The following table sets out the continuous improvement priorities for the Council in relation to governance for 2026/27 which were

identified as part of the Council’s assessment of the effectiveness of its corporate governance arrangements in 2025/26:

Issue

Members need to be enabled as customers to get the information
they need, when they need it and to raise their constituency
casework concerns with the Council and they need an effective

Implementation of additional resources within
Environment, Communities and Culture to
provide interim improvements to

Environment,
Communities and
Culture

Action Lead officer Target date
The Council is committed to working with partners more effectively D .
. . evelop and agree a place strategy for the Director of
to co-produce a vision for the town, alongside a strategy, town with partners that is co-produced with Regeneration and September
underpinned by agreed principles which will govern how we will artners and kev stakeholders Housin 2026
work together to deliver improved outcomes for our residents. P y ) using
Following agreement of the revised Programme and Project Complete a refresh of the Programme and
Management Policy, action is needed to amend the underpinning Project Management Framework PMO Manager July 2026
framework to ensure it aligns with the new policy.
Audit Committee needs to deliver its agreed action plan to Complete the next annual review of the Audit
improve its effectiveness and embed an annual cycle of annual Committee and report the outcome of the Audit Committee October 2026
reviews of effectiveness and reporting to full Council. review to Full Council
Provision of an oversight cycle that allows for the consideration of Section 151 Officer
finance, performance and risk issues within one setting will Imol tint ted fi ial " d the Head of Chief | Septemb
strengthen the Council’s performance, financial and risk mpiement integrated inancial, periormance | and the nead ot Lhie eptember
management and drive an improved focus on priorities and and risk reporting from Quarter One 2026/27 | Executive’s 2026
necessary corrective action to achieve them. Department
The Council needs to ensure that its approach to Member
Development needs continues to align with the needs of Members Review and implement a revised Member
and that it effectively plans for the potential impact that the 2027 Development Strategy, ready to launch for Director of Legal and
Local Elections will have on the composition and needs of the new and returning Mer;wbers following the Corporate Services May 2027
elected member cohort. The revised strategy needs to ensure a May 2027 local election (Monitoring Officer)
continuous training offer to ensure members are supported '
throughout the life of the administration.
The Council needs to ensure it has the capacity to be able to act ﬁ:ﬁfgfgr:é]:t %ZZ%au%?cﬂf\}vgz %c;r;]t;ir;;%u:s a Head of the Chief
on opportunities for continuous improvement that are identified rowth area and funded within the budaet Executive’s July 2026
within its integrated performance and financial management cycle. grov 9 Department
setting process
Director of June 2026
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Issue

Action Lead officer Target date
system that gives them timely and effective responses to their management of constituency casework
queries. contacts.
Implementation of the Customer Charter and | Head of Customer, March 2027
delivery of a Council wide training Resident and Business
programme during 2026/27. Support
Information Governance improvements arising from the traffic Delivery of an improvement plan during Head of Fleet March 2027
commissioner report 2026/27 to address outstanding issues Management
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Agenda ltem 7

MIDDLESBROUGH COUNCIL N\iddlesbi rioi Eugh

moving forward

Report of: Corporate Director of Finance (S151 Officer) — Andrew Humble
Corporate Director of Legal and Corporate Services (Monitoring
Officer) — Charlotte Benjamin

' Submitted to: " Audit Committee
' Date: ' 23 July 2026
Title: Role and Recruitment of an Independent Person for Audit
Committee
' Report for: ' Decision
 Status: ' Public
Council Plan Delivering Best Value
priority:

Proposed decision(s)

That the Audit Committee:

e NOTES the planned approach to the co-option of up to two non-voting independent
(i.e. non-councillor) persons for the Audit Committee, in accordance with the planned
approach outlined in this report.

o DELEGATES authority to the S151 Officer, following consultation with the Monitoring
Officer and Chair and Vice Chair of the Committee, to agree a final specification for
the role.

o NOTES that the final appointment of any successful candidates will be a decision for
Full Council.

Executive summary

For several years, the practice of appointing Independent Persons to the Audit
Committee has been best practice to maintain good governance within a local authority.
The Council has had provision in place for this to occur but has not attempted to recruit
to these places, following past failed recruitment attempts. Under new legislation, this
will become a statutory requirement once enacted when Parliament implements
Regulations to make the requirements a legal obligation.

The review of effectiveness of the Audit Committee, undertaken by the Local
Government Association in July 2025, also highlighted the benefits of appointing
Independent Persons and recommended that this was considered further.
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This report outlines a proposal to recruit two Independent Persons and outlines a
process to be followed.

1. Purpose

1.1 To enable Members to consider the appointment of Independent Persons to the Audit
Committee and confirm the outline recruitment process and role description.

2. Recommendations
2.1 That the Audit Committee:

e NOTES the planned approach to the co-option of up to two non-voting Independent
(i.e. non-councillor) Persons for the Audit Committee, in accordance with the planned
approach outlined in this report.

e DELEGATES authority to the S151 Officer, following consultation with the Monitoring
Officer and Chair and Vice Chair of the Committee, to agree a final specification for the
role.

e NOTES that the final appointment of any successful candidates will be a decision for
Full Council.

3. Background and relevant information

3.1 The Audit Committee’s purpose is to provide an independent and high-level focus on
the arrangements for governance, risk, accounting, and control at the Council. The
Committee’s role is to ensure that there is sufficient assurance over these aspects and
gives confidence that the arrangements in place are effective.

3.2CIPFA (the Chartered Institute of Public Finance and Accountancy) best practice
previously advised that Audit Committees should actively explore the appointment of at
least one Independent Person to the Committee. This is to demonstrate good
governance principles and independence from the Executive and other political
allegiances. It also brings into the Committee a specialist skill set which may not exist
within these meetings at present.

3.3 The review of the effectiveness of the Audit Committee at Middlesbrough was
undertaken by the Local Government Association and presented to Members on 31
July 2025, also recommended that two Independent (non-Councillor) Persons should
be co-opted to the Committee on an appropriate level of remuneration. This
recommendation was agreed in principle by the Committee and included in its annual
report to Full Council in October 2025 where it was endorsed.

3.41In the interim, recent legislation, the English Devolution and Community Empowerment
Act 2026 will mandate that local authorities and combined authorities establish formal
audit committees once the necessary regulations have been passed to make this
provision live.
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3.5The current version of the Council Constitution (section 10.7.2) has specific provision
about this, setting out that the Council may co-opt up to two Independent Persons to
the Audit Committee.

3.6 Good practice shows that the appointment of an Independent Person is beneficial to
Audit Committees. The injection of an external view can often bring a new and
constructive approach to committee discussions. Authorities that have chosen to recruit
Independent Persons have done so for several reasons:

¢ To bring additional knowledge and expertise to the committee.

¢ To reinforce the political neutrality and independence of the committee, and

¢ To maintain continuity of committee membership where membership is affected by
the electoral cycle.

3.7 The Independent Panel for Members Remuneration considered the issue of an
Independent Person for audit earlier this year, in view of the expected legislative
requirement, and what level of payment should be recommended.

3.8 The Panel was advised that Independent Persons of the Audit Committee would likely
be specialists in audit or finance fields and would be providing the Committee with
detailed technical advice. As part of the data collection from the cohort of 16 Councils,
the Panel found that, on average, amounts ranged from approximately £600 to £1,000
per annum (for those that paid an allowance). Considering this, and the need to appoint
a person with the appropriate skill set, the Panel felt that an annual payment of £800
would be appropriate. This recommendation was approved by the Council.

The Recruitment Process

3.91t is proposed that the Committee now supports officers seeking to co-opt up to two
Independent Persons.

3.10 A suggested role profile for an Independent Person is set out at Appendix 1. This is
based on the skills, knowledge, and experience required from the role and has been
compiled based upon several similar profiles already approved by other local authority
audit committees.

3.11 There will be an assessment process undertaken by the Monitoring Officer and Section
151 Officer of applicants. Any successful candidate(s) would need approval by Full
Council. If there are more appointable candidates than roles available, Full Council will
be invited to vote on the appointments and will be supported by recommendations from
the Section 151 Officer and the Monitoring Officer.

4. Other potential alternative(s) and why these have not been recommended

4.1 Members could consider not supporting the appointment of Independent Persons to the
Committee, but this would be contrary to both the forthcoming statutory requirement,
the agreed composition of the Committee as determined at the May 2026 Council

Annual Meeting and best practice.

5. Impact(s) of the recommended decision(s)
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Topic

Impact

Financial (including
Social Value)

The Independent Panel on Member Remuneration
recommended to the Council that the role of an Independent
Person on Audit Committee should be £800 per annum. As
there is provision for two of these in the Constitution, the
total cost would be £1,600 per municipal year going
forwards.

Procurement

No applicable issues for this report.

Legal

The recent English Devolution and Community
Empowerment Act highlighted in the report sets out that it
will be a mandatory requirement to have an Independent
Person as part of the membership of audit committees, once
the necessary regulations are enacted to make this
requirement a live legal obligation.

Risk

The appointment of Independent Persons to the Committee
is seen as best practice in terms of good governance and
minimising the levels of risk facing the organisation.

Human Rights, Public
Sector Equality Duty
and Community
Cohesion

No applicable issues for this report.

Reducing poverty

No applicable issues for this report.

Climate Change /
Environmental

No applicable issues for this report.

Children and Young
People Cared for by
the Authority and
Care Leavers

No applicable issues for this report.

Data Protection

No applicable issues for this report.

Appendices

1

' Independent Person suggested role profile

Background papers

Body Report title Date

Audit Committee | Review of the Effectiveness of Audit | 31 July 2025
Committee — Final Report,
Recommendations, and Next Steps.

Page 42




This document was classified as: OFFICIAL

Full Council Audit Committee Annual Report 15 October 2025

Full Council Committee Committees — | 20 May 2026
Establishment — Terms of Reference —

Allocation of Places — Memberships —
2026-2027

Contact: Justin Weston, Head of Corporate Finance (Deputy S151 Officer)
Email: justin_weston@middlesbrough.gov.uk
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APPENDIX 1
Independent Person - Role Expectations

Role Purpose:

The Independent Person supports the Audit Committee in its role to provide
assurance to elected members, members of the public, and wider stakeholders.
This assurance covers the adequacy of the Council’s risk management framework,
its internal control environment & governance arrangements, and its overall
performance, both operationally and financially.

Duties and Responsibilities:

Participating in meetings of the Audit Committee and making decisions

To actively participate in Committee meetings and be objective, independent
and impartial.

To demonstrate independence, integrity, and impartiality in decision making
according to legal, constitutional and policy requirements

To have regard to the requirements of the Chair of the Committee and the
professional advice of Senior Officers of the authority including Section 151
Officer, Monitoring Officer and Head of Internal Audit

To contribute to the development of the forward work programme for the
Committee.

To promote the role of the Committee within the Council.
To support reporting as required to Council.

To participate in any training and development required for the role.

Contributing to the work of the Commiittee in its role in:

Reviewing the Council’s financial affairs

Overseeing the authority’s Internal and External Audit arrangements.
Working with internal and external auditors.
Reviewing the annual financial statements and notes to the accounts.

Ensuring that value for money is achieved in all aspects of the Council’s
operations and processes.

Seeking assurances of compliance with the Treasury Management Strategy
and Practices.

Reviewing and assessing the governance, risk management and control of the

authority

Reviewing and assessing the risk management, internal control, and
corporate governance arrangements of the authority.
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¢ Reviewing and assessing the financial risks, and be satisfied that the
authority’s assurance statements, including the annual governance statement,
reflects the risk environment and any activities required to improve it.

e To be committed to the values of the Council/s and public office in line with
the Nolan Principles in Public Life.

e To participate actively in supporting the principles and practice of equality of
opportunity as stated in the Council’s Equal Opportunities Policy.

Additional Information:

To be eligible you must not be a member of any political party or have any strong
political affiliations. In addition, you must not have been a councillor or member of
staff of any council or public authority during the last five years, and must not be
related to, or be a close friend of, any councillor or officer of Middlesbrough Council.

The role is for a two-year period and may be extended for a further term subject to
mutual agreement.

An annual allowance of £800 is payable for the above role. This amount will be
subject to review on an annual basis.

Criteria Essential/Desirable
Be able to demonstrate independence from the Council Essential

A good understanding of governance, risk management Essential

and control

Integrity, objectivity, discretion and the ability to make Essential

decisions in line with the Nolan Principles

Ability to analyse complex information, question probe, Essential
and seek clarification so to come to an independent and
unbiased view

Effective interpersonal skills, including good Essential
communication skills, the ability to cooperate with others
in a committee, and to demonstrate tact and diplomacy in
handling sensitive matters

Knowledge/experience in finance, risk management, Essential
performance management or audit, and/or general
management of businesses or public sector
organisations.

A relevant professional qualification in any of the areas Essential
set out above.
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Criteria Essential/Desirable
A broad range of experience, preferably in a Desirable
medium/large organisation in any sector at a senior level

or other experience which would provide similar benefits

Understanding of the political environment that local Desirable

authorities operate within
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Agenda Item 8

MIDDLESBROUGH COUNCIL [\/\iddlegbrough
moving forward
' Report of: ' Corporate Director of Finance (S151 Officer), Andrew Humble |
' Submitted to: " Audit Committee |
' Date: ' 23 July 2026 |
Title: Prudential Indicators & Treasury Management Outturn Report —
2025/2026
' Report for: Information |
 Status: ' Public |
Council Plan Delivering Best Value
priority:

Proposed decision(s)
That the Audit Committee:

e NOTE the Prudential Indicators for 2025/26 as the Council’s year-end position in
relation to capital finance activities and overall indebtedness. (Tables 1- 5)

e NOTE the performance of the treasury management function against the Council’s
approved Treasury Management Strategy for 2025/26. (Para 4.33 — 4.38)

e CONSIDER the performance and ask for any further details or explanation as they
require either from the Executive and/or Officers.

Executive summary

Similar to the majority of other local authorities Middlesbrough Council borrows money in
order to finance its capital programme and also at times to fund its day-to-day cashflow.
It does not borrow money to fund its revenue budget. The Council is not an outlier
compared to other local authorities in terms of the level of total debt it has.

The Council is required to approve annually a Treasury Management Strategy and a set
of Prudential Indicators, which self-regulate the level of capital financing activities of the
Council and the affordability of the capital programme. These need to be set on an
annual basis to comply with the Local Government Act 2003 and the Chartered Institute
of Public Finance and Accountancy (CIPFA) Codes of Practice on Capital Finance and
Treasury Management.
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The Treasury Management Strategy is important from both a financial and governance
perspective, as it sets the framework within which the council manages its borrowing
and investments, how it delivers these services, and how it controls the risks attached to
related decisions. It also sets out the parameters and criteria that govern the day-to-day
cashflow management activity and how these impact on the medium to long term
financial planning. These include achieving value for money from any borrowing
undertaken, managing risk, and protecting any resources that have been invested.

The Prudential Indicators are an integral part of the CIPFA Capital Finance Code and
demonstrate whether the capital programme is affordable, sustainable, and prudent.

The report sets out the year-end outturn results for the 2025/26 financial year against
the Treasury Management Strategy approved by Council on 19 February 2025 and
gives an analysis of the results achieved. The following is a summary of the key points
of the report:

- No prudential or treasury management indicators agreed as part of the Treasury
Management Strategy for 2025/26 were breached during the financial year.

- The amount of borrowing required during the year was lower than planned at
£12.665m as against £17.085m in the original budget for the year due to slippage
on capital schemes into future years.

- The Council’s need to borrow, or Capital Financing Requirement (CFR) is
£307.810m on 31 March 2026.

- The Council is ‘under borrowed’ by £27.221m or 8.8% at the financial year end.
This means that it is using its internal cash balances rather than borrowing
externally for some of its capital assets.

- The Council’s total external debt is therefore £280.589m (£307.810m CFR less
£27.221m) on 31 March 2026. This is in line with the practice adopted by most
other local authorities and avoids the cost of carrying of any unnecessary external
debt against the overall cashflow need for the Council and makes savings against
the revenue budget.

- All cash investments have been made in line with the Council’s credit worthiness
criteria, generally with either central government or other local authorities.

- The net annual revenue cost of financing the Council’s current and historic debt,
less income from its historic commercial investments and on cash balances is
£11.954m or 8.3% of the net revenue budget for 2025/26.

The main body of the report gives more details for Audit Committee on the framework
used to manage treasury management and the capital financing position of the Council.
Effective scrutiny in this context involves gaining assurance that activities comply with
best practice and publicly examining decision making to help shape future strategies and
policies. This ensures that good governance is in place and that resources are used
effectively and value for money is achieved.

Members should review the report that informed the budget setting process and the
prudential indicators originally set to support the revenue budget and capital programme
on 19 February 2025.
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Purpose

1.1 This report provides Audit Committee members with important information regarding

the regulation and management of the Council’s borrowing, investments, and cash-flow
for the 2025/26 financial year. It is a requirement of the Council’s reporting procedures
under the CIPFA Treasury Management Code of Practice, and by regulations issued
under the Local Government Act 2003, to produce an annual review that covers the
treasury activity and compares the performance against the original Treasury
Management Strategy for 2025/26 approved by the Council on 19 February 2025. It
should be read in conjunction with the Council’s revenue and capital outturn report for
2025/26 presented to Executive on 10 June 2026, both of which have a significant
impact on treasury arrangements.

1.21t also provides the Prudential Indicators results for 2025/26 in accordance with the

Chartered Institute of Public Finance and Accountancy (CIPFA) Code of Capital
Finance, which is best practice in terms of governance in this area.

2. Recommendations

2.1That the Audit Committee:

3.

Note the Prudential Indicators for 2025/26 as the Council’s year-end position in relation
to capital finance activities and overall indebtedness. (Tables 1- 5)

Note the performance of the treasury management function against the Council’s
approved Treasury Management Strategy for 2025/26. (Para 4.33 — 4.38)

Review this performance and ask for any further details or explanation as they require
either from the Executive and/or Officers.

Background and relevant information

3.1The Council’s Treasury Management Strategy for 2025/26 (including Prudential

Indicators) was approved at the annual budget setting meeting on 19 February 2025
The Council both borrows and invests substantial sums of money to provide liquidity for
its revenue and capital plans, and is therefore exposed to various financial risks,
including the potential loss of invested funds and the revenue effect of changing
interest rates. The successful identification, monitoring and control of risk remains
central to the Treasury Management Strategy each year.

3.2 The Council is a net borrower overall. The borrowing required to fund its capital

programme is significantly higher than its normal cash balances that are available for
investment purposes. As a result, the timing of capital financing decisions has a
significant impact on the overall treasury strategy within the Council and how risk is
managed.

3.3 The structure of this report to assess performance against the 2025/26 approved

treasury strategy is as follows:

- Capital expenditure and financing for 2025/26.
- The Council’s overall borrowing need.
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- Prudential Indicators and any compliance issues.

- Treasury position on 31 March 2026.

- The economic background for the 2025/26 financial year.

- A summary of the Treasury Management Strategy approved for 2025/26.
- Treasury Management activity and compliance during 2025/26.

Capital Expenditure and Financing 2025/26

3.4 The Council undertakes capital expenditure on long term assets, which can be
financed as follows:

- immediately during the year of incurring the expenditure, through capital receipts,
capital grants, contributions, or from revenue resources.

- if insufficient financing is available, prudential borrowing can be used to spread
these costs over future financial years.

3.5 Part of the Council’s treasury activities is to address this borrowing need, either
through borrowing from external bodies — predominantly the Public Works Loan Board
(PWLB), other banks and financial institutions, or by utilising temporary cash resources
within the Council (internal borrowing). The wider treasury activities also include
managing the day-to-day cash flow position, its previous borrowing activities, and the
investment of surplus funds from cash balances that are not required immediately.
These activities are structured to manage risk foremost and then optimise performance
where appropriate.

3.6 Capital Expenditure forms one of the prudential indicators that are used to regulate
treasury activity. Table 1 shows total capital expenditure and how this was financed,
compared with what was expected to be spent and how this would have been financed.
Further information on the capital variances at directorate level can be found in the
2025/26 revenue and capital outturn report, but this predominantly relates to capital
schemes that have not yet been delivered or grants received in advance of need.

Table 1: Capital expenditure and financing in £ millions

2024/25 | 2025/26 | 2025/26 2025/26 2026/27 2027/28 2028/29 2029/30
actual original actual Variance original original original original
budget to original budget budget budget budget
budget

Prudential 11.572 16.935 12.602 (4.333) 30.860 22.038 11.475 9.605

Borrowing

Borrowing due 0.771 0.150 0.063 (0.087) 0.150 0.087 -

to leasing

EFS Capital 2.443 -

Receipts

Capital Receipts 6.000 6.000 6.000 11.960 16.060 14.231 12.878

for Investment

Strategy

Flexible Use of 4.447 7.500 5.659 (1.841) 5.272 1.472 -

Capital Receipts
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Grants 31.693 43.230 26.858 (16.372) 37.106 6.933 1.078 1.000
Contributions 0.237 0.983 5.295 4.312 6.472 5.915 4.113
TOTAL 57.163 74.798 56.477 (18.321) 91.820 52.505 30.897 23.483

The Council’s overall borrowing requirement

3.7 The Council’'s underlying need to borrow is called the Capital Financing Requirement

(CFR). The CFR results from the capital activity of the Council and resources used to
pay for the capital expenditure over time. It represents 2025/26 and prior years’ net
capital expenditure which has not yet been paid for by revenue, capital receipts or
other external resources and therefore must be met from borrowing.

3.8 The CFR will normally be a combination of external borrowing (from third parties in the

form of loan arrangements) or from internal borrowing (from the council’s own
unapplied revenue and capital resources). External borrowing incurs both principal and
interest costs as part of the Council’s capital financing budget. Internal borrowing is
from the Council’s own cash resources and has an opportunity cost in that the cash is
spent on capital activities, rather than invested.

3.9 Part of the Council’s treasury role is to meet the funding requirements for this

borrowing need. Depending on the funding requirements of the capital programme, the
treasury team organises the Council’s cash position to ensure that sufficient cash is
available to meet the capital plans and cash flow requirements. This may be sourced
through borrowing from external bodies (such as the government, through the Public
Loans Works Board (PWLB), or the money markets).

3.10 The Council’s underlying borrowing need (CFR) is not allowed to rise indefinitely.

Statutory guidance is in place to ensure that capital expenditure is broadly charged to
revenue over the life of the asset. The Council is required to make an annual revenue
charge, called the Minimum Revenue Provision (MRP), to reduce the CFR. This is
effectively a principal loan repayment of the long-term borrowing need from the
revenue budget.

3.11  The Council’s capital financing requirement (CFR) for the year is shown in Table 2

and represents a key prudential indicator for the Council. The CFR outturn for 2025/26
is £307.810m which is £4.573m lower than forecast at Quarter 3 due to a decrease in
the borrowing requirement for the year, due to slippage on the capital programme.
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Table 2: change in the Capital Financing Requirement 2025/26 - in £ millions

Opening CFR at 1 April 2025 300.041
Add: Capital expenditure financed by borrowing 12.665
Less: Minimum Revenue Provision (4.896)
Less: Other adjustments (0.000)
Closing CFR at 31 March 2026 307.810
Forecast CFR at Q3 2025/26 312.383

Treasury Position for 2025/26

3.12 Whilst the measure of the Council’s underlying need to borrow is the CFR, the
Corporate Director of Finance can manage the Council’s actual borrowing position by:

- borrowing to the CFR level; or
- choosing to utilise some temporary cash flows instead of borrowing (“‘under
borrowing”).

3.13 Most local authorities have a degree of under borrowing within their CFR at present.
This tends to be in the range of 10% - 15% of the total CFR. This means that external
debt is lower than the need to borrow and other resources available have been used to
bridge the gap. This strategy has been common within local government as part of an
approach to generating revenue savings, in relation to annual capital financing costs,
by deferring external borrowing to a later point in time driven by cash flow needs.

3.14 The Council’s treasury management debt and investment position is organised by
the corporate finance team to ensure that there is adequate liquidity for revenue and
capital activities, security for investments, and to manage risks within all treasury
management activities. Procedures and controls to achieve these objectives are well
established both through member reporting and through officer activity detailed in the
Council’'s Treasury Management Practices.

3.15 A summary of outstanding balances is shown below.

Table 3 — summary of borrowing and investments

Treasury Position 2024/25 Average 2025/26 Average
Principal Rate Principal Rate
(Em) (%) (Em) %
Public Works Loan 225.604 3.76 246.092 3.88
Board (PWLB)
Banks 13.000 6.83 13.000 6.83
Other loans 14.838 3.82 21.497 3.91
Total Debt 253.442 3.92 280.589 4.02
Cash Investments (21.555) 4.45 (9.053) 3.86
Net Debt 231.887 271.536
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3.16 Just under 88% of the Council’s total debt is with central government via the PWLB
on 31 March 2026. These loans vary in length from between 5 — 45 years and in
essence match the lives of the capital assets they are financing. Most of the bank debt
was taken out in the early 2000’s when interest rates were higher, but these options
were more attractive than borrowing from central government at the time. Due to the
terms and conditions on these loans, there is no option to refinance them in the short
term.

3.17 The other loans represent short-term borrowing from other local authorities. At
times the Council will need cash liquidity to finance its revenue and capital
commitments but interest rates for long term borrowing are not in line with the overall
treasury strategy. In these cases, it is better value to finance this cash need over short
periods of time, normally 1-3 months, even if interest rates are higher at that point.
This allows the Council time to monitor market rates on long term debt for temporary
reductions in rates caused by fluctuations in economic data and government policy.

3.18 Cash investments are temporary surpluses in liquidity that are either invested with
central government via the Debt Management Office or with other local authorities with
a cash need. Approximately £1.100m in interest was earned during 2025/26 on these
balances.

3.19 The Council’s total debt outstanding on 31st March 2026 was £280.589m. The
Council’s revised CFR position was estimated to be £312.383m at Quarter 3.
However, the actual out turn position was £307.810m. When comparing this to our
actual borrowing, this meant that the Council was “under borrowed” by £27.221m or
8.8%.

3.20 This “under borrowed” amount was financed by internal borrowing from cash
balances which means that the amount that could have been invested externally was
reduced to cover this. The reduced under borrowed position has the dual effect of
reducing revenue costs incurred by the General Fund budget because borrowing costs
are generally greater than investment returns. It also reduces counterparty risk by
reducing our exposure to the inherent risks that exist in commercial banks and other
financial institutions.

3.21 Gross Borrowing and the CFR — in order to ensure that borrowing levels are
prudent over the medium term and only for a capital purpose, the Council should
ensure that its gross external borrowing does not, except in the short term, exceed the
total of the capital financing requirement in the preceding year (2024/25) plus the
estimates of any additional capital financing requirement for the current (2025/26) and
next two financial years (to 2027/28). This essentially means that the Council is not
borrowing to support revenue expenditure. This indicator allows the Council some
flexibility to borrow in advance of its immediate capital needs, if required. The table
below highlights the Council’s gross borrowing position against the CFR. The Council
has complied with this prudential indicator as debt levels continue to be lower than
needed.
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to Capital Financing Requirement comparison in millions

2024/25 | 2025/26 | 2025/26 | 2026/27 | 2027/28 | 2028/29 | 2029/30
Actual | Original | Actual Budget | Budget | Budget Budget
Budget
Gross External 253.442 | 292.388 | 280.589 | 326.028 | 347.623 | 350.651 | 351.233
Borrowing
Capital 300.041 | 310.197 | 307.810 | 333.755 | 350.350 | 355.651 | 358.733
Financing
Requirement
(Under)/Over (46.599) | (17.809) | (27.221) (7.727) (2.727) (5.000) (7.500)
borrowing
% of CFR 15.5 5.7 8.8 23 0.8 1.4 2.1

3.22 The Authorised Limit — The Authorised Limit is the “Affordable Borrowing Limit”
required by section 3 of the Local Government Act 2003. The Council does not have
power to borrow above this level.

3.23 The Operational Boundary — The Operational Boundary is the expected borrowing
position of the Council during the year. Periods where the actual position is either
below or over the Boundary are both acceptable, subject to the Authorised Limit not

being breached.

3.24 Actual financing costs as a proportion of net revenue expenditure - This
identifies the trend in the revenue cost of capital (borrowing and other long term
obligation costs net of investment income) as a proportion of the Council’s net revenue

budget. The actual for this indicator has risen from the previous year due to an

increase in the Capital Financing costs outturn.

Table 5 — Key Prudential Indicators Summary

2024/25 | 2025/26 2026/27 2027/28 | 2028/29 | 2029/30
actual actual forecast forecast forecast | forecast

Authorised Limit (Em) | 318.000 | 331.000 354.000 371.000 | 376.000 | 379.000

g‘rf)rat'ona' Boundary | 308 000 | 321.000 344.000 361.000 | 366.000 | 369.000

Capital Financing 300.041 | 307.810 333.755 350.350 | 355.651 | 358.733

Requirement (£m)

Current forecast -

capital financing costs 11.405 11.954 14.151 16.022 16.769 17.396

(Em)

Z\gt];{eve””e Budget | 443190 | 143.304 200.840 225265 | 241231 | 250.017

Proportion of net 8.0% 8.3% 7.0% 7.1% 7.0% 7.0%

revenue budget (%)
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3.25 Due to the very long-term nature of capital expenditure and its financing, the
revenue budget implications of this expenditure incurred in the next few years could
extend for up to some 50 years into the future.

3.26 The figures in the table above have remained at lower levels when debt for the
Council has been increasing. Members should be aware that this is because of the
various capital investments in commercial property made by the Council over the last
few years for regeneration purposes. This results in around £2.6m of income per year
off setting the total capital financing cost by the end of the 2026/27 financial year.

3.27 Whilst the Council is not an outlier in terms of its level of total debt (see Graph 1
below), it was previously reaching the limit of its revenue affordability on borrowing to
fund its future capital investment. Changes to the 2026/27 Local Government Finance
Settlement and how the net revenue budget have been calculated have changed
significantly with the Fair Funding Review 2.0 and the figures prior to this are not
exactly comparable with those going forward. This is because the net budget of local
authorities has increased substantially from 2026/27 due to the consolidation of a
range of grants “rolling” into the Revenue Support Grant (RSG) provided to local
authorities.

3.28 The Council will need to review what the affordability threshold will be in this context
and if the 10% best practice amount previously recommended by CIPFA is still
relevant. Capital investment is important for the ongoing Council plan ambitions,
however, there continues to be a need to be prudent, sustainable and affordable in its
financial plans. The Corporate Director of Finance’s view is that the Council will still
benefit from prioritising its capital investment decisions over the medium and longer
term and should secure its financing through third party funds such as contributions
and grants and capital receipts from the sale of assets to minimise future borrowing.

Graph 1- Total debt as a percentage of core spending power (2025/26) for All English
unitary authorities

Page 57



This document was classified as: OFFICIAL

ge

500

400

1457 _Percenta

300

 E—

VWestmerland and Furness I

CEXCcLLcLpe@ces T2z PP CELRTDBECLC Re LS P P ECR T RET R T e R RE VR RET LS YTE
ouo-:cncgg.:EJIJEEEEEQ.:DCHOQ::-E“on.':3ano>£ﬁﬂe:.:.::g::.:.:_"f53.::.§.:gm.;33
=@ e = 3= £ 3 I ] s LD IC o558 L2800 g RLCC @ CLCC WU £ £ c JL L
9 = o o ap oL cErrccop ! [ =@ 24 22 H c oL W< a
E32eel 2w gL ET Tk BEDRL L2 nicogsfgrToscocgunugsnnnepE vl vegonoe
E:-‘Ea::ﬁ":vgﬁ"‘c L P0cssec e Efxp e D E Vpueicvaiezxce, b ecpdcxpny
EE @ BN 0Lg €L gfo0Ygowg - TPt _pnproe o800 st i
coz S8oprLeFr oF =(agioc 62 Fchoe=0e2s28220g cwcf%sm o
CH = LDy = E T o R o ga- 09 £ a0k > o B c > L £ > 0
2 0 T "85 8 [ sowces o csVp®p 85 el f%cwIp’ :
o s ec22 £2Z «2<8%23 F% c S Weg 5382 Vo5 csf
0 8°% 0 8 "'-E:—w R 0 0 3fe 2 TO -
= Ti 5 5 £ t2o% 20 T %cefl 3 PEw s2038 39 3
- ’ €3 o 0s-e H = Lo FLY e 3 9Z 2
- = ° [ £ = 3 g 0 T e m
T ot z " ] = a gz = T U
] ¥ s 1] x Y ¥ <~ = r
v k¥ - H o 9 c = v L. =
© ] v 2 L "= o 3
2 - T nte s £ 5P 3
s c Z w3 .
3 ® $
£ 0
(-]
o

Bournemouth

@ Total debt as % of core spending power 202526+ Mean for All Englsh unitary autharides: Total debtas % of core spending power 2025126 @ Middlesbrough (Lead area)

Source:
Ministry of Housing, Communities and Local Government

Economic Background 2025/26

3.29 A summary of the general economic conditions that have prevailed throughout
2025/26, provided by Arlingclose the Council’s treasury management advisors, is
attached at Appendix 1 for Members information.

Summary of the Treasury Management Strateqgy agreed for 2025/26

3.30 Treasury Management is defined as ‘the management of the Council’s cash flows,
borrowing and investments, and the associated risk’. The main risks that affect a local
authority include credit risk, interest rate risk, liquidity risk and refinancing risk.
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3.31 The borrowing approach outlined in the treasury strategy was to achieve the
optimum value for money for the revenue budget by a combination of long-term
borrowing from the Public Works Loan Board (PWLB) when interest rates reached a
trigger rate of below 4.75% and the maturity term of the new borrowing fitted in with the
Council’s current debt portfolio. If these conditions did not exist when cash balances fell
below £10.000m, then short term borrowing would be considered for the minimum
period possible, given that interest rates were expected to rise over the period.
Additionally short-term borrowing would be capped at a maximum of 20% of the total of
the Council’s gross external debt balance.

3.32 The approach to investing cash balances is to follow the relevant government and
CIPFA guidance in prioritising and protecting the principal sums involved by only
investing with institutions on the Council’s approved lending list. This factor is
paramount and more important than the higher interest rates that could be achieved on
risker and illiquid investments with longer duration terms. Only 10% of total investments
could be deposited for periods over one financial year given the higher levels of risk
associated with these products.

Treasury Management activity during 2025/26

3.33 During the financial year, the Council maintained an under-borrowed position. This
meant that the capital borrowing need (the CFR), was not fully funded with loan debt as
cash supporting the Council’s reserves, balances and cash flow was used as an interim
measure. This strategy was prudent as investment returns were low and minimising
counterparty risk on placing investments also needed to be considered.

3.34 All borrowing and investment activity undertaken during the financial year were in
line with the approved Treasury Management Strategy agreed for the financial year.

3.35 A total of £560.000m of new external borrowing was undertaken during 2025/26.
£45.000m of this was long term from the Public Works Loan Board with £5.000m of
short-term borrowing from another local authority. This was offset by the repayment of
£7.500m of maturing debt and £15.353m of annuity loan repayments. The total level of
external debt for the Council rose by £27.147m during 2025/26. All borrowing decisions
were authorised in line with the treasury management policy and via consultation with
external advisers.

3.36 Investments were made with either central government or other local authorities on
an almost daily basis to ensure that the Council’s overall liquidity position was
protected. All principal sums invested have been repaid on time by each counterparty.
The total interest earned on these temporary cash balances for 2025/26 was £1.083m
and helped to balance the overall net capital financing budget.

3.37 The Councils Treasury Management function has complied with all the relevant
statutory and regulatory requirements, which limit the levels of risk associated with its
treasury management activities. The adoption and implementation of both the
Prudential Code and the code of Practice for Treasury Management mean both that its
capital expenditure is prudent, affordable and sustainable and its treasury practices
demonstrate a low-risk approach.
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3.38 Officers of the Council are aware of the risks of passive management of the treasury
portfolio and, with the support of Arlingclose, the Council’s advisers, have proactively
managed the debt and investments portfolio over the financial year.

4. Other potential alternative(s) and why these have not been recommended

4.1Not relevant as the report is for discussion and scrutiny purposes only.

5. Impact(s) of the recommended decision(s)

Topic

Impact

Financial (including
Social Value)

All relevant financial implications are outlined within the
body of this report and the supporting appendix. The
capital programme and financing being recommended in
the budget report continues to remain affordable within
the approved MTFP and revenue budget parameters.
However, the Council needs to manage and prioritise its
future capital investment and associated funding
strategies more strictly over the term of the MTFP to
maintain the revenue cost of capital investment within
affordable and prudent parameters. The prudential and
treasury management indicators and processes remain
robust and within prudent limits over the term of the
MTFP.

Tables 3-5 outlines the key debt metrics, and the capital
financing costs as a % of the net revenue budget over
the medium-term financial planning period.

Procurement

There are no applicable issues to consider within this
report.

Legal

There are no direct legal implications of this report. All
activity on capital financing, investments and borrowing
is under current local authority powers under either the
local government act 2003 or the capital finance and
accounting regulations.

Risk

Any risk related issues are set out within the report. Risk
management is an integral part of the Council’s treasury
management strategy, and these are considered as part
of business-as-usual activities and are set out in more
detail within the Treasury Management Practices
document maintained by the central finance team.

Human Rights, Public
Sector Equality Duty
and Community
Cohesion

There are no applicable issues to consider within this
report.
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Reducing poverty

There are no applicable issues to consider within this
report.

Climate Change /
Environmental

There are no applicable issues to consider within this
report.

Children and Young
People Cared for by

the Authority and
Care Leavers

There are no applicable issues to consider within this
report.

Data Protection

There are no applicable issues to consider within this
report.

Appendices

'1 | Economic Background — 2025/26 Financial Year

Background papers

Body Report title Date

Audit Commitee Prudential Indicators and | 13 March 2025
Treasury Management
Strategy 2025/26

Audit Committee

Treasury Management mid- | 11 December 2025
year review 2025/26

Contact: Justin Weston — Head of Corporate Finance (Deputy S151 Officer)
Email:  justin_weston@middlesbrough.gov.uk
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Appendix 1

Economic Background — 2025/26 Financial Year

The financial year was largely dominated by two periods of significant uncertainty and
volatility. The first being the US trade tariff ‘Liberation Day’ in April 2025 and the second
was the US/Israel war with Iran at the end of February 2026.

After the initial fallout from US trade tariffs, the following months saw some improvements
as equity markets made gains and bond yields eased modestly. However, in the UK this
trend in bond yields reversed somewhat as an uncertain economic outlook together with
concerns around the government’s fiscal position and autumn Budget saw ‘term premia’
rise as investors demanded a higher return for holding gilts.

The Budget itself was more muted than had been expected. Despite a weak economic
outlook, this helped UK markets perform better with gilt yields trending downwards,
inflation easing, and expectations for cuts in Bank of England (BoE) Bank Rate increasing.

The end of February 2026 saw the start of the war between US/Israel and Iran. The
conflict caused oil and other commaodity prices to rise sharply as the shipping lanes in the
region became effectively closed, restricting global oil supply. At the end of the period, the
economic outlook remained highly uncertain in terms of its impact on inflation as well as
countries’ fiscal and monetary policy conditions around the globe.

Prior to the start of the war, headline UK consumer price inflation (CPI) inflation had
generally been trending downwards, albeit the 3% in February 2026 was unchanged from
January. Core CPI also stayed put at 3.1%. Inflation was expected to fall further over the
coming months to the BoE’s 2% target, but the war changed this. Inflation is now expected
to rise again, but how quickly and by how much depends on the duration of the war and
how long commodity prices are elevated.

The Office for National Statistics (ONS) reported the UK economy expanded by 0.1% in
Q4 2025. This followed previous modest gains of 0.2% in Q2 and by 0.1% in Q3. Of the
subsequent monthly figures, the ONS estimated that GDP showed no growth in January
2026. As this is from before the war started the impact on growth will not be seen formally
in the data for a couple more months.

While the most recent labour market figures were slightly better than expected, the general
trend has been one of persistent weakness. In the three months to January 2026, the
unemployment rate rose to 5.2% (from 5.1%), while the employment rate held at 75.1%.
Despite inflation being expected to rise in the coming months, labour market conditions
remain loose and so any upward pressure on wages from general inflation is likely to be
tempered by the weaker labour market environment.

After cutting Bank Rate to 3.75% in December 2025, the BoE’s Monetary Policy
Committee (MPC) voted 5-4 to hold rates in February 2026 and then unanimously to do so
again in March. Until the war started, financial markets were expecting Bank Rate to be cut
to 3.5% at the March meeting. However, the conflict in the Middle East quickly changed
this. The MPC noted the risks to both inflation and growth and indicated they could move
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rates either up or down depending on the conditions. Financial markets quickly responded
to this by pricing in rate hikes.

Following the March MPC meeting, Arlingclose, the Council’s treasury adviser, revised its
central interest rate view and now predicts Bank Rate will be held at 3.75%. However, the
conflict makes the outlook for rates highly uncertain. In the short-term the risks are to the
upside with the chance of higher Bank Rate should the MPC decide it wishes to quickly
quash potential second-round effects from higher inflation. Further out, if Bank Rate is
hiked quickly, the pace and magnitude of subsequent cuts could take it far lower than was
previously anticipated as policymakers add significant stimulus to a much weaker
economic growth outlook.

The US Federal Reserve had been cutting rates over the period, reducing Fed Funds Rate
target range by 0.25% at its December meeting to 3.50%-3.75%. At the three subsequent
meetings, the rate was held at the same range. Policymakers noted that while inflation was
elevated, economic activity had been expanding but the war with Iran made the path of
monetary policy highly uncertain. Despite this, the Fed still suggested that further rate cuts
were likely in 2026 and 2027 .

The European Central Bank (ECB) has kept its key interest rates on hold since June 2025,
maintaining the deposit rate at 2.0% and main refinancing rate at 2.15%. At its March 2026
meeting, the ECB noted the war in the Middle East had significantly increased uncertainty,
creating upside risks for inflation and downside risks for growth, leading it to revise up its
forecasts accordingly.

Financial markets: After declining sharply early in the financial year following the
announcement of US tariffs, sentiment in financial markets had improved but equity and
bond markets remained volatile throughout. However, the latter part of the period was
dominated by the US/Israel war with Iran, which saw equity markets fall sharply, and bond
yields rise as concerns over the inflationary impact from sharply higher oil and other
commodity prices outweighed the flight-to-quality into government bonds often seen in
conflicts.

Equity markets had been registering gains after the declines during the April sell-off, but
the war reversed this, and markets saw another sharp drawdown. Both the FTSE 100 and
250 fell by around 10% over the month from the start of the conflict to the end of the
financial year.

The period saw significant volatility in gilt yields. The 10-year UK benchmark gilt yield
started the year at 4.65% and ended at 4.86%. However, over this time the 10-year yield
hit a low of 4.23% and a high of 4.95% in the space of a month. It was a similar picture for
the 20-year gilt which started at 5.18% and ended at 5.45% with a low and high of 4.92%
and 5.55% respectively. The Sterling Overnight Rate (SONIA) averaged 4.01% over the
12 months to 31st March.

Credit review: Arlingclose maintained its recommended maximum unsecured duration limit

on most of the banks on its counterparty list at 6 months. The other banks remain on 100
days.
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After spiking in April 2025 following the US trade tariff announcements, UK credit default
swap (CDS) prices had trended down before picking up modestly in October and
November. After declining again in December and into the new calendar year, they rose
sharply once again when the war in the Middle East started. They were still elevated at the
end of the period, but prices for all banks on Arlingclose’s counterparty list remained within
limits deemed satisfactory for maintaining credit advice at current durations.

Financial market volatility is expected to remain, and CDS levels will be monitored for
signs of ongoing credit stress. As ever, the institutions and durations on the Council’s
counterparty list recommended by Arlingclose remain under constant review.

Arlingclose Ltd
March 2026
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Agenda Item 9

MIDDLESBROUGH COUNCIL M|dd|esg?gt|gh
moving forward

' Report of: ' Corporate Director of Finance (S151 Officer) — Andrew Humble |
' Submitted to: " Audit Committee |
' Date: ' 23 July 2026 |
Title: ' Draft Statement of Accounts - 2025/2026 |
' Report for: " Information |
 Status: ' Public |

Council Plan Delivering Best Value

priority:

Proposed decision(s)
That the Audit Committee:

NOTE that the draft Statement of Accounts for 2025/26 has been approved by the
Corporate Director of Finance for publication on 30 June 2026, and these are currently
on the council website.

NOTE the draft annual governance statement for 2025/26 which has been endorsed by
the Mayor, the Chief Executive and the S151 Officer.

NOTE the public inspection period where local taxpayers can inspect the accounts and
request further information on any invoices, contracts, income received etc in the period
1 July 2026 to 11 August 2026.

Executive summary

Under the Constitution, Audit Committee are responsible for the approval of the
Council’'s Statement of Accounts (SOA) each year. This report presents the draft SOA
for the 2025/26 financial year, which is presented to the Committee for information only
(at this stage) and then approval upon conclusion of the external audit process. The
accounts are complex and provide a significant amount of information relating to the
Council’s financial position, performance and cashflows over the year in question.

The draft Statement of Accounts is the main medium of external financial reporting
prepared by the Council each year. It is governed by regulations under the Accounts
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and Audit regulations 2015 and amendments, and its format and content are prescribed
by the local authority accounting code of practice issued by the Chartered Institute of
Public Finance and Accountancy (CIPFA). At the draft (pre-audit) stage, the
requirement is for the accounts to be prepared and certified by the S151 Officer (the
Corporate Director of Finance) by 30 June each year and then made available for public
inspection for 30 working days thereafter. The draft accounts should also be read in
conjunction with the Revenue and Capital Outturn reports for 2025/26 presented to
Executive on 10 June 2026, as the main source of internal financial reporting.

There is also a requirement under these regulations for the Annual Governance
Statement (AGS) to be included with the draft accounts and for that to be available for
public scrutiny at the same time as the financial information. The systems and
processes that are managed by the Council underpin the transactions appearing within
the accounts, with the AGS providing assurance that these are appropriately managed.
An additional report on the agenda for this meeting covers the AGS in more detail but it
is important to note this in the context of the above.

Following publication of the accounts (which includes both the Councils financial
statements & disclosures, and those related to the Teesside Pension Fund), these will
be submitted to our external auditor, Forvis Mazars, for scrutiny. This also includes a
review of the processes and arrangements in place for achieving value for money on the
resources used within the financial year.

In recent years, there has been a national backlog with the timeliness and quality of local
audit. This has led to the government intervening in the system and setting back stop
dates for older audits to conclude. As many audits have not been finished in time to
meet these dates, auditors have issued disclaimed (no assurance) opinions on the
financial statements. This does not mean the accounts are incorrect or cannot be relied
upon. It means that there has not been enough time to complete the audit and issue a
true and fair opinion on the financial position and transactions. The Council now has
four disclaimed opinions covering the financial years 2021/22 to 2024/25. The Teesside
Pension Fund though received an unmodified opinion for the last financial year.

Central government intends (via the backstop process) to restore the timeliness and
quality in local government external financial reporting for all local authorities by the
2027/28 financial year. The back stop date for the 2025/26 external audit is 31 January
2027, with the audit commencing during September.
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1. Purpose

1.1 For Members to consider and discuss the draft Statement of Accounts for the 2025/26
financial year. This is an important part of the governance process around the year-end
accounts as the Committee will be responsible for reviewing the external auditors’
findings and then approving the audited accounts for publication at a later stage.

1.2For Members to note the draft annual governance statement, which needs to be
published alongside the draft SOA, under the Accounts and Audit Regulation 2015.

1.3For Members to note the key financial metrics in the draft financial statements,
movements during the financial year, and whether any dedicated training is required to
understand these before the audited accounts return for approval in February 2026.

2. Recommendations
2.1 That the Audit Committee:

a) Note that the draft Statement of Accounts for 2025/26 has been approved by the
Corporate Director of Finance for publication on 30 June 2026, and these are
currently on the council website.

b) Note the draft annual governance statement for 2025/26, which has been approved
by the Mayor, the Chief Executive and the S151 Officer.

c) Note the public inspection period where local taxpayers can inspect the accounts
and request further information on any invoices, contracts, income received etc in
the period 1 July 2026 to 11 August 2026.

3. Background and relevant information

3.1Like all large organisations, Middlesbrough Council is required by law to publish and
report on its financial position, performance, and cash flows during the financial year. It
does this by producing and publishing a statement of accounts each year.

3.2The Accounts produced by the Council have some similarities to those produced by
private companies under companies act legislation. However, local authorities have
their own specific set of rules to follow in relation to financial reporting under various
local government acts. They are also required to follow the main provisions of the Local
Authority Accounting Code of Practice, which is issued each year by CIPFA.

3.3 1t is best practice and good governance for Audit Committee to review the draft SOA
prior to approving the audited accounts under the requirements of the Accounts and
Audit Regulations 2015. This is part of the Committee’s remit under the Constitution
and will help Members with understanding the Council’s financial position at the
appropriate accounting date, and then with any matters raised by the auditors or
members of the public.
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3.4Under the Accounts and Audit Regulations 2015, these accounts require publication by
30 June each year. Members will be aware from previous committee reports and audit
completion reports that the external auditors (either Ernst & Young and Mazars) have
disclaimed the audit opinion (no assurance) on the financial statements for the Council
for the last three financial years (2021/22 — 2024/25) and for the Teesside Pension
Fund in 2023/24. The Pension Fund accounts though returned to an unmodified audit
opinion for 2024/25, albeit there were a couple of minor issues that were identified at
the end of the audit which need resolution during the 2025/26 preparation process.

3.5 The local audit backlog has been a national problem for local authorities and their
external auditors in terms of achieving a true and fair view sign off of the SOA over the
last few years. To address the backlog, central government has introduced backstop
dates which set out the latest date that an audit can be completed. For the sector to
catch up, these dates have been set deliberately early. As a result, auditors have not
had time to complete the necessary work on transactions and balances, so no
assurance opinions have been given as a result.

3.6 The aim of central government, from the backstop process, is to rebuild assurance in
the quality and timeliness of reporting and the external audit process over the medium
term and then for the normal statutory dates: draft SOA and public inspection — 30
June and audited SOA and approval — 30 November, to apply thereafter.

Draft 2025/26 Statement of Accounts, Certification, and Public Inspection

3.7 The draft Statement of Accounts for Middlesbrough Council covering the 2025/26
financial year and the financial position on 31 March 2026 is attached as Appendix 1.

3.8 The draft accounts for 2025/26 have been certified as a true and fair view of the
Council’s financial position by the Corporate Director of Finance as S151 Officer, and
were opened for public inspection on 1 July 2026, for a period of 30 working days. This
establishes a formal right of the taxpayer to inspect the accounts and any relevant
supporting documents.

3.9 A notice setting out the inspection period and how enquires may be made
accompanies the draft accounts on the website. The inspection window concludes on
11 August 2026 in line with the Accounts and Audit Regulations requirements. Any
enquiries from members of the public will be responded to and resolved in a timely
manner and reported to Members as appropriate.

3.10 The draft Statement of Accounts for 2025/26 is a highly technical and complex
document but is the main form of external financial reporting provided by local
authorities. Its format and content are prescribed by the CIPFA Accounting Code of
Practice with the aim of giving a high level of visibility and transparency over the
Council’s financial affairs.

3.11 The Statement of Accounts firstly consists of a Narrative Report from the Corporate

Director of Finance. This report gives an explanation on the financial position of the
Council and describes the key activities/highlights for the council during the year. It also
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contains performance-based information that shows what has been achieved using
public funds during the financial year.

3.12 The second section includes the Council’s financial statements. These are the core
elements of the draft SOA and include the movement in reserves statement, the
income and expenditure statement, the balance sheet, and the cash flow statement for
2025/26.

3.13 The third section is the notes to the accounts, and these include detailed narrative
explanation and figures that support the key totals within the financial statements and
other issues that are of interest to local authority stakeholders.

3.14 The Accounts also include the Collection Fund, covering council tax and business
rates activities, and the accounts of the Teesside Pension Fund for which
Middlesbrough Council is the administering authority.

3.15 The final section is the Annual Governance Statement for the financial year in
question that sets out how the Council has complied with best practice governance
arrangements and any key risk and control issues that arise from that.

3.16 Members need to be aware of the key issues, figures, and accounting policies used
in the accounts, but a detailed knowledge of the draft statements of accounts and all
the information contained within is not necessary. Any training required will be
provided by the Council’s finance team as part of the core training for the Committee.

3.17 The document contains a significant amount of financial information about the
Council. It also gives a detailed view on the financial position of the Council on 31
March 2026 and is the most relevant and up to date data available on assets, liabilities,
cashflows, and financial performance available to the organisation.

3.18 An important point for Members to note is that there are some significant
differences between the Council’s financial statements, which are part of the statement
of accounts document and its management accounts which are reported for budget
and operational purposes. These relate to technical accounting adjustments and
timing issues in how certain totals are reported, to comply with international accounting
standards. Two important areas to note are the presentation of reserves and the net
worth of the Council’s balance sheet.

3.19 Movement in Reserves (page 310): The total value of usable reserves in the
Council’'s Balance Sheet as on 31 March 2026 was £91.959m. This is a decrease of
£9.123m over the comparative figure in the previous year’s accounts.

3.20 Table 1 below shows the movement in specific reserves over the 2025/26 financial
year, with the main changes being a decrease in capital grants unapplied of £7.485m
(used for the capital programme), a decrease in the capital receipts reserve of £6.679m
(used for the capital programme and for the flexible use of capital receipts) and an
increase in earmarked revenue reserves of £5.041m (planned increase in reserves
from the 2025/26 budget process offset by the revenue overspend in-year). All are pre-
determined changes as part of the Council’s medium term financial strategy.
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The table also highlights the level of technical accounting adjustments (mainly

capital charges and pensions differences) which are not chargeable under regulation
against the general fund balance. These are included within the gross expenditure
totals within the Comprehensive Income and Expenditure Statement, but these are
then reversed out in the movement in reserves statement (note 6) and shown below, so
that only usable reserves are included.

Table 1: Movement in Reserves Statement 2025/26

Earmarked Capital Capital i
General Fund ) Total Usable Unusable Total Council
2025/26 Revenue Receipts Grants
Balance . Reserves Reserves Reserves
Reserves Reserve Unapplied
£m £m £m £m £m £m £m
Balance on 1 April 2025 (11.101) (21.694) (18.608) (49.679) (101.082) (159.360) (260.442)
Movement in reserves
during 2025-26
Total Comprehensive Income
. 33.195 33.195 (13.361) 19.834
and Expenditure
Adjustments between
accounting basis & funding
X . (38.236) 6.679 7.485 (24.072) 24.072 -
basis under regulation (Note
6)
Transfers to/(from) other
5.041 (5.041) 5
reserves
Net Decrease / (increase) in
(5.041) 6.679 7.485 9.123 10.711 19.834
year
Balance on 31 March 2026
. (11.101) (26.735) (11.929) (42.194) (91.959) (148.649) (240.608)
carried forward

3.22 Net worth of the Balance Sheet (page 34): The net worth of the Council’s balance

sheet at the 31 March 2026 is a positive one totalling £240.608m. This means that
assets available exceed liabilities due by a significant margin. The net worth position
overall though has decreased in year by £19.8m (7.6%). This is mainly due an

increase in asset values offset by a larger increase in borrowing to finance the capital
programme and to provide overall liquidity to day-to-day services.

3.23 The movement between financial years is relatively small though in comparison to

past sets of accounts and reflects a relative stability in the Council’s finances at this
point, because of the more stable environment that the organisation has been
operating in during the period being reported. Further details on the assets and liability
positions are disclosed in the notes to the accounts within the draft SOA.

3.24 Table 2 below sets out the Council’s balance sheet on 31 March 2026 on a high-

level basis. A more detailed analysis of these balances can be seen within the financial
statements at Appendix 1.
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Table 2 — Balance Sheet at 31 March 2026

31 March 31 March
2025 2026

£m £m
487.049 Total Long-Term Assets 497.389
101.018 Total Current Assets 93.400
(80.677) Total Current Liabilities (101.516)
20.341 Net Current Assets / (Liabilities) (8.116)
(246.949) Total Long-Term Liabilities (248.665)
260.441 Net Assets/(Liabilities) 240.608
(101.079) Usable Reserves (91.959)
(159.362) Unusable Reserves (148.649)
(260.441) Total Reserves (240.608)

Annual Governance Statement

3.25 Middlesbrough Council is responsible for ensuring that its business is conducted in
accordance with the law and proper standards. The Council has in place a Code of
Corporate Governance, which sets out its corporate governance framework and is
reviewed annually. This framework comprises the culture, values, systems and
processes of the Council, which if in place and complied with, will ensure that it does
the right things, at the right time and in the right way.

3.26 The purpose of the Annual Governance Statement (AGS) is to assess the extent to
which the Council complies with its Code of Corporate Governance, how it has
monitored and improved the effectiveness of its governance arrangements in 2025/26
and how it has identified actions to strengthen these arrangements going forward.

3.27 The AGS also sets out how it meets the requirements of regulations 6(1) (a) and (b)
of The Accounts and Audit Regulations 2015 and subsequent amended regulations in
2022 and 2024, which requires all relevant bodies to conduct a review of the
effectiveness of the system of internal control and prepare an annual governance
statement.

3.28 It is a requirement of the accounts and audit regulations 2015 that the AGS is
published each year within the draft SOA prior to the statutory date for commencing the
public inspection process. The document has been endorsed by the Mayor, the Chief
Executive, and the S151 Officer. and will be formally approved later in the process as
part of the audited accounts.
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4. Other potential alternative(s) and why these have not been recommended

4.1The report and draft statement of accounts are for information and discussion only at

this stage. No decisions are required.

. Impact(s) of the recommended decision(s)

Topic

Impact

Financial (including
procurement and
Social Value)

Although the Statement of Accounts is the main method of
external financial reporting to the public and other
stakeholders by the Council, there are no specific financial
implications relating to this report.

Procurement

There are no relevant issues in this area arising from this
report.

Legal

The publication of the draft statement of accounts (including
the annual governance statement) is a legal requirement
under the Accounts & Audit Regulations 2015, following the
S151 Officer signing the accounts as a true and fair view.
This needs to be done by 30 June each year to commence
the public inspection process for 30 working days thereafter.

There are also some legal prescriptions around the contents
of both the draft SOA and AGS and these are highlighted in
both documents where appropriate.

Risk

As the Statement of Accounts covers all financial transactions
of the Council, it encompasses all strategic priorities and
risks. There are, however, no relevant considerations in this
are in respect of this report.

Human Rights, Public
Sector Equality Duty
and Community
Cohesion

There are no relevant issues in this area arising from this
report.

Reducing poverty

There are no relevant issues in this area arising from this
report.

Climate Change /
Environmental

There are no relevant issues in this area arising from this
report.

Children and Young
People Cared for by
the Authority and
Care Leavers

There are no relevant issues in this area arising from this
report.

Data Protection

There are no relevant issues in this area arising from this
report.
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Appendices

1 | Draft Statement of Accounts — 2025/26

Background papers

Body Report title Date

Audit Committee Approval of the Audited 19 February 2026
Statement of Accounts —
2024/25

Audit Committee Middlesbrough 19 February 2026

Council/Teesside Pension
Fund — Audit Completion
reports 2024/25

Council 2025/26 Revenue Budget, 19 February 2025
Medium Term Financial
Plan, Council Tax Setting
and Treasury Management.

Executive 2025/26 Revenue and 10 June 2026
Capital Outturn report

Contact: Justin Weston, Head of Corporate Finance (Deputy S151 Officer)
Email: justin_weston@middlesbrough.gov.uk
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Narrative Report

Introduction

Welcome to Middlesbrough Council’s draft Statement
of Accounts for 2025/26. This document outlines the
Council’s financial statements, performance, and
cashflows for the financial year ending 31 March 2026.
It is the main source of external financial reporting
produced by the Council each year and discharges
many of its responsibilities in terms of finances,
governance and corporate activity.

Key Issues

After a volatile period over the last few financial years, with the Council being subject to statutory
external audit recommendations around governance and culture, government intervention by the
Ministry of Housing, Communities and Local Government (MHCLG) and the use of Exceptional
Financial Support (EFS) to balance the 2024/25 budget position, the last twelve months has been stable
and relatively calm as the organisation has returned to a state of normality in terms of its service delivery
and organisational direction.

The Council Plan has been revised to reflect the progress made in moving from the ‘recovery’ phase,
towards the ‘reset and delivery’ stages. This has been helped by stability at senior management levels
within the Council, a transition from a significant and ambitious transformation programme to a focus
on continuous improvement within the service offered to the public, and by an improving financial
position where the prioritised growth in the level of usable reserves was a core part of the budget
strategy for 2025/26.

There is now no specific improvement plan in place, with governance arrangements working well within
the Council and incorporated within business-as-usual processes. This was supported by the removal
of the external audit qualification in this area as part of the 2024/25 value for money review. In addition,
progress is being made in terms of introducing an integrated performance and financial planning
framework. This establishes a clear way of ensuring that performance, finance and risk are managed
in a joined-up, transparent way, supporting stronger alignment between resources, service delivery and
strategic priorities

On external financial reporting, the Council now has four sets of disclaimed audit opinions covering its
financial statements from 2021/22 to 2024/25. This is a consequence of the government’s local audit
backlog regime where audit processes on the Statement of Accounts have not been completed by the
appropriate statutory dates. This is a common issue across the local authority sector. It does not mean
that there are any issues or errors in the financial statements. The financial statements have been
prepared in line with relevant accounting standards and guidance. The auditors have just not had
enough time to complete their assurance work in relation to the accounts.

Local authorities continue to face a challenging economic and financial environment, with increased
demand for services in many areas. Rising food and energy prices, along with high interest rates,
exacerbating the national cost of living crisis, are significantly impacting Middlesbrough'’s residents and
businesses, particularly those in historically deprived areas. The Council continues to provide additional
support and advice to the vulnerable in our communities through appropriate policies.

One of the key strategic and financial issues facing the Council and other local authorities across the
country is the continued and sustained demand within Children’s Social Care. This reflects both the
volume and complexity of cases, particularly the ongoing reliance on high-cost external residential
placements and continued pressures in staffing. The demand led pressures are structural in nature and
are expected to persist into 2026/27 and across the Medium Term Financial Planning (MTFP) period.
This has been recognised with in the recently approved 2026/27 budget, which included additional
recurring funding to reflect forecast demand, however, there remains significant financial risk if demand
and complexity continue to exceed assumptions. The Section 25 statement from the Corporate Director
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of Finance (Section 151 Officer) highlights Children’s Social Care as a key area of ongoing financial
risk due to the high levels of demand, complexity of need, and the cost of placements.

The Section 25 statement stated that it is essential that all service directors maintain tight financial
control, strengthen demand management, and continue to deliver and embed financial recovery and
continuous improvement to mitigate any pressures and ensure financial sustainability. Although
reserves are planned to increase significantly by the end of the decade as part of planned increases
during the MTFP period, they are still relatively low compared to similar local authorities, and any
unplanned use needs to be minimised.

This narrative report will provide readers with the following:

An understanding of the Council and its strategic priorities.

A summary of the Council’s financial context and performance for 2025/26.

Information on how the Council has performed against its key priorities.

A commentary on the key elements of the financial statements and disclosure notes that make up
the draft Statement of Accounts.

The Council is also required to publish an Annual Governance Statement to accompany the Accounts.
This statement outlines the arrangements the Council has put in place to manage and mitigate risks
while meeting its legal and regulatory responsibilities.

Background to the Council and local circumstances

Middlesbrough Council is a diverse public sector organisation located in the Northeast of England.
We are proud of our historic past and very excited for the future. Middlesbrough is nestled in an area
that is the country’s best-kept secret, with rivers, beaches, forests, and moors all on our doorstep.

The town is the natural centre or ‘middle’ of the Tees Valley, an area home to around 713,000 people.
Our town centre continues to transform with modern urban living, leisure, and business facilities. The
oldest part of town, close to the waterfront, is being revitalised. The leisure and cultural possibilities in
and around Middlesbrough are significant, from our beautiful parks to the town’s arts and heritage
venues. Our location offers the best of all worlds: days out in stunning countryside, surfing at the
coast, or hiking in the North Yorkshire Moors. On weekends, our independent bars and restaurants
are lively and welcoming, and we are home to proud institutions including Middlesbrough Football
Club and Teesside University.

Middlesbrough is a dynamic and evolving town. The Council was established in 1996 following the
abolition of Cleveland County Council. As a small unitary local authority, it delivers hundreds of
services that residents, businesses, and visitors rely on. It values its passionate and committed
workforce, who strive to deliver the best possible service within finite resources and in the face of
increasing demand for services to the vulnerable, for which the Council has a statutory duty to provide.

The Council is committed to collaborating effectively with residents, businesses, public sector
partners, and the voluntary and community sector. Its goal is to enhance local social, economic, and
environmental wellbeing for all, ensuring the long-term sustainability of the town. As one of the largest
employers in the Tees Valley area, the Council provides jobs for over 3,000 people.
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Population and Related Economic Statistics

COMPOSITION OF MIDDLESBROUGH
120,000 POPULATION (156,161)

100,000
80,000
60,000
40,000

20,000

Under 15 Years 31762 (20.34%) 15-64 Years 98418 (63.02%) 65 and Over 25981 (16.64%)

Latest Mid-year population estimates for 2024 Population estimates for England and Wales - Office
for National Statistics indicate a local population of 156,161. With a total area of 5,387 hectares,
Middlesbrough is the smallest and most densely populated local authority area in the Northeast.

The demographic composition of Middlesbrough's population significantly influences the demand for
Council services, particularly in supporting the most vulnerable citizens who require Children’s and Adult
Social Care. In recent years, there has been an increased focus on regeneration and economic growth
through developments in housing and the town centre. These initiatives not only enhance
Middlesbrough as a place to live and work but are also crucial for generating long-term income streams
through council tax and business rates, which fund the delivery of Council services.

Economic data from Nomis Official Labour Market Statistics (Latest data 2025) shows that pay levels
in Middlesbrough are lower than the middle range for the Northeast and nationally, and unemployment
levels are higher than average.

Labour Market Profile - Nomis - Official Census and Labour Market Statistics (nomisweb.co.uk)

Middlesbrough Northeast Gfe"!t
Britain
Gross Weekly Pay (Median) Full-Time £671.00 £692.10 £766.60
workers
Unemployment rate (_1 6-64) as a proportion of 7.7% 4.6% 4.5%
economically active

The Council’s various strategies are set around meeting the needs of its residents driven by the
demographic profile of the town.

Financial Context at the beginning of 2025/26

Middlesbrough Council continues to navigate a volatile and challenging economic and financial
environment. Like many local authorities, the Council faces significant financial challenges due to
ongoing price increases, rising demand, and the complexity of needs for services for the most
vulnerable in the community, particularly in adult and children’s social care, where it must meet its
statutory responsibilities.
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The 2024/25 budget process was a difficult one given the challenges facing the Council. One that
resulted in Middlesbrough asking for government support from Ministry of Housing, Communities &
Local Government (MHCLG), known as Exceptional Financial Support (EFS). A total of £13.400m
was approved in principle with £4.700m of that support being needed to set a balanced budget, and
the remaining £8.700m of EFS provided to mitigate the potential risks of non-delivery of budget
savings and the realisation of capital receipts to help fund transformation during 2024/25 under the
Flexible Use of Capital Receipts strategy (FUCR). The EFS was provided in the form of a capitalisation
direction to be funded by external borrowing.

The final year end outturn position for 2024/25 was significantly better than expected with an
underspend of £2.257m on the revenue budget, which was a significant improvement from the position
reported earlier in the financial year. This meant that there was a requirement to use only £2.443m of
the £13.400m Exceptional Financial Support (EFS) approved in-principle by MHCLG, and no
requirement to borrow for the EFS as capital receipts already held were used. The main financial
pressure was in children’s social care, but because of strict financial controls being in place and a
range of directorate underspends across the Council, principally on staffing and additional income,
the impact of this pressure was mitigated. There were increased levels of usable unrestricted revenue
reserves, with £21.654m available at 31 March 2025. The level of revenue reserves was still lower
than the position of comparable unitary authorities and that required by the S151 Officer.

On 4 May 2023, Chris Cooke became the fourth directly elected Mayor of the town. The financial year
2025/26 is the third year under his leadership. The Mayor is passionate about ensuring services work
for and are accessible to everyone within the local community. He has worked with his Executive and
the Leadership Management Team of the Council to develop his vision for Middlesbrough and the
ambition to recover, reset, and deliver services to the residents, businesses, and visitors of
Middlesbrough.

This vision is set out in the Council Plan, and the 2025/26 Revenue Budget, Medium-Term Financial
Plan and Council Tax setting report approved by Full Council on 19 February 2025. The Council’s
approach to continuous improvement aims to modernise and redesign service delivery to achieve
improved efficiency and effectiveness in its operations, at a lower cost. It will also ensure that we
invest appropriately in developing the skills and experience of our talented staff to adopt new ways of
working and deliver better service outcomes.

Political Structure
Middlesbrough Council consists of 20 wards with between one and three Councillors representing

each ward. All Councillors serve a maximum four-year term. The current political constitution of the
Council is as follows, with a small Labour party majority:

Category Number as at 31 March 2026

Elected Mayor (Labour)
Conservative
Independent

Labour 2
Liberal Democrats

Reform UK

Marton East Independent Group

Middlesbrough Independent Councillor's Association
Total 4

NANMDN- ROKN

The Executive is the principal decision-making body of the organisation, operating within the overall
policy direction set by the Full Council. The Executive addresses significant issues related to
community safety, leisure, education, social services, highways, and the environment, and makes
recommendations to Council on the annual revenue budget, capital programme, and Medium-Term
Financial Plan. Meetings of the Executive take place every four weeks chaired by the Elected Mayor
with each member of the Executive having designated responsibilities (known as portfolios).
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Management Structure

The Leadership team of the Council on 31 March 2025 is set out below:

ik Selly
ChiefEecte
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rionneny Finance SR sociel Core and Heslth Legal & Corporste .
? Communities & e /’! ) -
v, enices

The Council is led by a Chief Executive and is organised into service directorates with a specific director

managing operations in each of these areas.

The three statutory officers employed by the Council are the Chief Executive (Head of Paid Service),
the Corporate Director of Legal and Corporate Services (Monitoring Officer) and the Corporate Director

of Finance (S151/Chief Finance Officer).

Performance

The Council's Scheme of Delegation gives the Executive collective responsibility for corporate
strategic performance, together with associated action and a quarterly reporting process gives them

the necessary information to discharge these responsibilities.

As part of continuous improvement in performance and risk management, the Council’s Leadership
Management Team (LMT) implemented monthly reviews of corporate performance using a Directorate
Performance dashboard, drawing data from a range of performance systems. The output from these

sessions was reflected through the quarterly updates to the Executive.

The Council used a narrative update approach to measure performance during each quarter of the

financial year and any issues.

The Council’s overall performance for the financial year 2025/26 can be accessed using the following

link: Corporate Performance 2025-26

Directorate Achievements

Adult Social Care

The Disabled Facilities Grant Quality Standard Report, carried out by Foundations, the
Government-appointed national body for Home Improvement Agencies, has rated Middlesbrough’s
service as Exemplary in several key areas, including, person-centred delivery, housing options,
value for money, and commissioning.

The report also praised Middlesbrough for its Rekindle digital inclusion service and the Rekindle
Co-Production Group, which have been nationally recognised for their commitment to making digital
services accessible and inclusive for all.

Completed significant joint commissioning for adult social care and health respite for individuals
with learning disabilities, and our new service opened at Levick Court. This is a vital respite service
supporting adults with complex learning disabilities which has secured its long-term future through
its relocation. The service has been co-designed with families and carers, ensuring it meets the
needs of individuals with high levels of complexity and risk.

Launched our 10-year vision for adult social care in Middlesbrough, “Middlesbrough better
Together” alongside our new workforce strategy setting. This recognises our long-term aim to
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enable residents of our town to live their best lives, Its sets out our overarching principles for the
delivery of Adult Social care in Middlesbrough.

Environment & Community Services

Removal of the Linthorpe Road cycle lane following feedback from local businesses and
agreement with the funding body.

Pedestrian and Cycleway Improvements to Stainton Way and Ormesby Beck, with the aim of
improving traffic flow and reducing the number of accidents.

Installation of traffic calming measures on Gunnergate Lane, Valley Road and Trimdon Avenue to
improve safety on council roads.

Completion of Newport Bridge Phase 2 Refurbishment works, including maintenance and safety
works, in partnership with Stockton Borough Council.

Repair of Ladgate Lane culvert. The interim fix will allow traffic to bypass the damage until a
permanent, complex structural rebuild can be fully constructed.

Completion of major refurbishment works to the Central Library. The 20-month project has
modernised the Grade ll-listed Carnegie building while protecting its heritage, delivering accessible
facilities, improved digital spaces, and providing dedicated family areas.

Secured new grant funding to improve the visitors experience at theatres and museums within the
Borough.

Delivery of a Youth Music “Musinc” programme to enable all school children to have the opportunity
to learn a musical instrument.

Education and Partnerships

We have successfully supported the DfE and an academy trust to successfully commence
construction of a brand-new state of the art secondary school in the centre of town, which will serve
Middlesbrough’s children for years to come.

South Tees Youth Justice Service secured a further year of funding for the Custody Navigator
programme up to 31 March 2027. An external evaluation is on-going alongside discussions to
expand the project. This work is being conducted in partnership with the Cleveland Unit for the
Reduction of Violence.

Through the work with the DfE we launched an innovative attendance project to drive up attendance
across all pupils in Middlesbrough and we can see that this project is having an impact.

We are now in the fifth year of delivering the work of Family Hubs which is having a positive impact
on children, young people, and their families.

Regeneration and Housing

The Union Village scheme that was delivered by Thirteen Housing on the Council’'s Gresham site
won the Best Regeneration Scheme at the Northern Housing Awards in May 2026.

The transformation of Captain Cook Precinct into a high-quality leisure destination continues to
gather significant momentum. 2025/26 saw the opening of a boutique cinema, and the securing
of a renowned world buffet experience restaurant. Operator interest in joining the transformation
remains strong, with further tenancy agreements / announcements expected in the next twelve
months
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o MHCLG has awarded £20m of grant funding to each of the Park End and Thorntree Wards through
the Pride in Place Fund. This funding will have a hugely positive impact upon the residents
throughout the 10-year grant period and beyond.

e Southlands and Nunthorpe Community Centres — Work on the construction of both community
facilities commenced during 2025/26 and is scheduled to complete by June and July 2026
respectively. Middlesbrough Football Club Foundation will relocate their headquarters to
Southlands. Nunthorpe Parish Council will operate the other facility, which will meet the long-
standing requirement for new community space in the area.

o There were 659 new homes delivered, which greatly exceeded the annual target of 450
units. Work has continued to bring forward strategic Council owned housing sites to deliver capital
receipts to support the Council’s financial objectives.

¢ At Newham Hall the construction of the new spine road commenced in June 2025 and will complete
next financial year. The delivery of the spine road and other site infrastructure will maximise capital
receipts from sales to developers. The Council also exchanged contracts with the preferred
developer for Hemlington Grange South in December 2025.

e Middlesbrough Old Town Hall — Work on the refurbishment of the Old Town Hall commenced in
January 2026. The project, which is part funded by a grant from the Heritage Lottery Fund, will
restore the Grade |l Listed building and provide a natural extension to the Boho Campus by
providing flexible incubation spaces for digital companies.

e The Place Leaders Partnership has been formed, bringing together key stakeholders to work
together to inform and co design our new Place Strategy. Working together with the University
and Colleges, Cleveland Police, Arts & Cultural organisations, NHS and key businesses, the
strategy is a long-term plan that sets out our priorities for economic growth, digital innovation,
housing, transport, culture and community.

e Working in partnership with Tees Valley Combined
Authority and Teesside University, the Tees Valley
Investment Zone in Middlesbrough is a transformative
£160m UK Government backed initiative focused on the
digital and creative sectors. Alongside Hartlepool,
Middlesbrough serves as a core geographical cluster
designed to accelerate tech growth and innovation.

Public Health

¢ Introduced a Dementia Friendly Care Home Guide recognised as best practice and secured funding
to relaunch Dementia Café sessions, enhancing support and social opportunities for residents,
carers and families.

o Expanded community NHS Health Checks and targeted inclusion of underserved groups through
community outreach and embedding screening within substance misuse services.

o Embedded social prescribing in secondary care - cardiology and delivered new community models.
e Increased cervical screening uptake in practices across South Tees (targeting non-responders).
e The Live Well Centre partnered with Teesside University to deliver a student-led sight clinic

providing specialist vision assessments for all ages, with appointments fully booked due to high
demand.
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e South Tees Enhanced Case Worker model supported 200+ high-intensity users, improving
engagement and reducing system demand across health, crisis and policing services.

e Middlesbrough’s Recovery Solutions service, a unique, in-house clinical and care co-ordination
substance use service, achieved ‘Good’ CQC rating, following its first inspection.

e Led development and refresh of key health protection plans, including severe weather planning and
communicable disease preparedness, ensuring alignment with LRF and regional arrangements.

e Developed 0-11 Healthy Weight service (Growing Well, Growing Healthy Programme) embedded
in the new 0-11 Healthy Child Programme to prevent and treat childhood obesity by supporting
families to build healthy behaviours from early years onward.

e Secured 3-year Heritage Lottery funding for the Tees Urban Nature Network (TUNN), a partnership
uniting community, local authorities and VCSE organisations to enhance and connect green and
blue spaces, boosting sustainability, health, wellbeing and community ownership.

e Delivered the first northern regional homeless football tournament with partners, engaging 100+
participants facing homelessness and supporting national team selection.

e Re-launched standards for the Eat Well Early Years award with one nursery achieving gold
standard.

e Commissioned £3.4m Healthy Child Programme for 0-11 years and advancing 11-19 service
transformation.

Legal & Governance Services

e Continued to strengthen the Council’s digital foundations, supporting the reliable and effective
delivery of services to residents and staff.

¢ Rolled out the Council’s Al Policy, complemented by training and awareness sessions to build staff
confidence.

e Successfully delivered a Neighbourhood Plan Referendum in Coulby Newham and a By Election
in Nunthorpe.

e Introduced a new constitution which was approved by Full Council in September 2025.

e The marketing and communications team was shortlisted for a national industry award. The team’s
work on the Mamazing breastfeeding campaign alongside Redcar and Cleveland Borough Council
was nominated in the best collaboration category at the Comms 2.0 awards.

Finance
Achieved a balanced budget for 2026/27 with only a FOINWT T
2.99% council tax rise, no savings, and additional L } $ 3\“ N 5‘\\0\\3\@‘” .
investment in front line services. )

R iR

e Implemented a strategic reserves policy to = %
rebuild the low-level of revenue reserves over
the medium-term financial planning period.

e Provided advice on the fair funding review 2.0
from central government and the local
government financial settlement to elected “
members and senior leaders within the * o ST
Council
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e Joint working between Finance Business Partnering and Service staff to minimise the level of
the revenue overspend during 2025/26 and the impact on usable reserves.

¢ Finalised the 2024/25 financial statements and value for money audits, for both the Council and
the Teesside Pension Fund, in accordance with the statutory 27 February 2026 backlog date
imposed by central government.

o Undertook a review of staffing resources within the accountancy function, with most key staff
appointed or new posts required in progress. This should ensure greater capacity for the future.

o Transfer of the internal audit provider contract from Veritau Tees Valley Ltd to Veritau Public
Sector Ltd from the start of February 2026.

o Working with the Leadership Management Team to maintain internal audit’s annual
assessment of the Council’s financial control environment at ‘reasonable’ assurance. In
addition, many of the specific corporate, ICT, and material financial systems audits have also
achieved the highest levels of assurance.

e The value of the Teesside Pension Fund increased over the year to more than £5.6bn.

e The Pensions team managed the transition of the pensions administration provider contract
with minimal disruption to members and employers in the LGPS scheme.

e The Pension Fund team managed the transition of 29 directly held properties worth more than
£396m to the Border to Coast Pension Partnership’s UK Real Estate Main Fund to meet
government expectations on pooling of Pension Fund assets.

e The Resident and Business Support team have again been awarded with the ‘Customer
Service Excellence’ national quality mark, achieving compliance plus in 30 areas, meaning that
it has exceeded the requirements of the Standard against an element, demonstrated
exceptional practice, or can be used as an exemplar for others within or beyond the sector.

e Capacity has been strengthened by investing in increasing staff numbers involved with the
collection of all types of debt in recognition of the need for the Council to make financial savings
and improve its rates of collection, including council tax and business rates that have both seen
improved performance year on year as a result.

e Embedding the use of the Supplier Incentive Programme within service directorates and
delivering over £100k of cash discounts for the Council on prompt payment.

e Secured additional Supported Accommodation beds for 16+ children and young people with
support needs secure financial savings and ensuring young people remain in Middlesbrough

e The procurement team undertook 299 procurements that equate to approximately £26 million
pounds worth of contracts.

e £1.5m of grants allocated by the procurement and commissioning team to the voluntary sector
to improve the quality of services and advice offered to the local community.
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Governance Improvement
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The Council operates in a challenging and
evolving environment, including ongoing
financial pressures, increasing demand for
services and wider changes in the local
government landscape. In previous financial
years, the external auditors had identified
weaknesses in the governance arrangements
in place.

The Council has identified several key governance risks and priorities for the coming year, including:

* maintaining financial sustainability and strengthening medium-term financial resilience.
= embedding new performance and planning frameworks to support delivery of outcomes.
= ensuring effective governance of partnerships and collaborative arrangements.

* managing risks associated with data, digital transformation and emerging technologies, including
artificial intelligence.

The Council is confident that its governance arrangements provide a sound basis for addressing these
challenges and will continue to evolve them to ensure they remain effective.

Financial Review 2025/26

The financial year was largely dominated by two periods of significant uncertainty and volatility. The first
being the US trade tariff ‘Liberation Day’ in April 2025 and the second was the US/Israel war with Iran
at the end of February 2026.

Prior to the start of the war, headline UK consumer price inflation (CPI) inflation had generally been
trending downwards, albeit the 3% in February 2026 was unchanged from January. Core CPI also
stayed put at 3.1%. Inflation was expected to fall further over the coming months to the BoE’s 2% target,
but the war changed this. Inflation is now expected to rise again, but how quickly and by how much
depends on the duration of the war and how long commaodity prices are elevated.

The Office for National Statistics (ONS) reported the UK economy expanded by 0.1% in Q4 2025. This
followed previous modest gains of 0.2% in Q2 and by 0.1% in Q3. Of the subsequent monthly figures,
the ONS estimated that GDP showed no growth in January 2026. As this is from before the war started
the impact on growth will not be seen formally in the data for a couple more months.

After cutting the Bank Base Rate to 3.75% in December 2025, the BoE’s Monetary Policy Committee
(MPC) voted 5-4 to hold rates in February 2026 and then unanimously to do so again in March 2026.
In the short-term the risks are to the upside with the chance of higher Bank Rate should the MPC decide
it wishes to quickly quash potential second-round effects from higher inflation.

The UK central government reviewed the Local Government Finance Settlement for the first time in 20
years and linked this directly to deprivation and under funding in previous years via their Fair Funding
Review 2.0. The result of this for the Council are significant and the effects of this were incorporated
into the budget setting process for 2026/27

Revenue Budget

In preparing the 2025/26 revenue budget and Medium-Term Financial Plan, the Section 151 Officer
determined that:
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A legally balanced and robust budget within the Council's own available resources and without
reference to Exceptional Financial Support (EFS) from central government.

Budget proposals for savings and income generation of £7.036m in 2025/26 rising to £8.686m in
2028/29.

Budget growth of £2.521m in 2025/26 rising to £2.918m in 2026/27 for re-investment in services
aligned to the Recover, Reset, and Deliver plan.

Budget provision of £0.311m in 2025/26 and a further £0.100m in 2026/27 to address the removal
of previously approved savings in line with the priorities outlined in the Council Plan and after
listening to residents’ views.

The creation of a Middlesbrough Priorities Fund totalling £4.367m for 2025/26 only.

The creation of a Delivery Risk Budget of £2m on a one-off basis in 2025/26 only to protect against
unplanned use of reserves

Council Tax increase for 2025/26 of 4.99%, comprising 2% Adult Social Care Precept and 2.99%
Core Council tax which is within the referendum limits set by Government.

There is a risk that the financial position of the Council will be adversely affected by any non-
achievement of the proposed budget savings, delivery of capital receipts, delivery of
transformational plans that are required to redesign services from a lower cost base and other
proposals for 2025/26.

The budget development work undertaken to date has confirmed that without service
transformation, further savings above those set out in the Medium-Term Financial Plan (MTFP)
will not be possible to be achieved without also putting at risk the Council’s ability to safely meet
its statutory responsibilities and/or preserve existing service standards for non-statutory services

A financial reserves policy that sets the general fund balance at 7.75% of the net revenue budget
(£11.100m) and that builds up the financial resilience reserve to £10.000m by the end of 2025/26
and to be at least £20.000m by the end of 2028/29

The revenue budget for 2025/26 was set at £143.304m, and was funded as follows in the table below:

£m
Revenue Support Grant 15.444
Business Rates Top Up Payment 30.794
Local Share of Business Rates 18.232
Council Tax 75.782
Collection Fund Balance 3.052
Total Net Revenue Budget (NRB) in 2025/26 143.304

Capital Programme for Middlesbrough

A new Capital Programme was approved by the Council on 19 February 2025. This plan includes
a £170.290m Capital Programme for Middlesbrough, covering the period from 2025/26 to
2028/29, with £74.798m initially allocated for 2025/26. The funding for this Programme comes
from a combination of external sources and Council resources.

The Capital Programme investment aims to support the Mayor's commitment to enhancing
Middlesbrough as a town and transforming service delivery for residents. This capital investment
is designed to help achieve the objectives outlined in the Council Plan while adhering to the
financial parameters set within the MTFP. The investment will facilitate the delivery of several
major regeneration schemes and expand the affordable housing options in the area and include:
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Town Centre development projects.

School capital projects

Community projects

Disabled Facilities Grant scheme

ICT related projects

Environment & Community Services projects

O O O O O O

2025/26 Budget Year End Outturn

The financial outturn position was reported to Executive on 10 June 2026 and summarised the
Council’s year-end spending against the revenue budget and capital programme. It also covered the
impact of high inflation and increased demand for services on the Council’s financial position.

Revenue

The Council’s total net revenue budget final year end outturn was £145.451m against an approved budget of
£143.304m, an overspend of £2.147m (1.5% of the net revenue budget). This is a substantial improvement
from the forecast overspend of £4.482m at Quarter One and illustrates strong financial controls are in place
around the revenue budget position.

The main area of budget pressure for 2025/26 was around demand led and statutory service pressures within
Children’s Social Care (£7.455m) due to high-cost placements, workforce pressure and a reliance on agency
staff. In addition to this, Adult Social Care overspent by £1.272m due to ongoing demand for complex care
This has been offset by the planned use of central contingencies and budgets held centrally of £6.546m.
Other service areas reported a mix of overspend and underspends, including underspends in Central
budgets such as capital financing and one-off funds, making a significant contribution to offsetting the
above pressures.

The initial position reported to Executive on 10 June of £1.793m overspent has been revised marginally
to £2.147m overspent as part of the preparation of the financial statements for 2025/26. This relates to
the interaction between the revenue budget, and the collection fund accounts, when the final position
on assets and liabilities in the Council’s balance sheet has been confirmed.

The table below summarises the final revenue outturn position by directorate which illustrates that
84.4% of the Council’s net expenditure in 2025/26 was spent on Social Care (Children’s and Adults).

Revised Full Year | Outturnas | Over/
Directorate N per Council (Under)
et Budget
report spend
£m £m £m

Adult Social Care 56.283 57.555 1.272
Public Health (0.326) (0.722) (0.396)
Children's Care 57.791 65.246 7.455
Education and Partnerships 6.712 7.060 0.348
Regeneration and Housing 3.991 3.606 (0.385)
Environment, Communities & Culture 20.598 21.706 1.108
Legal & Corporate Services 10.494 10.208 (0.286)
Finance 5.880 5.031 (0.849)
Chief Executives Department 1.929 1.849 (0.080)
Central Budgets (20.048) (26.088) (6.040)
Revenue Outturn 143.304 145.451 2.147

While the Council has achieved significant improvement in its financial position compared to that at the
start of the 2024/25 financial year, supported by a significantly improved 2026/27 financial settlement
relative to previous years, there remains an ongoing need to maintain strong financial discipline. The
2025/26 outturn demonstrates the importance of delivering approved savings in full and maintaining
robust governance and financial control arrangements.
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Reserves and Provisions

The General Fund Balance on 31 March 2026 is
£11.101m, this is the same total as for the previous year
and is at the level recommended for the Council by the
Section 151 Officer. The balance on unrestricted
usable earmarked reserves stood at £14.429m on 31
March 2026, an increase of £3.875m from the balance of
£10.554m on 31 March 2025. The combined level of
these unrestricted usable reserves was £25.529m on 31
March 2026. A further £8.269m of restricted usable
earmarked balances including Public Health grant
carried forward, revenue grants unapplied, and Better
Care funding was also held by the Council at the balance
sheet date.

The Council must continue to rebuild its unrestricted
reserves over the period of the MTFP to strengthen the
Council’s financial resilience and to provide sufficient
resilience to support the management of risks in the
delivery of the revenue budget over the current MTFP
period. Reserves will increase in future years due to
planned contributions to reserves as set out in the
Reserves Policy in the 2026/27 Revenue Budget,
Medium Term Financial Plan 2026/27 to 2029/30, and
Council Tax report.

The projected unrestricted usable reserves (at the time the accounts were prepared) to the end of
2029/30 after planned contributions are illustrated in the following chart, however this will depend on

any unplanned drawdowns of reserves in future years.
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Financial Year

B General Fund Usable Reserves - Unrestricted Use

The table below sets out a summary of the total balances of the Council held in both reserves and
provisions at the 1 April 2025 and how this has changed over 2025/26. The closing balances as of 31
March 2026 are available to finance future revenue spend on a one-off basis.
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Reserves and Provisions 2025/26 éo; (:2:]5::% 83223‘295 Mlc;]v:re:]a;nt Balance
31/03/2026
£m £m £m

General Fund Reserve (11.100) - (11.100)
Usable Earmarked Reserves
Unrestricted Usable Earmarked Reserves (10.554) (3.8795) (14.429)
Restricted Usable Earmarked Reserves (8.089) (0.180) (8.269)
Total Usable Earmarked Reserves (18.643) (4.055) (22.698)
Unusable Earmarked Reserves
Unusable Earmarked Reserve 22.213 7.104 29.317
Schools Balances (3.050) (0.987) (4.037)
Total Usable Earmarked Reserves 19.163 6.117 25.280
Provisions (3.814) (0.217) (4.031)
TOTAL RESERVES AND PROVISION (14.394) 1.845 (12.549)

It should be noted from the table above that if the negative DSG balance is removed, the total amount
of reserves and provisions balances held by the Council would be £41.867m, an increase of £5.26m
from the previous financial year.

Dedicated Schools Grant (DSG)
Local authorities receive a ring-fenced grant from central government each year, which can only be

used to fund education, and is accounted for separately from the main Revenue Budget.

The DSG comprises several funding blocks:

Schools Block
Central Schools Services Block
High Needs Block
Early Years Block

The table below summarises the final outturn position for the DSG budget. This shows an in-year
overspend on the High Needs Block of £9.071m, partially offset by an underspend on the Early Years
Block of (£1.967m), resulting in a net in-year overspend of £7.104m. The cumulative DSG deficit on 31

March 2026 is £29.317m.

Table 5 - Dedicated Schools Grant (DSG) after recoupment and deductions

Forecast
2025/26 Actual | 2025/26 Actual | 2025/26 Year Balance as at Cumulative
Income Expenditure End Outturn 31/03/2025 DSG Deficit as
at 31/03/2026
£m £m £m £m £m
Early years 25.741 23.774 (1.967) (0.749) (2.716)
Schools Block 13.277 13.277 0.000 (0.490) (0.490)
High Needs 33.159 42.230 9.071 23.515 32.586
Central school services block 1.136 1.136 0.000 (0.063) (0.063)
TOTAL 73.313 80.417 7.104 22.213 29.317

*The income figure inckudes the 0.5% transfer from schools block to High Needs Block agreed at School Management Forum January 2025
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The Grant continues to be subject to a statutory override, requiring deficits to be held separately from
the General Fund. The Government has confirmed that this override will now be extended to 31 March
2028, aligning with the transition to a reformed SEND system. In addition, local authorities will be eligible
for a High Needs Stability Grant covering up to 90% of the DSG deficit accrued to March 2026, subject
to approval of a Local SEND reform Plan by the Department of Education. The remaining 10% has
been provided for within the reserves in the Medium-Term Financial Plan approved by Council in
February 2026.

Middlesbrough Council is well advanced in developing a comprehensive and robust plan, working
closely with partners to set out a sustainable approach to managing demand, improving outcomes and
stabilising the High Needs Block. While the DSG deficit remains a significant financial pressure and is
forecast to continue in the short term, these national reforms, alongside local delivery of the SEND
Reform Plan, provide a clearer pathway towards long-term sustainability.

While national developments, including the extension of the statutory override and the introduction of
the High Needs Stability Grant, provide a more structured pathway for managing DSG deficits, there
remains a significant degree of financial risk. The current DSG deficit of £29.317m at 31 March 2026
exceeds the Council’s usable revenue reserves of £25.529m and is forecast to continue to grow over
the medium term. Although the Council is progressing a robust SEND Reform Plan to support longer-
term sustainability, the financial position remains dependent on the successful delivery of these reforms
and continued Government support.

The DSG risk is included in the Council's Strategic Risk Register and is reflected in the Annual
Governance Statement for 2025/26.

Council Tax and Business Rates Income

Income from Council Tax and Business Rates is accounted for within the Collection Fund, a separate
legal entity. Due to the way this interacts with the General Fund and the associated legal prescriptions,
any changes in forecast income do not immediately impact the 2026/27 financial position. Instead, this
creates a surplus or pressure to be addressed in 2027/28 and this will be reflected in an updated Budget
and MTFP.

The 2025/26 MTFP presented to Council in February 2025 included estimates for Council Tax and
Business Rates income. Given the current economic climate and the continued cost-of-living pressures
on households, there remains an ongoing risk to the collection levels of these taxes, which may
adversely affect collection rates. The actual in-year collection rates for 2025/26 were improved in
comparison to the previous year, at 92.9% for Council Tax and 95.5% for Business Rates.

Overall, collection rates remain respectable and have resulted in an overall surplus in the Collection
Fund, as precept amounts have been prudently lower than actual collection rates. There does though
remain an ongoing pressure with business rates as total rateable values continue to fall due to the
range of challenges in the business sector.

The outturn position on the collection fund showing an overall deficit of £0.404m to the 2027/28
budget is set out in the table below:

Collection Fund Balance Council Tax Business Total
Rates

£m £m £m
Balance brought forward at 1 April 2025 (4.908) 1.728 (3.180)
Con’gri_bution for Previous Years Surplus / 3.934 (0.468) 3.466
(Deficit)
Deficit / (Surplus) for the year (2.231) 0.758 (1.473)
Balance c/fwd at 31 March 2025 (3.205) 2.018 (1.187)
Allocated to: 83.4% 49.0%
Middlesbrough Council (precepting share) (2.673) 0.989 (1.684)
Amount incorporated in budget for 2026/67 2.547 (0.459) 2.088
Additional deficit to factor into 2027/28
budget (0.126) 0.530 0.404
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Medium Term Financial Plan issues

The 2026/27 budget incorporated additional resources to support known demand pressures, however,
underlying financial challenges remain. Whilst the year-end position demonstrates that a significant
proportion of in-year pressures have been mitigated, the Council continues to face structural and
demand-led pressures, particularly in statutory services. Since the budget was set, there has also been
increased economic uncertainty, with continued inflationary pressures and global instability potentially
increasing costs beyond original assumptions.

The Final Local Government Finance Settlement for 2026/27, published on 9 February 2026, provided
additional funding which strengthened the Council’s financial position, and provided support for service
led demand and enabled budget growth to be provided in a number of areas. This additional funding,
alongside improved financial governance, has contributed to an improved level of financial resilience
compared to previous years.

Despite this, the final outturn confirmed that a number of in-year pressures persist, most notably within
Children’s Social Care. This continues to be a significant area of concern, driven by increasing demand,
complexity of need, reliance on agency staffing, and a high cost of external residential placements.
These pressures have been sustained over several years and represent a structural financial challenge,
requiring continued intervention, demand management, and service transformation to ensure long-term
sustainability.

The outturn position also reflects ongoing inflationary pressures, service demand volatility and
uncertainty in income streams. Whilst the 2026/27 budget has been set on a balanced basis and is
considered deliverable, this is dependent on strict adherence to financial discipline, including effective
cost control, delivery of all approved savings, and robust in-year monitoring. Directors are required to
manage expenditure within approved budgets without exception, as failure to do so would place
additional pressure on already low reserve levels and undermine the Council’s financial resilience.

Looking ahead to 2027/28 and beyond, several risks require continued monitoring. These include:
sustained demand and cost pressures in Children’s and Adults Social Care, continued reliance on
agency staffing and challenges in maintaining sufficient permanent workforce capacity, delivery risk
associated with existing savings programmes, income volatility across commercial and fee-generating
services, the financial impact of planned capital activity, including the temporary closure of the Town
Hall, ongoing pressures in areas such as waste disposal, homelessness and transport, and the
continuing uncertainty surrounding Dedicated Schools Grant (DSG) deficits and future SEND reform

Although provision has been made within the MTFP for demand pressures and risk, the scale and
persistence of these issues mean that further mitigating actions may be required as part of future
financial planning cycles.

Group Accounts

The Council is not reporting a group accounts position for the 2025/26 financial year. In prior financial
years (2021/22 to 2023/24) the Council had produced a set of group accounts and financial statements.
This was in relation to a wholly owned subsidiary company created by the Council in 2019,
Middlesbrough Development Company (MDC), which undertook projects related to housing growth and
economic renewal.

During 2022, the Chartered Institute of Public Finance and Accountancy (CIPFA) developed guidance
on wholly and partially owned companies within the public sector, following several high-profile failures
of Council-owned companies nationally. This guidance sets out the standards of management and
governance that should be expected for this type of company.

An initial review of MDC against this guidance by internal audit revealed that the company needed
significant changes to its existing governance arrangements to comply with best practice guidance. As
MDC was nearing the end of its current range of projects, the decision was made by Executive in
January 2023 to cease trading and close the company completely.
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The Directors of MDC subsequently resolved to close the company via a Members Voluntary Liquidation
route. This process has been complex but is now nearing completion, and the company’s major assets
have now been distributed back to the Council. The wind-up process, managed by a specialist liquidator
(FRP Advisory Ltd), is in the final stages with the company expected to be dissolved during the Autumn
of 2026. Given the status of MDC on 31 March 2026 (with nearly all assets and liabilities transferred),
there is no longer a material relationship between the council and the company.

All other group relationships for the Council outside of MDC are all classed as immaterial and therefore
group financial statements for the 2025/26 financial year are no longer required under the CIPFA
Accounting Code of Practice.

Capital Programme/lnvestment Strategy

On 19 February 2025 Council approved a Capital Programme for 2025/26 of £74.798m (the original
2025/26 capital budget). This was revised to £82.571m as approved by Executive within the 2024/25
Revenue and Capital Outturn report of 11 June 2025 to take account of 2024/25 programme slippage
and some new externally funded schemes. Accounting for additional programme slippage and new
externally funded schemes, the budget was revised to £87.575m at Quarter One and subsequently to
£88.094m at Quarter Two and again to £88.451m from an additional £0.357m in Quarter Three to add
new externally funded schemes / additional external funding to existing schemes.

The budget has been further revised at Quarter Four by the addition of a total of £1.057m of new
externally funded schemes / additional external funding to existing schemes. The total additional
funding of £1.057m has increased the capital programme for 2025/26 to £ 89.508m as at Quarter Four.

The final outturn on 31 March 2026 is expenditure of £56.477m, an underspend of £26.094m (31%)
against the original budget adjusted for 2024/25 slippage, £31.974m (36%) against the Quarter Three
2025/26 revised budget, and £33.031m (37%) against the final 2025/26 budget.
The £56.477m of expenditure was funded by:

- £32.153m (57%) grants and external funding / contributions

- £11.659m (21%) capital receipts
- £12.665m (22%) borrowing

Summary of capital programme approved budget, revised budget, final outturn and variance

Table 6 - S| y of Capital Programme approved budget, revised budget and actual year end outturn and variance for 2025/26
Directorate 2025/26 2025/26 2025/26 2025/26 2025/26 | 2025/26 | 2025/26 | 2025/26 MEMO
Capital Revised Revised Revised Revised |Year-end |Year-end| Year-end Explanation of Year-
Programme | Capital Capital Capital Capital Actual | Outturn | Outturn End Forecast Outturn
Budget | Programme | Programme |Programme |Programme | Outturn | Variance | Variance Variance
(as Budget Budget (as at (as at against
approved by| (as per (as at Quarter Quarter Revised
Council Executive Quarter Three) Four) Budget at
19/2/25) report Two) Quarter
11/6/25) Four
Slippage | Underspend
£m £m £m £m £m £m % £m £m
Regeneration 32.716 32.617 34.170 34.450 34.450) 24.953| (9.497) -271.571% (9.497) -
Environment and Community 20.198 24.774 26.628 26.657 27.553| 15.452| (12.101) -43.92% (11.439) (0.662)
Public Health 0.779 0.971 1.042 1.042 1.034 0.933| (0.101) -9.77% - (0.101)
Education and Partnerships 7.553 10.241 12.176 12.264 12.264 2.822| (9.442) -76.99% (9.246) (0.196)
Children’s Care 0.550 0.711 0.821 0.821 0.791 0.522|  (0.269) -34.01% (0.269) -
Adult Social Care 3.701 3.925 3.925 3.925 4.124 3.698| (0.426) -10.33% (0.406) (0.020)
Legal and Governance Services 1.610 1.629 1.629 1.979 1.979 2.367 0.388 19.61% 0.388 -
Finance 0.191 0.203 0.203 0.203 0.203 0.071] (0.132) -65.02% (0.132)
Transformation Programme 7.500 7.500 7.500 7.110 7.110 5.659|  (1.451) -20.41% (1.451)
Total 74.798 82.571 88.094 88.451 89.508 56.477| (33.031) -36.90% (32.052) (0.979)

Capital slippage results from a delay in delivery of projects compared to the planned delivery. Whilst
expenditure remains within the approved project budget, this results in an in-year underspend which is
required to be carried forward to future financial years. This is called slippage.
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The confirmed amount of slippage from 2025/26 of £32.052m is reprofiled and carried forward to
financial years 2026/27 to 2029/30 to reflect revisions to the expected delivery and expenditure
timescales. £8.752m of the stated £32.052m slippage has been identified following reviews of the status
of the projects within the capital programme during Quarter Four.

Balance Sheet
The Balance Sheet shows the value of assets and liabilities of the Council and sets out the revenue and
capital reserves available for future investment. It also allows for comparison with the previous financial

year-end and can be used to make judgements around the organisation’s financial position.

A summary of the Balance Sheet at the 31 March 2026 is set out below:

31 March 2025 31 March 2026
£'000 £'000

487.049 Long Term Assets 497.389
101.018 Current Assets 93.407
(80.677) Current Liabilities (101.523)
(246.949) Long-Term Liabilities (248.665)
260.441 Net Assets 240.608
(101.079) Usable Reserves (91.957)
(159.362) Unusable Reserves (148.651)
(260.441) Total Long-Term Assets (240.608)

The key headline messages to note in relation to the Balance Sheet on 31 March 2026 are as follows:

e Long-term assets include property, plant and equipment, heritage assets, investment properties,
intangible assets, long term investments and debtors have increased by £10.340m mainly due to
spend on the capital programme, less assets disposals and revaluations.

¢ Current assets include short term investments, assets held for sale, inventories, debtors, and cash
and have decreased by £7.611m. This is mainly due to a reduction in cash resources because of spending
pressures in children’s social care and on special educational needs.

e Current liabilities include short term borrowing, creditors, receipts in advance and short-term
provision. There has been an increase of £21.183m which is made up predominantly of an increase
in short-term borrowing due to a large amount of maturing public works loan board debt, plus an
insurance in the provision for business rate appeals.

e Long-term liabilities include long term provisions, external borrowing, and the pensions liability,
and have remained static during the financial year.

e Usable reserves include capital and revenue reserves. The decrease of £9.115m is due mainly to
areduction of £14.164m in capital reserves due to their application against the current year’s capital
programme. This is offset by a planned net increase of £5.049m in revenue reserves, principally
the financial resilience reserve, which is part of the budget strategy to build these over the medium-
term financial planning period.

¢ Unusable reserves reflect the technical accounting adjustments required to comply with proper
accounting practice and are therefore not available to support the council’s revenue or capital
expenditure plans. Most of the movements are unrealised in nature and do not have an immediate
impact on the Council’s revenue budget or medium-term financial plan.

The Council’s balance sheet is in a positive net worth position of £240.608m (i.e., the assets are greater
than the liabilities) as of 31 March 2026.

It is also worth reiterating that both long-term assets and liabilities, are subject to specialist valuation
and professional expert techniques, are less reliable in the current year than in the past, due to the
inherent level of uncertainty created by high inflation. Where professional judgement has been involved,
regular discussions have been held with valuers and actuaries about the issues involved and prudent
conclusions have been made by the Council when considering these results. The Council is comfortable
with these issues in the short term and until a greater degree of normality has returned. No specific
measures are being undertaken within the Medium-Term Financial Plan to cater for this.
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Annual Statement of Accounts

The Statement of Accounts is the main method of external financial reporting produced by the Council.
It is a complex and technical document, which comprises several sections and financial statements
following the CIPFA Code of Practice on local authority accounting. These are as follows:

Narrative Report - this introductory section provides information on the format of the Statement of
Accounts as well as a review of the financial position, performance, and cash flows of the Council for
the financial year 2025/26.

Statement of Responsibilities — this statement details the responsibilities of the Council and the
Corporate Director of Finance (Section 151 Officer), concerning the Council’s financial affairs and the
Statement of Accounts.

Independent Auditor’s Report to the Council - the external auditor, Forvis Mazars have prepared
this report, following their audit of the accounts for the financial year.

Annual Governance Statement - the Council is required to carry out an annual review of the
effectiveness of the system of internal control and to include a status report with the Statement of
Accounts. This Statement explains how the Council has complied with the Code of Corporate
Governance during the 2025/26 financial year.

The Core Financial Statements comprise:

¢ The Comprehensive Income and Expenditure Statement — shows the income and expenditure
of the Council in line with statutory regulations, international financial reporting standards and
CIPFA Accounting Code of Practice requirements. The resulting gains and losses during the year
reconcile with the overall movement in net worth on the Balance Sheet.

The statement consists of two sections:

- Surplus or deficit on the provision of services, which represents the increase or decrease in
the net worth of the authority because of incurring expenses and generating income.

- Other comprehensive income and expenditure, which shows any change in net worth which
are not included in the surplus or deficit on provision of services, for example, movements in
the fair value of assets and/or actuarial gains or losses on pension assets and liabilities.

The charts below and overleaf illustrate where the money has come from and how it has been spent.

e The totals in the financial statement are higher/lower than those set out below, which relate to the
management accounts of the authority, due to technical adjustments to comply with proper
accounting practice, but which are not funded by the taxpayer. More details on this are set out in
the notes to the accounts.

e The Balance Sheet — shows the value as at the Balance Sheet date of the assets owned and
liabilities incurred by the Council. The total net assets (assets less liabilities) are equivalent to the
revenue and capital reserves held by the Council. Reserves are reported in two categories.

o The first category of reserves are usable reserves, i.e. those reserves that the authority may use
to provide services, subject to the need to maintain a prudent level of reserves and any statutory
limitations on their use (for example the capital receipts reserve that may only be used to fund
capital expenditure or repay debt).

e The second category of reserves is those that the authority cannot use to provide services. This
category of reserves includes reserves that hold unrealised gains and losses (for example the
revaluation reserve), where amounts would only become available to provide services if the assets
are sold; and reserves that hold timing differences shown in the Movement in Reserves Statement
line ‘Adjustments between accounting basis and funding basis under Regulations’. The following
charts gives summary information on what the Council owns and owes:
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o WHAT THE COUNCIL OWNS (£590.796m)
£3.006m (0.51%) Short Term Debtors Cash £8.803m

£81.599m (13.81%) / (1.49%) Property, Plant &
Long Term | Equipment

Investments and £435.786m (73.75%)
Long Term Debtors _____
£7.621m (1.29%) -

Intangible
Assets /
£6.011m
(1.02%)

Heritage
Assets
£33.636m

(5.69%) Investment

Properties
£14.334m (2.43%)

WHAT THE COUNCIL OWES (£350.181m)

Provisions and Liabilities £17.124m
(4.89%)

Creditors £52.468m
(14.98%)

Borrowings
£280.589m
(80.13%)

e The Movement in Reserves Statement - this statement shows the movement in the year on the
different reserves held by the Council, split into ‘usable reserves’ (i.e., those that can be applied to
fund expenditure or reduce local taxation) and unusable reserves (arising mainly because of
technical and accounting adjustments). This statement shows how the movements in year of the
authority’s reserves are broken down between gains and losses incurred in accordance with
generally accepted accounting practices and the statutory adjustments required to return to the
amounts chargeable to council tax [or rents] for the year. The Net increase/decrease line shows
the statutory General Fund balance movements in the year following those adjustments.
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e The Cash Flow Statement - this summarises the changes in cash and cash equivalents of the
Council during the reporting period. Cash flows are analysed between operating, investing, and
financing activities. The amount of net cash flows arising from operating activities is a key indicator
of the extent to which the operations of the authority are funded by way of taxation and grant
income or from the recipients of services provided by the authority. Investing activities represent
the extent to which cash outflows have been made for resources which are intended to contribute
to the authority’s future service delivery. Cash flows arising from financing activities are useful in
predicting claims on future cash flows by providers of capital (i.e. borrowing) to the authority.

Accounting Policies Note - this note explains the basis for the recognition, measurement, and
disclosure of transactions in the Accounting Statements.

Notes to the Accounts - provides supporting and explanatory information as to how the accounts have
been prepared and support the understanding of the accounting policies applied in the accounts to
present a true and fair view of the financial position.

Pension Fund Accounts - the Teesside Pension Fund is administered by Middlesbrough Council and
is independently managed and legally separate from the Council’s own finances. This statement forms
an extract from the Teesside Pension Fund Annual Report and summarises the financial position of the
Pension Fund, including all income and expenditure for 2025/26, assets, and liabilities as of 31 March
2026.

A Glossary of Terms — This helps to explain the technical jargon in the Statement of Accounts and
makes the document more understandable and usable for users of the accounts.
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Statement of Responsibilities

— Middlesbrough Council

The Authority’s Responsibilities

The Authority is required to:

¢ make arrangements for the proper administration of its financial affairs and to nominate that one of
its Officers has the responsibility for the administration of those affairs. In this Authority, that officer
is the Chief Finance Officer (Corporate Director of Finance).

¢ manage its affairs to secure economic, efficient, and effective use of resources and safeguard its
assets, and

e approve the statement of accounts.

The Chief Finance Officer’s Responsibilities

The Corporate Director of Finance is responsible for the preparation of the Authority’s statement of
accounts in accordance with proper practices as set out in the CIPFA/ LASAAC Code of Practice on
Local Authority Accounting (the Code).

In preparing the statement of accounts, the Corporate Director of Finance has:

¢ selected suitable accounting policies and then applied them consistently.
¢ made judgements and estimates that were reasonable and prudent; and
e complied with the local authority Code.

The Corporate Director of Finance has also:

e kept proper accounting records which were up to date; and
o taken reasonable steps for the prevention and detection of fraud and other irregularities.

Confirmation of the Statement of Accounts

| certify that the Statement of Accounts presents a true and fair view of the financial position of the
Authority of 31 March 2026 and its income and expenditure for that year.

Andrew Humble
Corporate Director of Finance (Section 151 Officer)

Middlesbrough Council
30 June 2026
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Statement of Responsibilities

— Teesside Pension Fund

Statement of Responsibilities

Middlesbrough Council Responsibilities
The Council is required to:

o Make arrangements for the proper administration of the financial affairs of the Teesside Pension
Fund (the Fund) through a Pension Fund Committee.

e Secure that one of its officers has the responsibility for the administration of those affairs, namely
the Chief Finance Officer of the Council (Corporate Director of Finance); and

e Manage the Fund to secure economic, efficient, and effective use of resources and to safeguard its
assets and approve the Fund’s Statement of Accounts.

The Chief Finance Officer’s Responsibilities

The Corporate Director of Finance is responsible for the preparation of the Fund’'s Statement of
Accounts in accordance with proper practices set out in the Accounts and Audit Regulations (England)
2015.

In preparing the Statement of Accounts, the Corporate Director of Finance has:

Selected suitable accounting policies and applied them consistently.

Made judgements and estimates that were reasonably prudent.

Complied with the Code.

Kept proper accounting records which were up to date; and

Taken reasonable steps for the prevention and detection of fraud and other irregularities.

Confirmation of the Statement of Accounts

| confirm that the Teesside Pension Fund Statement of Accounts gives a true and fair view of the
financial position of the Fund of 31 March 2026 and of its income and expenditure for that year.

Andrew Humble

Corporate Director of Finance (Section 151 Officer)
Middlesbrough Council

30 June 2026
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Auditor’s Report — Middlesbrough Council

Report on the audit of the financial statements

To follow once the financial statements have been through the external audit process.
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Auditor’s Report — Teesside Pension Fund

Report on the audit of the financial statements

To follow once the financial statements have been through the external audit process.
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Movement in Reserves Statement

This Statement shows the movement in the different reserves held by the Council over the financial year. These reserves can be analysed into usable
reserves, those that are available to fund expenditure or to reduce taxation, and other unusable reserves, held for accounting purposes.

General Earmarked Capital Rz:rf:l:e Capital Total Unusable Total

2025/26 Fund Revenue Receipts . Grants Usable Council
Funding ] Reserves
Balance Reserves Reserve . Unapplied | Reserves Reserves
Unapplied
£m £m £m £m £m £m £m £m

Balance at 1 April 2025 (11.101) (21.694) (18.608) (49.679) | (101.082) (159.360) (260.442)
Movement in reserves during 2025/26
Total Comprehensive Income and
Expenditure 33.195 33.195 (13.361) 19.834
Adjustments between accounting basis &
funding basis under regulation (Note 6) (E1.215) : e AR | (i) 0% )
Transfers to/(from) other reserves 5.041 (5.041) - - - - -
Net Decrease / (increase) in year - (5.041) 6.679 7.485 9.123 10.711 19.834
Balance at 31 March 2026 carried forward | (11.101) (26.735)  (11.929) (42.194) | (91.959) (148.649) (240.608)

Middlesbrough Council

Draft Statement of Accounts 2025-26
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General Earmarked Capital Direct Capital Total Total
. Revenue Unusable .
2024/25 Fund Revenue Receipts . Grants Usable Council
Funding ] Reserves
Balance Reserves Reserve . Unapplied | Reserves Reserves
Unapplied
£m £m £m £m £m £m £m £m

Balance at 1 April 2024 (10.987) (12.956) - (51.760) (75.703) (203.560) (279.263)
Movement in reserves during 2024/25
Total Comprehensive Income and 28.262 ) ) ) 28.262 (9.441) 18.821
Expenditure ’ ’ ' )
Adjustments between accounting basis &
funding basis under regulation (Note 6) &) - (TR U (L SRS )
Transfers to/(from) other reserves 8.738 (8.738) (2.956) - (2.956) 2.956 -
Net Decrease / (increase) in year (0.114) (8.738) (18.608) 2.081 (25.379) 44.200 18.821
Balance at 31 March 2025 carried forward | (11.101) (21.694) (18.608) (49.679) | (101.082) (159.360) (260.442)

Middlesbrough Council

Draft Statement of Accounts 2025-26
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Comprehensive Income and Expenditure Statement

This Statement brings together both income and expenditure relating to all of the Council’'s Day to day services for the year and also shows how this is
financed from a combination of local taxation, government grants and other income. This Statement shows the accounting cost in the year of providing
services in accordance with generally accepted accounting practice, rather than the amount to be funded by taxation which is the subject of in year budget

setting and monitoring reports.

2024/25 2025/26
Net < Net
gross . EIEED Expenditure Cost of Services by Service Area % D . T Expenditure
xpenditure Income / (Income) Expenditure Income / (Income)
£m £m £m £m £m £m
34.393 (8.177) 26.216 Regeneration 33.221 (6.298) 26.923
23.024 (20.883) 2.141 Public Health 21.159 (22.932) (1.773)
115.232 (90.409) 24.823 Education and Partnerships 125.284 (109.083) 16.201
68.752 (8.090) 60.662 Children’s Care 78.099 (9.366) 68.733
120.737 (64.801) 55.936 Adult Social Care and Health Integration 132.112 (71.553) 60.559
48.478 (11.238) 37.240 Environment and Communities 56.729 (16.463) 40.266
60.493 (52.552) 7.942 Finance and Chief Executive 53.933 (45.075) 8.858
17.681 (3.798) 13.883 Legal & Governance Services 15.948 (2.907) 13.041
0.929 (20.032) (19.103) Central Costs 1.310 (33.192) (31.882)
489.719 (279.980) 209.739 Total Cost of Service 517.795 (316.869) 200.926
0.192 (5.262) (5.071) Other Operating Income and Expenditure 9 2.608 - 2.608
39.879 (32.426) 7.453 Financing & Investment Activities 10 26.125 (16.750) 9.375
- (183.859) (183.859) Taxation and Non-Specific Grant Income 11 - (179.715) (179.715)
529.790 (501.528) 28.262 (Surplus) or Deficit on Provision of Services 546.528 (513.334) 33.194
Items that will not be re-classified to the Surplus or
Deficit on the Provision of Service
(4.240) (Surplus)/Deficit on revaluation of Property Plant and 23 (9.558)
’ Equipment '
(5.201) Remeasurements of the net defined benefit liability / 39 1367
’ (asset) '
Depreciation written out to the Revaluation Reserve (5.170)
(9.441) (13.361)
18.821 Total Comprehensive Income and Expenditure 19.833

Middlesbrough Council

Draft Statement of Accounts 2025-26
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Balance Sheet

The Balance Sheet shows the value of assets and liabilities held by the Council. The net

assets are matched by the Council’s revenue and capital reserves.

31 March 2025 Note 31 March 2026
£m £m
422.062 Property, Plant & Equipment 22 435.786
33.636 Heritage Assets 24 33.636
17.676 Investment Properties 25 14.334
5.636 Intangible Assets 26 6.011
0.309 Long-Term Investments 28 =
7.730 Long-Term Debtors 32 7.621
487.049 Total Long-Term Assets 497.389
4.798 Short-Term Assets Held for Sale 28 0.494
2.374 Inventories 2.512
72.852 Short-Term Debtors 31 81.599
20.994 Cash and Cash Equivalents 32 8.803
101.018 Total Current Assets 93.407
(23.714) Short-Term Borrowing 28 (46.446)
(51.993) Short-Term Creditors 33 (43.138)
(3.012) Revenue Grants Receipts in Advance 12 & 33 (9.337)
(1.958) Short-Term Provisions 34 (2.602)
(80.677) Total Current Liabilities (101.523)
20.341 Net Current Assets / (Liabilities) (8.116)
(1.856) Long-Term Provisions 34 (1.430)
(231.769) Long-Term Borrowing 28 (234.143)
(0.444) Other Long-Term Liabilities 28 (0.444)
(12.880) Pension Liability 37 (12.649)
(246.949) Total Long-Term Liabilities (248.665)
260.441 Net Assets/(Liabilities) 240.608
(101.079) Usable Reserves 35 (91.957)
(159.362) Unusable Reserves 36 (148.651)
(260.441) Total Reserves (240.608)

Andrew Humble

Corporate Director of Finance (Section 151 Officer)
Middlesbrough Council

Middlesbrough Council Draft StdRag ot unts 2025-26

30 June 2026
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Cash Flow Statement

This Statement shows the changes in cash and cash equivalents held by the Council during the
financial year. It shows how the Council generates and uses cash and cash equivalents by classifying
cash flows into operating, investing and financing activities. It is an integral part of the
Comprehensive Income and Expenditure Statement and the Balance Sheet for the Council.

31 March 2025 31 March 2026
£m £m
(28.262) Surplus / deficit on provision of services (33.194)
42 518 Adjustme'nt to net surplus or deficit on the provision of 17.071
services for non-cash movements (Note 44)
Adjustment for items included in the net surplus or deficit
4.049 on the provision of services that are investing and 4.875
financing activities (Note 44)
18.305 Net Cash Flows from Operating Activities (11.248)
(16.303) Investing Activities (Note 45) (27.326)
6.847 Financing Activities (Note 46) 26.384
8.849 Net Increase or dec.rease in cash and cash (12.190)
equivalents
Cash and cash equivalents at the beginning at the
1) reporting period (Note 32) VRS
20.992 Cash and cash equlva!ents at the end at the reporting 8.802
period (Note 32)
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Note 1 Accounting Policies

[General Principles |

The Statement of Accounts summarises the Council’s financial transactions for the 2025/26 financial
year and its position at the 31 March 2026.

The Council is required to prepare a Statement of Accounts for each financial year under the Accounts
and Audit Regulations 2015 and in accordance with proper accounting practices. These proper
accounting practices under Section 21 of the Local Government Act 2003 principally comprise:

e The Code of Practice on Local Authority Accounting in the United Kingdom 2025/26 (the Code)
supported by International Financial Reporting Standards (IFRS).
e Statutory guidance issued under Section 12 of the 2003 Act.

The Statement of Accounts has been prepared using the ‘going concern’ concept (see below) and
using the accruals basis of accounting such that transactions are recorded based on when they fall due
and not necessarily when settled in cash.

VAT payable is included as an expense only to the extent that it is not recoverable from His Majesty's
Revenue and Customs. VAT receivable is excluded from income amounts.

The accounting convention adopted in the Statement of Accounts is principally historical cost, modified
by the revaluation of certain categories of non-current assets and financial instruments. A summary of
this is in the following table.

Classification Measurement Basis

Property, Plant and Equipment — Land & | Current value based on Existing Use Value (EUV) for
Buildings operational assets where there is an active market, or if there
is no market-based evidence of current value because of the
specialist nature of the asset and/or the asset is rarely sold,
Depreciated Replacement Cost (DRC).

Property, Plant and Equipment — Infrastructure, | Depreciated historical cost/Historical cost.
Community Assets and Assets under
Construction

Property, Plant and Equipment — Surplus Assets | Fair value.

Property, Plant and Equipment — All Other Assets | Depreciated historical cost.

Investment Properties Fair value.
Pension Assets Fair value.
Pension Liabilities Actuarial Basis

The Council’'s over-arching accounting policies are set out in more detail below. Further details on the
accounting treatment adopted for specific transactions and balances is included in relevant disclosure
notes.

|[External Audit Arrangements

In recent years there has been a growing national backlog of unaudited accounts. For the financial year
2022/23, just one percent of councils and other local bodies published their audited accounts on time.
In February 2024 the then Department of Levelling-Up Housing and Communities (DLUHC), now
Ministry for Housing Local Government and Communities (MHCLG), consulted on proposals to tackle
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this backlog on unaudited accounts. These proposals included setting a statutory backstop date to clear
outstanding unaudited accounts up to 2022/23. They also including setting backstop dates for financial
years 2023/24 to 2027/28 to enable the local audit system to recover. These proposals were confirmed
and set the following statutory deadlines:

o 2022/23 and prior 13 December 2024
o 2023/24 28 February 2025

o 2024/25 27 February 2026

e 2025/26 31 January 2027

o 2026/27 30 November 2027

e 2027/28 30 November 2028

This created a situation where, to meet the statutory deadline date above, hundreds of local authorities
including Middlesbrough Council received modified or disclaimed opinions. The government made it
clear that where the backstop dates result in these types of opinion the Local Authority should not be
unfairly judged. Middlesbrough Council received disclaimed opinions for 2021-22, 2022-23, 2023-24 &
2024/25 therefore the prior year comparators in these financial statements are published as final but
remain unaudited.

The Council will follow the National Audit Office guidance, working with its external auditors, to recover
this position and to gain assurance in its external financial reporting processes as soon as is practical.

|Basis of Preparation - Going Concern

The concept of a going concern assumes that the Council’s functions and services will continue in
operational existence for the foreseeable future. The provisions in the Code in respect of going concern
reporting requirements, reflect the economic and statutory environment in which the Council operates.
If the Council were in financial difficulty, the prospects are that alternative arrangements might be made
by central government either for the continuation of the services it provides, the provision of exceptional
financial support, or for assistance with the recovery of a budget deficit over more than one financial
year. These provisions confirm that, as Councils cannot be created or dissolved without statutory
prescription, they must prepare their financial statements on a going concern basis of accounting.

|Accruals of Income and Expenditure

The Council’s financial statements have been prepared using the accruals basis of accounting such
that transactions are recorded based on when they fall due and not necessarily when settled in cash.
In particular:

e Whether paid on-account, by instalments or in arrears, government grants and third-party
contributions and donations are recognised as due to the Council when there is reasonable
assurance that the grant will be received, and all conditions associated with the grant will be
satisfied.

¢ Amounts recognised as grants and contributions for which conditions have not been satisfied
are carried forward in the Balance Sheet as creditors.

o When all conditions are satisfied, the grant or contribution is credited to the relevant service
line or taxation and non-specific grant Income (non-ring-fenced revenue grants and all capital
grants) in the Comprehensive Income and Expenditure Statement.

e All other income and expenditure amounts are recognised on an accrual’s basis reflecting the
date the service was provided.

o Expenditure in relation to services received by the Council (including services provided by
employees) is recorded as expenditure when the services are received rather than when
payments are made.

o Interest receivable on investments and payable on borrowings is accounted for as income and
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expenditure respectively, based on the effective interest rate for the relevant financial
instrument.

o Where income or expenditure have been recognised but cash has not been received or paid,
a debtor or creditor for the relevant amount is recorded in the Balance Sheet.

e Accruals are generally recognised where the value exceeds £10,000.

e As per the Code (IFRS15) income and expenditure is recognised when performance
obligations are satisfied.

The exception to this basis is external audit fees which is completed on a cash basis due to audit being
undertaken in arrears of the financial year concerned and previous audit backlogs.

|Comprehensive Income and Expenditure Statement (CIES) and the General Fund balance

The surplus or deficit on provision of services reported in the Comprehensive Income and Expenditure
Statement is transferred to the General Fund balance. Amounts are then transferred to and from the
General Fund under statutory provisions or to set aside specific amounts for future policy purposes or
to cover contingencies. These amounts are shown in the Movement in Reserves Statement.

Amounts appropriated under Statutory Provisions

The Council is not required to raise council tax to fund depreciation, revaluation and impairment losses
or amortisations. However, it is required to make an annual contribution from revenue towards the
reduction in its overall borrowing requirement equal to an amount calculated on a prudent basis
determined in accordance with statutory guidance. Depreciation, revaluation and impairment losses
and amortisations are therefore replaced by the contribution (Minimum Revenue Provision) in the
General Fund, by way of an adjusting transaction to the Capital Adjustment Account through the
Movement in Reserves Statement.

The written-off value of asset disposals is appropriated to the Capital Adjustment Account.

Amounts received for an asset sale in excess of £10,000 (or £5,000 for Investment Properties and
Intangible Assets) are categorised as capital receipts and credited to the Capital Receipts Reserve.
Amounts in the Capital Receipts Reserve can only be used to fund new capital investment or be set
aside to reduce the Council's underlying need to borrow.

Expenditure incurred during the year that may be capitalised under statutory provisions but that does
not result in the creation of a non-current asset is charged as expenditure to the relevant service in the
Comprehensive Income and Expenditure Statement in the year (REFCUS). Where the Council has
determined to meet the cost of this expenditure from existing capital resources or by borrowing, a
transfer from the General Fund to the Capital Adjustment Account is made to reverse the amounts
charged so there is no impact on Council Tax.

Capital grant values included in the Comprehensive Income and Expenditure Statement for which
capital expenditure has been incurred are transferred to the Capital Adjustment Account.

Capital grant values included in the Comprehensive Income and Expenditure Statement for which
capital expenditure has not yet been incurred are transferred to the Capital Grants Unapplied Reserve
until such time that capital expenditure is incurred at which time the expenditure is transferred to the
Capital Adjustment Account.

Statutory provisions require that the General Fund balance is only charged with the amount payable by
the Council to the pension fund in the year, not the amount calculated according to the relevant
accounting standards. Accordingly, amounts charged and credited in determining the surplus or deficit
on the provision of services in the Comprehensive Income and Expenditure Statement are replaced
with amounts actually paid to the pension fund via an appropriation to the Pensions Reserve for the
difference.
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Amounts set aside

The Council sets aside specific amounts as reserves for future liabilities or to cover contingencies by
transferring amounts out of the General Fund to Earmarked Reserves. When expenditure to be
financed from a reserve is incurred, it is charged to the appropriate service and transferred back into
the General Fund. Amounts set aside and transferred back are shown in the Movement in Reserves
Statement.

[Property, Plant and Equipment

Assets that have physical substance and are used in the production or supply of goods or services, or
for administrative purposes and that are expected to be held for more than one financial year are
classified as Property, Plant and Equipment.

Recognition and Componentisation

Expenditure on the acquisition, creation or enhancement of Property, Plant and Equipment is
capitalised provided that it exceeds a de-minimis level of £5,000. Expenditure that is below the de-
minimis or maintains but does not add to an asset's potential to deliver future economic benefits or
service potential (e.g., repairs and maintenance) is charged as an expense.

Componentisation acknowledges that some assets are made up of different parts and that sometimes
these parts have differing useful economic lives and should therefore be depreciated over different
periods. Depreciating assets are subject to a review for componentisation where their individual
carrying value is above 0.25% of the total carrying value of its asset class (Land and Buildings). On
review, assets are componentised when by doing so would produce a depreciation charge of over
£100,000 and more than double the difference compared with the depreciation charge if the asset is
not componentised.

Measurement

Expenditure on the acquisition, creation or enhancement of Property, Plant and Equipment assets are
initially measured at cost (usually the purchase price). Borrowing costs incurred whilst assets are under
construction are not included in cost.

Donated assets are initially measured at fair value with the difference between fair value and any
consideration paid being credited to taxation and non-specific grant Income in the Comprehensive
Income and Expenditure Statement.

If material, costs attributable to bringing the asset to the location and condition necessary for it to be
capable of operating in the manner intended by management; or costs of dismantling and removing the
item and restoring the site on which it is located, would be valued as per the asset classification
measurement method.

Property, Plant and Equipment is carried in the Balance Sheet using the following measurement bases:

¢ Land and Buildings are carried at current value. Current value is determined as the amount that
would be paid for the asset in its existing use (existing use value - EUV) for assets for which
there is an active market (e.g., offices) and Depreciated Replacement Cost (DRC) for assets for
which there is not an active market (e.g., schools). They are revalued regularly to ensure that
their carrying amount is not materially different from their current value at the year-end, but as a
minimum every five years. In the intervening years indexation is used where the asset has not
been specifically revalued.

e Infrastructure assets are valued at depreciated historical cost. In addition, and in relation to
highways infrastructure assets specifically there is an assumption that these assets are fully
depreciated before being replaced.

¢ Community Assets and Assets under Construction are held at historical cost.
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e Surplus assets are defined as those that are not being used to deliver services and do not fulfil
the criteria to be classified as either Investment Properties or Assets Held for Sale. They are
carried at fair value i.e., the price that would be received if an asset is sold or the price that would
be paid to transfer a liability in an orderly transaction between market participants at the
measurement date. They are revalued regularly (every five years as a minimum) to ensure their
carrying amount is not materially different from their fair value at the balance sheet date; and.

o All Other Assets are held at depreciated historical cost as a proxy for fair value.

Where assets are carried at fair value the treatment of changes to the valuation are accounted for as
follows:

e Increases in valuations are generally credited to the Comprehensive Income and Expenditure
Statement as 'other comprehensive income and expenditure' and matched by an increase to
the Revaluation Reserve to recognise unrealised gains. Exceptionally, gains will be credited to
the Comprehensive Income and Expenditure Statement as a reduction in service cost if they
arise from the reversal of a loss previously charged to a service.

e Decreases in valuations (up to the amount of any previously accumulated gains specific to that
asset) are charged to the Comprehensive Income and Expenditure Statement as 'other
comprehensive income and expenditure’ and matched by a reduction to the Revaluation
Reserve. Where the balance in the Revaluation Reserve is insufficient to absorb the decrease,
the remaining amount is charged against the relevant service line(s) in the Comprehensive
Income and Expenditure Statement; and

o The Revaluation Reserve contains revaluation gains recognised since 1 April 2007, the date
of its formal implementation. Gains arising before that date are a constituent part of the Capital
Adjustment Account.

Impairment

Assets are assessed at each year-end as to whether there is any indication that an asset may be
impaired. Impairment relates to the reduction on a permanent basis of a non-current asset due to a
specific event such as fire, flooding, accidental damage and an act of God and associated perils.
Impairment does not relate to general decreases in property value or the use of an asset in a specific
way where its value be less than its historic cost and these will be informed via revaluations.

Where indications exist and any possible differences are estimated to be material, the recoverable
amount of the asset is estimated and, where this is less than the carrying amount of the asset, an
impairment loss is recognised for the shortfall. Impairment losses are treated in the same way as
downward revaluations for the purposes of allocating between the Revaluation Reserve and the
Comprehensive Income and Expenditure Statement.

Where an impairment loss is subsequently reversed, the reversal is credited to the relevant service
line(s) in the Comprehensive Income and Expenditure Statement, up to the amount of the original loss,
adjusted for depreciation that would have been charged if the loss had not been recognised.

Discontinued Use

When it becomes probable that the carrying amount of an asset will be recovered principally through a
sale transaction rather than through its continuing use, it is reclassified as an Asset Held for Sale. The
asset is revalued immediately before reclassification and then carried at the lower of this amount and
fair value less costs to sell. Where there is a subsequent decrease to fair value less costs to sell, the
loss is charged to other operating expenditure line in the Comprehensive Income and Expenditure
Statement. Any revaluation gains accumulated for the asset in the Revaluation Reserve are transferred
to the Capital Adjustment Account to offset this loss. Gains in fair value are recognised only up to the
amount of any previous losses recognised in the surplus or deficit on provision of services. Depreciation
is not charged on Assets Held for Sale.

When an asset is disposed of or decommissioned, the carrying amount of the asset in the Balance
Sheet (whether Property, Plant and Equipment or Assets Held for Sale) is written off to other operating
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expenditure in the Comprehensive Income and Expenditure Statement as part of the gain or loss on
disposal. Receipts from disposals (if any) are credited to the same part the Comprehensive Income
and Expenditure Statement also as part of the gain or loss on disposal (i.e., netted off against the
carrying value of the asset at the time of disposal).

The Code states that assets should only be included in Assets Held for Sale when the asset is available
for immediate sale in its present condition and its sale must be highly probable. For a sale to be
considered highly probable the Code requires 'the appropriate level of management must be committed
to a plan to sell the asset (or disposal group), and an active programme to locate a buyer and complete
the plan must have been initiated. Further, the asset (or disposal group) must be actively marketed for
sale at a price that is reasonable in relation to its current fair value. In addition, the sale should be
expected to qualify for recognition as a completed sale within one year from the date of classification,
except as permitted by paragraph 9 of IFRS 5,39 and actions required to complete the plan should
indicate that it is unlikely that significant changes to the plan will be made or that the plan will be
withdrawn.

|Depreciation and Amortisation

Depreciation is provided for on all assets identified as Property, Plant and Equipment and Amortisation
is charged on Intangible Assets by the systematic allocation of their balance sheet amounts over their
useful lives. An exception is made for assets without a determinable finite useful life (i.e., freehold land),
community assets and assets that are not yet available for use.

Where an item of Property, Plant and Equipment has major components whose cost is significant in
relation to the total cost of the item, the components are recorded and depreciated separately.

Depreciation and Amortisation is charged over the useful life of the asset, using a method that reflects
the pattern in which the asset’s future economic benefits or service potential is expected to be
consumed. The standard useful lives for new assets are as follows:

e Operational Buildings  30-60 Years
e Plant and Equipment 5-10 Years

e Vehicles 5-10 Years
e Infrastructure assets 15-65 Years
e  Surplus Buildings 30-60 Years
e Intangible Assets 3-10 Years

Revaluation gains are also depreciated, with an amount equal to the difference between current value
depreciation and the amount that would have been charged otherwise. This is based on the historic
cost being transferred each year from the Revaluation Reserve to the Capital Adjustment Account.

|[Expected Credit Loss — Statutory Debt

The Council has determined its expected credit loss (ECL) provision based on a range of factors
including the age of the debt, historic recovery rates and the actions taken by the Council to liaise with
the debtor to maximise recovery.

IAS 37 defines and specifies the accounting for and disclosure of provisions, contingent liabilities, and
contingent assets. A provision is a liability of uncertain timing or amount. The ECL provision should
recognise debts if it is probable that the debt will not be settled. If it is only a possibility and not probable,
then the item is not treated as a provision but rather a liability.

IAS 37 stipulates the criteria for provisions which must be met for a provision to be recognised to
prevent manipulation of financial results. According to IAS 37, three criteria are required to be met
before a provision can be recognised. These are:

Middlesbrough Council Draft StATA@@ ol Ab&unts 2025-26 Page | 41



This document was classified as: OFFICIAL

e There needs to be a present obligation from a past event e.g., a service provided, and an
invoice issued

e There needs to be a reliable estimate e.g., the billed cost of the service provided, and

e There needs to be a probable loss of economic benefit e.g., a probability that an aged debt will
not be recovered

IAS37 defines a provision as a liability of uncertain timing or amount but where the amount can be
reliably measured, and it is probable that the obligation/debt is not recoverable.

|[Expected Credit Loss — Non-Statutory Debt

IFRS9 also plays a part in the way in which the Council calculates the ECL provision in relation to
Accounts Receivable balances as there is a requirement to recognise expected credit losses for all
financial assets held at amortised cost or at fair value through other comprehensive income, including
accounts receivable balances.

IFRS9 replaces the ‘incurred loss’ model required by IAS39 with an ‘expected loss’ model. This moves
from a position of provisioning only when a loss has occurred to one which considers forward-looking
information to calculate expected credit losses, regardless of whether there has been an impairment
trigger. This applies to all relevant financial assets.

There are 2 approaches permissible under IFRS9, the general approach (which includes a 3-stage
impairment model) or the simplified approach. For relevant financial assets including trade receivables,
the standard allows an organisation to dispense with the full general impairment model, and they can
choose to apply the simplified model unless any accounts receivables contain a significant financing
component.

Under the simplified approach, at initial recognition of each accounts receivable balance and throughout
its life, a lifetime expected credit loss should be recognised to arrive at the appropriate impairment
under IFRS9. There are various methods to calculate a lifetime expected credit loss, but a suggested
method in IFRS9 for trade receivables is using a provision matrix of considerations.

The Council has used a two-stage approach. The first stage is the consideration of historical experience
of losses that have been incurred (that is, accounts receivable balances that have not been collected).
The second stage is to consider the future, and whether the historical experience is likely to persist or
whether other factors should influence and adjust the levels of impairment recognised.

As per the requirements of IFRS9 there is no recognition for expected credit loss on a financial asset
where the counterparty is central government or where it is a local authority.

Expected Credit Losses can be measured in three ways depending on the circumstances and whether
the credit risk is increasing or decreasing.

o Lifetime expected credit losses — those that result from all possible default events over the
expected life of the financial instrument.

e 12 month expected credit losses — those that result from default events that are possible within
the next financial year.

o Cumulative changes in lifetime expected credit losses since recognition — those that were
included in the estimated cash flows in initial recognition.

The Council has assessed its accounts receivables using historic data and the age of each debt
together with assessment of the debtor and any known external factors that could result in the
probability of a bad debt. Using this combination a credit loss for each accounts receivable debt has
been calculated.
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[Post Employment Benefits (Pensions)

Employees of the Council are members of one of three separate pension schemes:

e The Local Government Pension Scheme, administered by Middlesbrough Council; and

e The Teachers' Pension Scheme, administered by Capita Teachers' Pensions on behalf of the
Department of Education (DfE).

e NHS Pension Scheme, administered by the NHS Business Services Authority.

These Schemes provide defined benefits to members (retirement lump sums and pensions), based on
total years of service and salaries earned as employees working for the Council.

The arrangements for the Teachers' Pension Scheme and the NHS scheme are such that the liabilities
for the benefits cannot be identified specifically to the Council, so the schemes are accounted for as
defined contribution schemes. The assets and liabilities of the scheme are excluded from the Council's
Balance Sheet and only the value of actual contributions made are charged to the Comprehensive
Income and Expenditure Statement.

The Local Government Pension Scheme is accounted for as a defined benefit scheme. Accordingly,
the net assets/ liabilities of the Scheme attributable to the Council (as determined annually by the
Scheme's actuary) are included in the Council's Balance Sheet.

Liabilities are determined using the projected unit method. This is an assessment of the likely future
payments that will be made in relation to retirement benefits earned to date by employees. Estimates
are based on assumptions including retirement profiles, mortality rates and projected earnings for
current employees. Estimated liabilities are then discounted to their value at current prices, using a
discount rate based on the rate of return on high quality corporate bonds, which have been chosen to
meet the requirements of IAS19.

The assets of the Scheme attributable to the Council are included in the Balance Sheet at their fair
value as follows:

¢ Quoted securities - at current bid price and

o Unlisted securities, including partnerships, are valued with regard to latest dealings and other
appropriate financial information as provided by their respective managers or those controlling the
partnerships.

e Property - at market value.

The change in the Scheme's net liability from the previous year is analysed as follows:

Charged in the Comprehensive Income and Expenditure Statement

e Charged to Services
- current service cost - the increase in liabilities as a result of additional service earned in the
year.
e Charged as Central Costs

- past service cost - the increase in liabilities arising from current year decisions whose effect
relates to the years of service earned in earlier years.

- gains or losses on settlements and curtailments - the result of actions to relieve the Council
of liabilities or events that reduce the expected future service or accrual of benefits of
employees.

e Charged as Financing and Investment Income and Expenditure

- interest cost - the expected increase in the present value of liabilities during the year as
they move one year closer to being paid.

- expected return on assets - the annual investment return on the fund assets attributable to
the Council based on an average of the expected long-term return.
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e Charged as Other Comprehensive Income and Expenditure
- actuarial gains and losses - changes in the net pension’s liability that arise because events
have not coincided with assumptions made at the last actuarial valuation or because the
actuaries have updated their assumptions.
e Charged to the Pension Reserve
- contributions paid - cash paid as employer's contributions to the pension fund in the
year.

[Benefits Payable during Employment

Short-term employee benefits are those due to be settled wholly within 12 months of the year-end.
They include such benefits as wages and salaries, paid annual leave and paid sick leave, bonuses and
non-monetary benefits (e.g., cars) for current employees and are recognised as an expense for
services in the year in which employees render service to the authority. An accrual is made for the cost
of holiday entitlements (or any form of leave, e.g., time off in lieu) earned by employees but not taken
before the year-end, which employees can carry forward into the next financial year. The accrual is
made at the wage and salary rates applicable in the following accounting year, being the period in
which the employee takes the benefit. The accrual is charged to surplus or deficit on the provision of
services but then reversed out through the Movement in Reserves Statement so that holiday
entitlements are charged to revenue in the financial year in which the holiday absence occurs.

[Termination Benefits

Termination benefits are amounts payable because of a decision by the Council to terminate a staff
member's employment before the normal retirement date or a decision by a staff member to accept
voluntary redundancy. Termination benefits are chargeable as non-distributed costs in the
Comprehensive Income and Expenditure Statement when the Council is demonstrably committed to
the termination of the employment or makes an offer to encourage voluntary redundancy.

Where termination benefits involve the enhancement of pensions, statutory provisions require the
General Fund Balance to be charged with the amount payable by the Council to the pension fund or
pensioner in the year, not the amount calculated according to the relevant accounting standards. In the
Movement in Reserves Statement, appropriations are required to and from the Pensions Reserve to
remove the notional debits and credits for pension enhancement termination benefits and replace them
with debits for the cash paid to the pension fund and pensioners and any such amount payable but
unpaid at year end.

[Financial Instruments

Financial Instruments are any contract that gives rise to a financial asset in one organisation’s accounts
and a financial liability in another’s. These transactions can cover investments, cash, debtors, creditors,
loans, derivatives and guarantees. For the Council these generally take the form of loans or similar
borrowings and lendings. Gains and losses are separately identified in the Comprehensive Income and
Expenditure Statement in accordance with IFRS9 on Financial Instruments.

[Financial Liabilities (Borrowing)

Financial liabilities are recognised when the Council becomes party to the contractual provisions of a
financial instrument. These are usually as loans at amortised cost rather than fair value.
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Interest payable on these financial instruments is determined as the difference between the initial fair
value and the total of the cash amounts repayable over the life of the instrument. These are allocated
to the Comprehensive Income and Expenditure Statement in variable instalments over the life of the
financial instrument concerned.

[Financial Assets

The Council holds financial assets that are classified as held at amortised cost in that they have fixed
or determinable payments but are not quoted in an active market. Financial assets held at amortised
cost are recognised when the Council becomes party to the contractual provisions of a financial
instrument. They are initially measured at fair value and are subsequently carried at their amortised
cost.

Interest receivable is determined as the difference between the initial fair value and cash amounts to
be recovered over the life of the instrument and is allocated to the Comprehensive Income and
Expenditure Statement in variable instalments over the life of the assets. For short-term assets, this is
charged each month and for longer term by year.

[Leases

Recognition and Initial Measurement

At the commencement date of the lease, being when the asset is made available for use, the Council
recognises a right of use asset and a lease liability.

The right of use asset is recognised at cost comprising the lease liability, any lease payments made
before or at commencement, any direct costs incurred by the lessee, less any cash lease incentives
received. It also includes any estimate of costs to be incurred restoring the site or underlying asset on
completion of the lease term.

The lease liability is initially measured at the present value of future lease payments discounted at the
interest rate implicit in the lease. Lease payments include fixed lease payments, variable lease
payments dependent on an index or rate and amounts payable under residual value guarantees. It also
includes amounts payable for purchase options and termination penalties where these options are
reasonably certain to be exercised. Where an implicit rate cannot be readily determined, the Council’s
incremental borrowing rate is applied.

The Council does not apply the above recognition requirements to leases with a term of 12 months or
less or to leases where the value of the underlying asset is below £10,000, excluding any irrecoverable
VAT. Lease payments associated with these leases are expensed on a straight-line basis over the
lease term. Irrecoverable VAT on lease payments is expensed as it falls due.

Subsequent measurement

As required by Code of Practice on Local Authority Accounting issued by CIPFA, the Council employs
a revaluation model for subsequent measurement of right of use assets, unless the cost model is
considered to be an appropriate proxy for current value in existing use or fair value, in line with the
accounting policy for owned assets. Where consideration exchanged is identified as significantly below
market value, the cost model is not considered to be an appropriate proxy for the value of the right of
use asset.

The Council subsequently measures the lease liability by increasing the carrying amount for interest
arising which is also charged to expenditure as a finance cost and reducing the carrying amount for
lease payments made. The liability is also remeasured for changes in assessments impacting the lease
term, lease modifications or to reflect actual changes in lease payments. Such remeasurements are
also reflected in the cost of the right of use asset. Where there is a change in the lease term or option
to purchase the underlying asset, an updated discount rate is applied to the remaining lease payments.
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Application of IFRS 16

IFRS 16 Leases as adapted and interpreted by Code of Practice on Local Authority Accounting has
been applied to these financial statement. This was applied from April 2024. IFRS 16 replaced IAS 17
Leases, and IFRIC 4 determining whether an arrangement contains a lease and other interpretations.
The standard was applied is 2024/25 using a modified retrospective approach with the cumulative
impact recognised in the income and expenditure reserve on 1 April 2024. Upon initial application, the
provisions of IFRS 16 were only been applied to existing contracts where they were previously deemed
to be a lease or contain a lease under IAS 17 and IFRIC 4. Where existing contracts were previously
assessed not to be or contain a lease, these assessments were not been revisited.

The Council as lessee

For continuing leases previously classified as operating leases, a lease liability was established on 1
April 2024 equal to the present value of future lease payments discounted at the PWLB borrowing rate.
A right of use asset was created equal to the lease liability and adjusted for prepaid and accrued lease
payments and deferred lease incentives recognised in the statement of financial position immediately
prior to initial application. Hindsight has been used in determining the lease term where lease
arrangements contain options for extension or earlier termination.

No adjustments have been made on initial application in respect of leases with a remaining term of 12
months or less from 1 April 2024 or for leases where the underlying assets has a value below £10,000.
No adjustments have been made in respect of leases previously classified as finance leases.

The Council as lessor

Leases of owned assets where the Council is lessor were unaffected by initial application of IFRS 16.
For existing arrangements where the Council is an intermediate lessor, classification of all continuing
sublease arrangements has been reassessed with reference to the right of use asset.

[Prior Period Adjustments |

Prior period adjustments may arise because of a change in accounting policies or to correct a material
error. Changes in accounting estimates are accounted for prospectively, i.e., in the current and future
years affected by the change and do not give rise to a prior period adjustment.

Changes in accounting policies are only made when required by proper accounting practices or the
change provides more reliable or relevant information about the effect of transactions, other events and
conditions on the Council’s financial position or financial performance. Where a change is made, it is
applied retrospectively (unless stated otherwise) by adjusting opening balances and comparative
amounts for the prior period as if the new policy had always been applied.

Material errors discovered in prior period figures are corrected retrospectively by amending opening
balances and comparative amounts for the prior period.

|Events after the Balance Sheet Date |

Events after the Balance Sheet date are those events, both favourable and unfavourable, that occur
between the end of March each year and the date when the Statement of Accounts is authorised for
issue. Two types of events are possible:

e Those that provide evidence of conditions that existed at the end of the reporting period - the
Statement of Accounts is adjusted to reflect such events.
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e Those that are indicative of conditions that arose after the reporting period - the Statement of
Accounts is not adjusted to reflect such events, but where a category of events would have a
material effect, disclosure is made in the notes of the nature of the events and their estimated
financial effect.

Events taking place after the date the accounts are authorised for issue by the Director of Finance are
not reflected in the Statement of Accounts.

[Cash and Cash Equivalents |

Cash and cash equivalents are represented by cash in hand and deposits with financial institutions.
These deposits should not have a term of more than three months in total. Deposits are repayable
within that three-month term without penalty on notice of more than 24 hours with insignificant risk of
change in value. Overdrawn bank accounts are presented in the balance sheet net only where there is
a right of offset.

[Investment Property |

Investment properties are those assets held by the Council solely to earn rental income and/or for
capital appreciation. These are not depreciated within the accounts. Instead, they are recorded in the
balance sheet initially at cost and then subsequently revalued each year at fair value. This is based on
the amount at which the asset could be exchanged between knowledgeable parties in an arm’s length
transaction.

Changes in valuation are charged or credited to financing and investment activities in the
Comprehensive Income and Expenditure Statement.

[Support Services and Overheads |

The costs of support services and overheads are charged to those that benefit from the supply or
service in accordance with the basis of apportionment. The full cost of overheads and support services
is shared between users in proportion to the benefits received.

|[Revenue Expenditure Funded by Capital Under Statute (REFCUS) |

Expenditure incurred during the year that may be capitalised under statutory provisions but that does
not result in the creation of a non-current asset is charged as expenditure to the relevant service in the
Comprehensive Income and Expenditure Statement in the year. Where the Council has determined to
meet the cost of this expenditure from existing capital resources or by borrowing, a transfer from the
General Fund to the Capital Adjustment Account is made to reverse the amounts charged so there is
no impact on Council Tax.

|Rounding |

It is not the Council’s policy to adjust for immaterial cross-casting differences between the main
statements and disclosure notes.

Values throughout these accounts are presented rounded to whole numbers. Totals in supporting
tables and notes may not appear to cast, cross-cast, or exactly match the core statements or other
tables due to minor rounding differences only.
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[Schools |

Local Authority maintained schools are considered to be under the control of the Council.
Consequently, the income, expenditure, assets and liabilities of community schools are accounted for
in the single entity accounts of the Council. Only income and expenditure for Foundation schools in
included as the assets and liabilities are with the Diocese.

The table below shows the different type of schools within the Borough but only the Community Schools
are owned and included on the Council’s balance sheet:

Type of School No of Primary No of No of Special Total
Schools Secondary Schools
Schools
Community 3 0 3 6
Foundation 2 0 0 2
Maintained 5 0 3 8
[Value Added Tax (VAT) |

The Comprehensive Income and Expenditure Account totals exclude amounts relating to VAT and will
be included as an expense only if it is not recoverable from His Majesty's Revenue and Customs. VAT
receivable is excluded from income within the Council's Income and Expenditure account.

— ‘
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Note 2 Accounting Standards Issued but not yet adopted

The Code of Practice on Local Authority Accounting in the United Kingdom (the Code) requires the
disclosure of information relating to the expected impact of the accounting change that will be required
by a new standard that has been issued but not yet adopted.

At the balance sheet date, the following new standards and amendments to existing standards have
been published and will be introduced by the 2026/27 Codes of Practice of Local Authority Accounting
in the United Kingdom:

e Amendments to FRS 102 The Financial Reporting Standard applicable in the UK and Republic
of Ireland (Amendments to Heritage assets) issued in March 2024

e Amendments to the Classification and Measurement of Financial Instruments (Amendments to
IFRS 9 and IFRS 7) issued in May 2024

e Annual improvements to IFRS accounting standards — Volume 11 issued in July 2024

e Contracts Referencing Nature-dependent Electricity (Amendments to IFRS 9 and IFRS 7)
issued in December 2024.

It is likely there will be limited application of these items although consideration of the changes will be
examined for the Council’s individual circumstances where any of these apply.

Note 3 Critical Judgements in applying Accounting Policies

In applying the accounting policies laid out in Note 1 to the accounts, the Council has had to make
certain critical judgements about complex transactions or those involving uncertainty about future
events. In the accounts, these are as follows:

e On the grounds of control and significant influence, Middlesbrough Development Company falls
within the group boundary of the Council. The company is in the final stages of being wound up and
should be dissolved before the financial statements have been audited. All other potential group
relationships have been reviewed, and none are worthy of further disclosure.

¢ All maintained schools are considered entities controlled by the Council but rather than producing
group accounts, the income, expenditure, assets and liabilities are recognised in the Council's
single entity accounts in line with appropriate accounting standards.

e The Council recognises school assets for community schools on its balance sheet because the
Council has assessed that the rights and obligations associated with such school’s rest with the
Council.

e Judgement is required as to whether the conditions of specific grants and contributions received
have been met. If these conditions require associated expenditure to be incurred, the grant monies
will not be recognised as income in the appropriate financial year, until this expenditure is incurred.
Grant income is also not recognised until the conditions of the grant are met in full.

e Judgement is also required, in determining whether a lease is an operating or finance lease where
substantially all the risks and rewards of ownership transfer to the lessee. This judgement depends
on the balance of risks and rewards of ownership. See Notes 41 and 42 for more details of leases.
With the adoption of IFRS 16 in 2024-25 however, there will be a single lessee accounting model,
and this will remove the distinction between finance and operating leases. Under IFRS 16, the
Authority will be required to recognise a right of use asset and a lease liability for all leases, unless
the lease term is 12 months or less, or the underlying asset is of low value.
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Note 4 Assumptions made about the future and other major
sources of estimation uncertainty

The Statement of Accounts includes some estimated figures, which are based on assumptions about
the future that are otherwise uncertain. Estimates are made using historical experience, current trends
and other relevant and appropriate criteria. These estimations cannot be determined with certainty;
therefore, actual results could be materially different from the assumptions and estimates used. The
items in the Council’s Balance Sheet on 31 March 2026 where there is a significant risk of material
adjustment in the forthcoming financial year are as follows:

Item

Uncertainties

Effect if Actual Results
Differ from Assumptions

Valuation, where required
of Property, Plant and
Equipment, and Investment
properties.

Valuation of property involves
assessment of a number of

variables such as  market
conditions, useful life, cost of
reconstruction, assessment of

condition, etc. Qualified Chartered
Surveyors, or experts in the
relevant field undertake valuations
however, these can be subject to
market uncertainties.
Revaluations, in accordance with
the local authority accounting
code of practice are carried out on
a 5-year rolling cycle or where
there is evidence of a material
change in value.

At 31 March 2026, the Council
had land and buildings to the
value of £267.779m, and
investment properties to the
value of £14.334m. A 1%
change in the estimation of
property values would lead to
a £2.68m change in the value
of the Council's land and
buildings and £0.143m
change in the value of the
Council's investment
properties. These changes to
valuations would not have a
direct impact on the Council's
general fund, since any effect
charged to the CIES would be
reversed to the Council's
unusable reserves.

Net Pension Liability

Estimation of the net liability of

£12.649m to pay pensions
depends on several complex
judgements relating to the

discount rate used, the rate at
which salaries are projected to
increase, changes in retirement
ages, mortality rates. The Council
has engaged Hymans Robertson
as its actuary to provide expert
advice about the assumptions to
be applied.

The effects on the net pension
liability of changes in
individual assessments can be
measured. For instance, a
0.1% decrease in the discount
rate assumption would result
in an increase in the pension
liability of £10.834m. Note 37
provides further details.

Insurance Provision

The insurance provision is
estimated using data held on
previous claims, outstanding
claims at the balacne sheet date
and the latest actuarial valuation
report.

The Council has a total
insurance provision of
£2.007m for public liability,
vehicles and property.
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Note 5 Events after the Balance Sheet Date

There are no significant events at the authorised for issue date (30 June 2026), that affect any of the
values in either the Financial Statements for the Council for 2025/26 or in the Notes to the Accounts.
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Notes Supporting Movement in Reserves Statement

Note 6 Adjustments between Accounting Basis and Funding
Basis under Regulations

This note details the adjustments that are required to be made to Income and Expenditure recognised
by the Council within the year, so they match to the resources that are specified by statutory provisions
as being available to the Council to meet future capital and revenue expenditure, in accordance with
proper accounting practice.

General Capital Revenue Capital Mowier:nent
2025/26 Fund Receipts X Grants
Unapplied . Unusable
Balance Reserve Unapplied R
eserves
£m £m £m £m £m

Adjustments Affecting Capital Reserves
I2rg;)a|rment and depreciation to Property, Plant and Equipment (Note (18.736) : : : 18.736
Revaluation Losses on Property, Plant and Equipment (Note 23) (11.494) - - - 11.494
Revaluation of Investment Properties and Assets for Sale (Note 26,28) (3.914) - - - 3.914
Amortisation of Intangible Assets (Note 27) (1.212) - - - 1.212
Transfer between Capital grants Unapplied and General Fund - - - 32.153 (32.153)
Total Capital Grants (Note 11) 24.668 - - (24.668) -
Gains & Losses on disposal of Investment (0.041) - - - 0.041
Capital Grants and Contributions Unapplied credited to the
Comprehensive Income and Expenditure
Donated Assets (Note 23 & 25) - - - - -
Revenu_e Expenditure Funded from Capital Under Statute (REFCUS) — (22.584) _ _ _ 22 584
Expenditure
Non-current assets written off on disposal or sale (Note 23,25,27,28) (7.391) - - - 7.391
Capital loans - principle repaid in year - - - - -
Statutory provision for the financing of capital investment (Note 21) 4.828 - - - (4.828)

Capital expenditure charged against the General Fund (Note 21)

Capital Receipts Reserve used to finance new capital spend (Note 21)

Transfer on receipt of cash

Total Adjustments Affecting Capital reserves (35.876) - - 7.485 28.391

Amounts Affecting the Pension Reserve

Reversal of Pension items in the Comprehensive Income and

Expenditure Statement Note 39) (12.835) - - = 12.835

Employer’s pension contribution payable in year (Note 39) 14.433 - - - (14.433)

Amounts Affecting the Collection Fund Adjustments Account

Difference in Collection Fund income credited to the Comprehensive

Income and Expenditure Statement and that under statutory (1.681) - - - 1.681
requirements (Note 38)

Amounts Affecting the Compensated Absences Adjustment
Account

Amount by which officer remuneration charged to the Comprehensive
Income and Expenditure Statement on an accruals basis is different

from the remuneration chargeable in the year in accordance with () . . ; Oliles
statutory requirements

Amounts Affecting the DSG Adjustment Account

Transfer schools deficit to the DSG adjustment account (7.104) - - - 7.104
Amounts between Usable Reserves

Cash proceeds on disposal of Non-Current Assets 4.980 6.679 - - (11.659)
Total Adjustments for the year ended 31 March 2026 (38.236) 6.679 - 7.485 24.072
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General Capital Capital Movgment
2024/25 Fund Receipts Revenue Grants in
Unapplied . Unusable
Balance Reserve Unapplied Reserves
£m £m £m £m £m
Adjustments Affecting Capital Reserves
Impairment and depreciation to Property, Plant and ) ) )
Equipment (Note 23) g 1925
Revaluation Losses on Property, Plant and Equipment ) _ _
(Note 23) (11.228) 11.228
Revaluation of Investment Properties and Assets for
Sale (Note 26,28) B - - - SR
Amortisation of Intangible Assets (Note 27) (0.788) - - - 0.788
Transfer between Capital grants Unapplied and General ) _ _ _ )
Fund
Total Capital Grants (Note 11) 29.851 - - (29.851) -
Capital Grants and Contributions Unapplied credited to ) ) ) ) )
the Comprehensive Income and Expenditure
Donated Assets (Note 23 & 25) 4.753 - - - (4.753)
Revenue Expenditure Funded from Capital Under
Statute (REFCUS) — Expenditure (e - - - R
Non-current assets written off on disposal or sale (Note
23,25,27,28) 7=31) - - - rear
Capital loans - principle repaid in year 1.560 - - - (1.560)
Statutory provision for the financing of capital ) ) )
investment (Note 21) L (i)
Capital expenditure charged against the General Fund ) ) )
(Note 21) (13.640) 13.640
Capital Receipts Reserve used to finance new capital _ 12 891 _ 31.932 (44.823)
spend (Note 21) ’ ’ ’
Total Adjustments Affecting Capital reserves (45.189) 12.891 - 2.081 30.216
Amounts Affecting the Pension Reserve
Reversal of Pension items in the Comprehensive
Income and Expenditure Statement Note 39) B ) ) ) (=Sl
Employer’s pension contribution payable in year (Note 12,512 ) ) ) (12.512)
39) ) )
Amounts Affecting the Collection Fund Adjustments
Account
Difference in Collection Fund income credited to the
Comprehensive Income and Expenditure Statement and (8.454) - - - 8.454
that under statutory requirements (Note 38)
Amounts Affecting the Compensated Absences
Adjustment Account
Amount by which officer remuneration charged to the
Comprehensive Income and Expenditure Statement on
an accruals basis is different from the remuneration (0.197) - - - 0.197
chargeable in the year in accordance with statutory
requirements
Amounts Affecting the DSG Adjustment Account
Transfer schools deficit to the DSG adjustment account (7.920) - - - 7.920
Amounts between Usable Reserves
Cash proceeds on disposal of Non-Current Assets 28.544  (28.544) - - -
Total Adjustments for the year ended 31 March 2026 (37.114) (15.652) - 2.081 50.685
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Balance at  Transfers Transfers Balance at 1 Transfers Transfers Transfers Balance at
1 April Out In April 2025 Out In between 31 March
2024 reserves 2026
£m £m £m £m £m £m £m £m
Schools Balances (4.600) 2.674 (1.125) (3.051) 1.273 (2.259) - (4.037)
Significant Revenue Reserves
Invest to Save / Change Programme (1.036) 0.017 (1.747) (2.766) - - - (2.766)
Revenue Grants Unapplied (5.409) 5.533 (5.525) (5.401) 5.526 (4.847) - (4.722)
Insurance Fund - - (0.013) (0.013) 0.013 - - (0.000)
Public Health Reserve (1.172) - (0.514) (1.686) - (0.606) - (2.292)
Better Care Fund Reserve - - - - - (0.284) (0.284)
Savings Delivery Risk Reserve 1.657 (3.052) (1.395)
Financial Resilience Reserve - - (6.711) (6.711) - (2.836) (0.452) (9.999)
Total Significant Reserves (7.617) 5.550 (14.511) (16.578) 7.196 (11.625) (0.452) (21.459)
Other Revenue Reserves (0.740) 12.100 (13.426) (2.066) 2.802 (2.156) 0.181 (1.239)
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Details of some of the more significant earmarked reserves are set out below:

Schools Balances

This reserve holds the accumulated balances and the differences
between the school budget and actual expenditure incurred in the year
for all the Middlesbrough Council schools. In accordance with
Government regulations and the Council's scheme of delegation for
schools, these funds are carried forward and specifically earmarked for
use by schools in future years.

Invest to Save / Change Programme - the reserve has been set up to pay for the one-off costs
associated with implementing change within services including the funding of investment to save
projects, early retirements / voluntary redundancies and altering the way services are commissioned.

Revenue Grants Unapplied — In situations where there are no grant conditions or that conditions have
already been met, any unspent grants/contributions are transferred to the Revenue Grants Unapplied
at year-end. These have been recognised as income in prior years in the Comprehensive Income &
Expenditure Statement.

Public Health Reserve: The reserve reflects unused public health grants from previous financial years.
As the public health grant is restricted to specific purposes, the unused amounts are carried forward for
use in future years.

Financial Resilience Reserve: The 2024/25 Reserves Policy included a recommendation from the
s151 Officer that in addition to the General Fund Reserve a Financial Resilience Reserve be built and
maintained in order to strengthen the Councils financial resilience. This Reserve was established in
2024/25 and its purpose is to manage the volatility of actual income and expenditure against budget
estimates without calling upon the General Fund Balance, given the uncertain environment which the
Council is managing its operations and increasing demand for statutory services.

Other Earmarked Reserves — a collection of balances, individually less that £1m, held against specific
purposes in future years.
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Note 8

Expenditure and Funding Analysis

This document was classified as: OFFICIAL

The Expenditure and Funding Statement shows how revenue expenditure is used and funded from resources raised (government grants, rents, council tax
and business rates) by local authorities, in comparison with those resources consumed by authorities in accordance with generally accepted accounting

ractice. It also shows how this expenditure is allocated for decision-making purposes between the Council's directorates.

Expenditure and Funding Analysis

2024/25 2025/26
Net . Net .
E Net_ Expenditure Adjustments = E_xpendlture Expenditure Adjustments i E?(pendlture
xpenditure in the . in the
Chargeable between the . Net Expenditure at 31 Chargeable between the .
at 31 March X Comprehensive . N Comprehensive
to the Funding and Service Area March as reported to to the | Funding and
as reported N Income and . N Income and
2 General Accounting - Council (Outturn) General Accounting -
to Council o Expenditure o Expenditure
Fund Basis Fund Basis
(Outturn) Statement Statement
Balance Balance
£m £m £m £m £m £m £m £m
2.143 2.143 24.073 26.216 Regeneration 3.605 3.605 23.318 26.923
(0.508) (0.508) 2.649 2.141 Public Health (0.722) (0.722) (1.051) (1.773)
6.866 6.866 17.957 24.823 Education and Partnerships 7.061 7.061 9.140 16.201
60.085 60.085 0.577 60.662 Children’s Care 65.246 65.246 3.487 68.733
52.738 52.738 3.198 55.936 | Adult Social Care and Health 57.556 57.556 3.003 60.559
Integration
20.563 20.563 16.677 37.240 Environment and 21.706 21.706 18.560 40.266
Communities
3.912 3.912 4.029 7.942 Finance and Chief 6.879 6.879 1.979 8.858
Executive
10.546 10.546 3.337 13.883 Legal & Governance 10.207 10.207 2834 13.041
(13.155) (13.155) (5.949) (19.104) Central Costs (26.087) (26.087) (5.795) (31.882)
143.190 143.190 66.548 209.739 Net Cost of Service 145.451 145.451 55.475 200.926
Other Income and
(143.190) (143.190) (38.288) (181.476) Expendifure (143,304) (143.304) (24.428) (167.732)
- . 28.260 28.263 Surplus or Deficit on 2147 2147 31.047 33.194
Provision of Services
Opening Uncommitted
(lERetED) General Fund Balance )
Surplus or (Deficit) on
- General Fund Balance in (2.147)
year
(0.114) Contribution/(use) in year 2.147
Closing Uncommitted
WSS General Fund Balance )
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Adjustments between Funding and Accounting Basis

2025/26
Adjustments from General Fund to Adjustments N3 IEETE
- . ] for the Other Total
Comprehensive Income and Expenditure | for Capital . . .
. Pensions Differences Adjustments
Statement amounts: Purposes .
Adjustments
£m £m £m £m
Regeneration 21.005 (0.083) 2.396 23.318
Public Health 0.255 (0.080) (1.226) (1.051)
Education & Partnerships 5.377 (0.188) 3.951 9.140
Children’s Care 2.988 (0.208) 0.707 3.487
Adult Social Care and Health Integration 3.450 (0.207) (0.240) 3.003
Environment and Communities 16.962 (0.256) 1.854 18.560
Finance 1.170 (0.003) 0.812 1.979
Legal & Governance Services 2.755 (0.082) 0.161 2.834
Central Costs 0.064 (1.159) (4.700) (5.795)
Net Cost of Services 54.026 (2.266) 3.715 55.475
Other Income and Expenditure from the
Expenditure and Funding Analysis (802 Oieee (erire) (P2
Difference between General Fund Surplus/
Deficit and Comprehensive Income and
Expenditure Statement Surplus/Deficit on S ) (L) S
the Provision of Services
Adjustments between Funding and Accounting Basis
2024/25
Adjustments from General Fund to Adjustments SEB AT
- . ] for the Other Total
Comprehensive Income and Expenditure | for Capital . . .
. Pensions Differences Adjustments
Statement amounts: Purposes Adi
justments
£m £m £m £m
Regeneration 21.857 0.263 1.953 24.073
Public Health 3.002 0.264 (0.617) 2.649
Education & Partnerships 9.197 0.653 8.107 17.957
Children’s Care 1.153 0.685 (1.261) 0.577
Adult Social Care and Health Integration 2.627 0.638 (0.067) 3.198
Environment and Communities 13.884 0.845 1.948 16.677
Finance 1.968 0.709 1.353 4.029
Legal & Governance Services 2.958 0.320 0.060 3.337
Central Costs 2.531 (1.257) (7.222) (5.949)
Net Cost of Services 59.176 3.119 4.254 66.548
Other Income and Expenditure from the
Expenditure and Funding Analysis (28R ULl (0 )
Difference between General Fund
Surplus/Deficit and Comprehensive
Income and Expenditure Statement 21.182 3.899 3.181 28.260
Surplus/Deficit on the Provision of
Services
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The Council’s income and expenditure is analysed as follows in term of type of expenditure:

2024/25 2025/26
£m £m
Expenditure
Employees 141.313 146.814
Other Service Expenditure 302.166 325.302
Depreciation and other Capital Charges 76.871 65.373
Interest Payments 9.248 8.842
Precepts and Levies 0.192 0.197
Total Expenditure 529.790 546.528
Income
Government Grants and Contributions (327.218) (344.412)
Income from Council Tax and Non-Domestic Rates (89.154) (95.002)
Interest and Investment Income (1.509) (1.248)
Fees, Charges and Other Service Income (83.647) (72.672)
Total Income (501.528) (513.334)
Deficit on the Provision of Services 28.262 33.194
Note 9 Other Operating Income and Expenditure
2024/25 2025/26
£m £m
0.192 Town and Parish Council precepts 0.197
(5.262) (Gains) / Losses on the disposal of net current assets 2.411
(5.071) Total 2.608
Note 10 Financing and Investment Activities
2024/25 2025/26
£m Financing & Investment Income £m
9.248 Interest payable and similar charges 8.809
12.275 Trading Activities Expenditure (Note 16) 12.693
1873 Charges in relation to In_vestment property and changes in their 3.955
fair value (Note 26)
0.780 Net Pension Interest Costs (Note 39) 0.668
(1.509) Interest receivable and similar income (1.248)
(15.214) Trading Activities Income (Note 16) (15.502)
7.453 Total 9.376

The large year on year change on investment properties relates to the disposal of a major investment
property by the Council during the financial year.
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Note 11  Taxation and Non-Specific Grant Income

2024/25 2025/26
£m £m
(72.528) Council Tax Income (77.323)
(16.625) Business rates Income (18.062)
(60.102) Non-Ring-fenced Government Grant (Note 12) (59.661)

(4.753) Value of Donated Property, Plant & Equipment Assets (Note 23) -
(29.851) Capital Grants / Contributions (Note 12) (24.668)
(183.859) Total (179.715)
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Note 12 Grant Income

The following grants, contributions and donations were credited to the Comprehensive Income and
Expenditure Statement in 2024-25.

31 March 31 March
2025 2026
£m £m
(15.122) Revenue Support (15.444)
(30.461) Business Rates Top-up (30.794)
(0.499) New Homes Bonus (0.031)
(13.903) Business Rates Section 31 (13.383)
(0.117) Enterprise Zone Funding 0.046
(60.102) Total Taxation and Non-Specific Grant Income (Note 11) (59.607)
Department for Education (DfE)

(63.520) Dedicated Schools Grant (70.439)
(2.484) Pupil Premium (2.578)
(0.244) Skills Funding Agency (0.229)

= Universal Infant Free School Meals 0.115
(0.216) PE & Sport (0.048)
(16.436) Other DfE grants (4.490)
Ministry of Housing, Communities and Local Government
(MHCLG)
= Independent Living (0.127)
(22.518) Adult Social Care Grant (22.681)
(8.646) Improved Better Care Fund (1.441)
(1.210) Troubled Families -
(6.343) Other DLUHC grants (0.853)
Home Office
(0.123) Youth Justice Good Practice Grant (0.167)
(3.728) Other Home Office (3.240)
Department for Business, Energy and Industrial Strategy (BEIS)
= BEIS grants =
Department for Digital, Culture, Media and Sport (DCMS)
(0.577) DCMS grants (0.595)
Department for Work and Pensions (DWP)
(40.813) Housing Benefit Subsidy (32.265)
(0.574) Housing Benefit Admin (0.352)
(4.203) Other DWP Grants (3.751)
Department of Health and Social Care (DHSC) =
(19.472) Public Health (21.563)
(3.980) Other DHSC grants (4.084)
Department for Environment, Food and Rural Affairs (DEFRA)
(0.030) DEFRA grants (3.270)
Department for Transport (DfT)
(0.073) DfT grants (0.085)
Cabinet Office
(0.517) Elections 0.481
(0.637) Other Grants (0.743)
(196.344) Total Revenue Grants Credited to Services (172.404)
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31 March 2025

31 March 2026

£m £m
Other Contributions
(0.136) Tees, Esk and Wear Valleys NHS Foundation Trust (0.084)
(0.187) South Tees Hospitals NHS Foundation Trust (0.183)
(1.146) NHS Humberside & North Yorkshire ICB 0.757
(34.175) NHS North East & North Cumbria ICB (26.438)
(1.107) Redcar and Cleveland Borough Council (1.863)
(0.611) Stockton-on-Tees Borough Council (0.459)
(0.443) Hartlepool Borough Council (0.134)
(0.077) Darlington Borough Council (0.105)
(2.169) Tees Valley Combined Authority (1.501)
(0.132) Police and Crime Commissioner (0.506)
= BCF Income (9.181)
(0.739) Other Contributions (0.752)
(40.921) Total Revenue Contributions Credited to Services (40.448)
(297.366) TOTAL REVENUE GRANTS AND CONTRIBUTIONS (272.458)
2024/25 2025/26
£m £m
Department for Education (DfE)

(0.494) School Condition Allocation (0.476)
(0.511) Other DfE grants (1.575)
Ministry of Housing, Communities and Local Government
(MHCLG)

(2.814) Disabled Facility (3.012)
= Future High Streets =

- Towns Fund (2.978)
(11.349) Other DLUHC grants (0.407)
Department of Health and Social Care (DHSC)
(0.130) Other DHSC grants -
Department for Transport (DfT)
(3.687) Local transport Plan (4.404)
Tees Valley Combined Authority
(2.744) Other TVCA Grants (2.655)
(4.192) Other Grants 0.096
Other Contributions
(2.307) Housing Development (0.322)
(1.623) Other Contributions (2.824)
(29.851) Total Capital Grants (18.558)
(327.217) TOTAL GRANTS 2025/26 (291.016)
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The Council received a number of grants, contributions and donations that have yet to be recognised
as income as they have conditions attached to them that may require that the income be returned to
the awarding body, The balances at the year-end are as follows:

31 March 2025

31 March 2026

£m £m
- Youth Music -
(0.190) Energy Bill Support Scheme (BEIS) =
- Headstart Project (0.229)
= Health Inequalities Funding (0.116)
(0.223) Rough Sleeper Program -
(0.107) NE regional Gambling Fund =
(0.385) Hong Kong Welcome Grant =
- Turnaround Program Grant (0.315)
- ACE Cultural Development Fund =
- Adult Social Care Assessments =
(1.390) Adult Social Care Discharge Fund =
(0.138) Housing Support Grant -
(0.245) Other Revenue Receipts (8.628)
(2.679) TOTAL REVENUE RECEIPTS IN ADVANCE (9.288)

31 March 2025

31 March 2026

£m £m

(0) TVCA Capital Funding -

(0) Other Capital receipts (0.049)

(0) TOTAL CAPITAL RECEIPTS IN ADVANCE (0.049)
Short Term - Less than 1 year (0.049)
Long Term - more than 1 year

(0) TOTAL CAPITAL RECEIPTS IN ADVANCE (0.049)

Note 13 Dedicated Schools Grant

The Council's expenditure on schools is funded primarily by grant monies provided by the Department
for Education, the Dedicated Schools Grant (DSG). An element of DSG is recouped by the Department
to fund academy schools in the Council's area. DSG is ring fenced and can only be applied to meet
expenditure properly included in the schools Budget, as defined in The School and Early Years Finance
(England) Regulations 2024. The Schools Budget includes elements for a range of educational services
provided on an authority-wide basis and for the Individual Schools Budget, which is divided into a budget

share for each school.

Details of DSG funded expenditure for 2025/26 is set out below:

Middlesbrough Council
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Central Individual
Expenditure Schools Total
Budget

£m £m £m
Final DSG for 2024/25 before Academy 219,482
recoupment
Academy figure recouped for 2024/25 146.169
Total DSG after Academy recoupment for 73.313
2024/25 ’
Plus: Brought forward from 2023/24
Less: Carry Forward to 2025/26 agreed in advance
Agreed initial budgeted distribution for 2024/25 25.875 47.439 73.313
In year adjustments - - -
Final budgeted distribution for 2024/25 25.875 47.439 73.313
Less: Actual central expenditure (19.984) (19.984)
Less: Actual ISB deployed to schools (46.226) (46.226)
Plus: Local Authority contributions for 2024/25 - - -
In year carried forward for 2024/25 5.891 1.213 7.104
Plus: Carry-forward to 2025/26 agreed in advance =
Carry-forward to 2025/26 =
DSG unusable reserve at the end of 2023/24 22.213
Addition to DSG unusable reserve at the end of 7104
2024/25 '
Total of DSG unusable reserve at the end of
2024/25 29.317
Net DSG position at the end of 2024/25 29.317

The total level of reserves and balances held by the schools can be found in Note 36 (Unusable
Reserves)
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Note 14 Officers’ Remuneration

Senior Employees' Remuneration

The Accounts and Audit Regulations (England) 2015 requires the separate disclosure and analysis of
remuneration for senior employees (defined by the regulations as those employees, who report into the
Head of Paid Service — the Chief Executive or are deemed under regulations as statutory officers of the
Council).

A senior management restructuring was undertaken by the Council during the 2025/26 and
implemented from 1 January 2026. The post titles in the table above are based upon the council
structure in place on 31 March 2026.

Salary Pension Total
2025/26 (including con?rlbutlons mclusﬂmg
fees and paid for by pensions
allowances) | the Council | contribution
£ £ £
Chief Executive - Erik Scollay 171,761 22,329 194,090
Corporate Director of Finance 119,689 15,560 135,249
Executl\_/e Director Adult Social Care and Health 117,097 15,782 132,879
Integration
Executive Director of Children's Services* 44,291 5,758 50,049
Corporate Director of Children's Services** 59,187 15,560 74,747
Corporate Dlrectt_)r of Environment, Communities 118,646 15,424 134,070
and Culture Services
Corporate Director of Regeneration and Housing 110,301 14,339 124,640
Director of Leggl a_nd Goyernance Services — 119,689 15,560 135,249
Corporate Monitoring Officer
Total 860,661 120,311 980,972

*The Executive Director of Children’s Services left the Council in late July 2026.
**The new Corporate Director of Children’s Services started in October 2026

Salary Pension Total

2024/25 (including | contributions | including

fees and paid for by pensions
allowances) | the Council | contribution

£ £ £
Chief Executive 56,865 6,824 63,689
Director of Finance and Transformation 28,994 3,479 32,474
Director Adult Social Care and Health Integration 76,352 9,162 85,514
Director of Children's Care 100,230 12,028 112,258
Director of Environment and Community Services 103,849 12,462 116,311
Director of Regeneration 103,849 12,462 116,311
Executive Director of Children’s Services 135,281 16,234 151,515
Director of Legal and Governance Services —

Monitoring Of%cer 115,978 13,917 129,895
Director of Education and Partnerships 103,849 12,462 116,311
Total 825,248 99,029 924,277
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Other Employees’ Remuneration

The number of employees (including teaching staff) whose gross remuneration, including benefits,
expense allowances, redundancy and other severance payments, exceeding £50,000 is shown
below in bands of £5,000. Those officers already shown in the Senior Officers note above are already
disclosed and therefore not included in the table below:

* This post is the Senior Coroner, who is appointed by, and the salary is set by central Government.

This is a joint arrangement and therefore funded by the four local authorities.

Remuneration is all amounts receivable by an employee, including expenses and allowances
chargeable to tax and the estimated money value of any other benefits received excluding pension

contributions.

Remuneration bands are prescribed and have not been updated in line with pay awards therefore
more employees are captured in this note each financial year.

2024/25 2025/26
Number of Employees Number of Employees
at 31 March Remuneration at 31 March
MBC Schools Total MBC Schools Total
124 33 157 £50,000 - £54,999 159 32 191
67 9 76 £55,000 - £59,999 64 22 86
30 11 41 £60,000 - £64,999 52 10 62
10 4 14 £65,000 - £69,999 21 6 27
8 5 13 £70,000 - £74,999 7 4 1
7 2 9 £75,000 - £79,999 9 1 10
4 4 8 £80,000 - £84,999 6 2 8
2 1 3 £85,000 - £89,999 3 3 6

- - - £90,000 - £94,999 2 2 4
- 2 2 £95,000 - £99,999 1 - 1
1 1 2 £100,000 - £104,999 1 3 4
1 2 3 £105,000 - £109,999 - 1 1
- - - £110,000 - £114,999 - 1 1
- - - £140,000 - £144,999 1 - 1
1 - 1 £145,000 - £149,999 * - - -
255 74 329 Total 326 87 413
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Exit Packages

Details of exit packages are set out in the tables below in bands of £20,000 for amounts up to £100,000
and bands of £50,000 thereafter:

Exit Number of Number of Total number of Total
package compulsory other exit packages by cost of
cost band redundancies departures cost band exit
(including agreed packages
special in each
payments) band
2024/25 | 2025/26 2024/25 | 2025/26 | 2024/25 | 2025/26 2024/25 | 2025/26
£m £m
£0 - 8 - 107 107 115 107 0.216 0.108
£20,000
£20,001 — 2 - - 1 2 1 0.044 0.025
£40,000
£40,001 — 1 - - - 1 - 0.043 -
£60,000
£60,001 — 2 - - - 2 - 0.123 -
£80,000
£80,001 — - - - - - - - -
£100,000
£100,000 — - 1 1 - 1 1 0.126 0.131
£150,000
Over 2 - - - 2 - 0.459 -
£150,001
Total 15 1 108 108 123 109 1.013 0.264
Note 15 Members’ Allowances and Expenses
2024/25 2025/26
£m £m
0.350 Basic Allowance Paid 0.362
0.190 Special Responsibility Allowances Paid 0.215
0.003 Expenses 0.004
0.544 Total 0.581
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Note 16  Trading Operations

The Council has established a number of trading services which are required to operate in a commercial
environment and balance their budgets by generating income from other Council departments or from

external organisations. Details of these operations are given below:

2024/25 2025/26
. (Surplus) . (Surplus)
Income Expenditure | Deficit Income Expenditure | Deficit
£m £m £m £m £m £m
Commercial and
(7.405) 4.975 (2.429) Industrial Properties (8.993) 5.772 (3.221)
(1.999) 2.007 0.007 | Building Maintenance, | 4 gg, 2138  0.258
Cleaning and Security
Parking services (part
(1.135) 0.724 (0.411) of ringfenced account) (0.972) 0.785 (0.186)
(4.674) 4.569 (0.105) Schools Catering (3.658) 3.998 0.340
(15.214) 12.275 (2.938) Total (15.502) 12.693 (2.809)
Note 17 Audit Fees

The Council has incurred the following costs in relation to the audit of the Statement of Accounts,
certification of grant claims, statutory inspections and non-audit services provided by the Council's
external auditors:

2024/25 2025/26
£m £m
0.073 Fees payable to the auditor EY, regarding their services carried out as )
’ appointed Auditor for 2021/-22 and 2022/-23
Fees Payable to the Auditor, EY for the certification of Grant Claims and
(0.005) R -
eturns
0.191 Fees payable to the auditor Forvis Mazars for 2024/25 audit 0.207
0.020 Fees payable to the auditor |_=orvis Mazars for the certification of Grant 0.043
Claims and Returns
(0.045) Income from central government due to the review of local audit (0.246)
0.234 Total 0.004
Note 18 Related Parties

The Council is required to disclose material transactions with related parties - bodies or individuals that
have the potential to control or influence the Council or to be controlled or influenced by the Council.
Disclosure of these transactions allows readers of the accounts to assess the extent to which the
Council might be constrained in its ability to operate independently or to limit another party’s ability to
bargain freely with the Council.

Central Government

Central Government has effective control over the general operations of the Council - it is responsible
for providing the statutory framework within which the Council operates, provides the majority of its
funding in the form of grants, and prescribes the terms of many of the transactions that the Council has
with other parties.
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Grants received from Government Departments are set out in Note 12. Debtor and Creditor balances
for Central Government bodies are shown in Notes 31 and 33.

Senior Officers and Members

The Council's Senior Managers and Elected Members and their close relations may influence the
Council's financial and operating policies. Using the Council's Register of Members' Declarations of
Interest and a separate survey of both Members and Senior Officers, the following disclosures meet the
criteria for related party transactions on behalf of the Council.

Related Parties Year Ended 2025/26

Year End Year End

Expenditure Income Creditor Debtor

Organisation

inyear INYear palances Balances
£m £m £m £m

Advantage Health Care 0.018 - - -
Breckon Hill Community Centre 0.049 0.006 - -
Cleveland Combined Fire Authority 4.011 - 0.001 -
Cleveland Police 0.018 - 0.002 -
Local Government Association 0.363 - - -
Middlesbrough Citizens Advice Bureau 0.277 - - -
Middlesbrough Football Club 0.027 (0.075) 0.006 (0.075)
Middlesbrough Environment City Trust Limited 0.199 0.003 - -
Middlesbrough Mela 0.006 (0.002) - -
Middlesbrough Voluntary Development Agency 0.174 - 0.006 -

North East Regional Employers' Organisation
(NEREO) 0.070 - 0.004 -
North Ormesby Community Hub 0.007 - - -
PD Ports 0.006 - - -
Reach plc 0.062 - 0.008 -
Tees Valley combined authority board 3.420 0.033 - 0.014
Ubuntu Multicultural Centre CIC 0.123 - - -

Yatton House Day Centre for Adults with Learning

and Physical Disabilities 0.027 - - -
TOTAL 16.353  (0.026) 0.034 (0.074)
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Related Parties Year Ended 2024/25

Year End Year End

Expenditure Income Creditor Debtor

Organisation

in year INYear  Balances Balances
£m £m £m £m
Cleveland Combined Fire Authority 4.002 - - -
Police and Crime Commissioner for Cleveland 0.037 (0.013) 0.002 (0.013)
Community Ventures (Middlesbrough) Ltd 0.124 0.004 0.002 0.004
Groundwork North East Tees Valley Advisory Board 0.063 0.000 - -
Local Government Association 0.036 - - -
Middlesbrough Citizens Advice Bureau - Management
Committee 0.277 - - -
Middlesbrough Environment City Trust Limited 0.180 0.003 - 0.003
Middlesbrough Voluntary Development Agency 0.741 - 0.022 -
North East Regional Employers' Organisation
(NEREO) 0.054 - 0.004 -
South Tees Hospitals NHS Foundation Trust Council
of Governors 1.062 (0.030) 0.067 (0.030)
Teesside Ability Support Centre (TASC) 0.695 - - -
Veritau 0.270 - 0.007 -
TOTAL 7.538 (0.037) 0.104 (0.037)
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Note 19 Pooled Budgets

A pooled budget (or fund) is an arrangement where two or more partners make financial contributions
to a single fund to achieve specified and mutually agreed aims. It is a single budget, managed by a
single host with a formal partnership or joint funding agreement that sets out aims, accountabilities and
responsibilities. Middlesbrough Council has two Pooled Budgets, the Better Care Fund and Tees
Community Equipment Service.

As host to the Better Care Fund and the Tees Community Equipment Service, the Council is required
to include a memorandum account for both pooled budgets in its accounts. Only Middlesbrough’s share
of the pooled budget’s expenditure and income is included in the Comprehensive Income and
Expenditure Statement.

Better Care Fund

The Better Care Fund (BCF) has been established by the Government to provide funds to local areas
to support the introduction of a fully integrated health and social care system. It is a requirement of the
BCF that the Integrated Care Boards (ICB’s) and the Council establish a pooled fund for this purpose.

Section 75 of the National Health Service Act 2006 gives powers to local authorities and ICBs to
establish and maintain pooled funds to support the outcomes of the BCF.

The Council has entered a pooled budget arrangement with NHS Tees Valley Integrated Care Board
(TVICB) for the provision of health and social care services to meet the needs of the population of
Middlesbrough. The services being commissioned or provided by the Council or TVICB depend upon
the needs of the service recipient. The Council and TVICB have an ongoing Section 75 agreement in
place for funding these services and this is reviewed annually. The Council is the host for this pooled
budget and each partner's contribution is set out in the Better Care Fund Section 75 agreement.

The aims and benefits for the partners entering into this agreement are to:

e Improve the quality and efficiency of the services and reduce the number of non-elective
admissions to acute hospitals.

o Meet the national conditions and local objectives of the Government's Better Care Fund; and

o Make more effective use of available resources through the establishment and maintenance of
a pooled fund for revenue and capital expenditure on the services.
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2024/25 2025/26
Better Better
Care Discharge  Total Care Discharge Total
Fund Fund Pool Fund Fund Pool
£m £m £m £m £m £m
(1.112) - (1.112) | Balance Brought Forward (1.607) - (1.607)
Funding Provided to the
Pooled Budget
(5.134) (2.020) (7.154) | The Authority (3.312) - (3.312)
(8.646) - (8.646) | IBCF (10.666) - (10.666)
(16.570) (1.557) (18.127) | Tees Valley CCG (16.899) - (16.899)
(30.350) (3.577) (33.927) (30.877) - (30.877)
Expenditure Met from the
Pooled Budget
15.881 2.020 17.901 | The Authority 15.596 - 15.596
8.646 - 8.646 | IBCF 10.666 - 10.666
5.328 1.557 6.885 | Tees Valley CCG 4172 - 4172
29.855 3.577 33.432 30.434 - 30.434
Capital Amounts slipped into
0.710 - 0.710 | 20225/26 0.824 - 0.824
Net surplus arising on the
pooled budget to be carried
(0.897) - (0.897) | forward (1.226) - (1.226)

The Tees Community Equipment Service is a partnership established by an agreement under Section
31 of the Health Act 1999.The partnership agreement covers the costs of administering the Tees
Community Equipment Service including:

e The procurement, storage, delivery, assembly or fitting, maintenance, collection,
decontamination, and recycling of community equipment provided to support vulnerable or
disabled service users living in the community.

e To provide and maintain stock of equipment at additional designated locations, where provided
by the Partner of this Agreement, for demonstration and use by the Occupational Therapy
Service of that locality.

e To incorporate mechanisms which enable Health and Social Service professionals and
members of the public to attend the service’s premises to collect equipment.

e A facility for the procurement of non-stock items; and
e The production and distribution of a catalogue describing the service and equipment available.

The agreement was made between eight partners as set out in the memorandum of account. The
original eight partners in the Tees Community Equipment Service were Middlesbrough Council,
Stockton-on-Tees Borough Council, Redcar & Cleveland Borough Council, Hartlepool Borough Council,
Middlesbrough PCT, North Tees PCT, Redcar & Cleveland PCT and Hartlepool PCT. Following NHS
reorganisation in 2013-14, the Primary Care Trusts (PCTs) were abolished and replaced by Integrated
Care Boards (ICBs). Middlesbrough Council is the lead authority for the service. The outturn position
for the year is set out below:
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The outturn position for the year is: 2024/25 2025/26
£m £m
Balance Brought Forward (0.358) (0.352)
Gross Expenditure 2.695 2.731
Gross Income (2.689) (2.849)
Balance Carried Forward (0.352) (0.470)
Contributions from partners
Middlesbrough Council (0.232) (0.255)
Redcar & Cleveland Borough Council (0.209) (0.218)
Stockton Council (0.277) (0.300)
Hartlepool Council (0.137) (0.151)
NHS NE & NC ICB (1.377) (1.420)
(2.231) (2.346)
Other Income (0.458) (0.503)
(2.689) (2.849)
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Notes Supporting the Balance Sheet

Note 20

Capital Expenditure and Capital Financing

The total amount of capital expenditure in the year is shown in the table below, together with the
resources that have been used to finance it. Where capital expenditure is to be financed in future years
by charges to revenue as assets are used by the Council, the expenditure results in an increase in the
Capital Financing Requirement (CFR), a measure of the capital expenditure incurred historically by the
Council that has yet to be financed. The CFR is analysed in the second part of this note.

2024/25 2025/26

£m £m

299.330 Opening Capital Financing requirement 300.040
Capital investment

28.322 Property, Plant and Equipment (Note 23) 32.306

0.092 Heritage (Note 25) -

2.769 Intangible Assets (Note 27) 1.587

0.027 Assets Held for Sale 0.008

5.349 Investment Properties (Note 26) 0.613

- Long Term Debtors =

27.625 Revenue Expenditure Funded from Capital Under Statute - Expenditure 22.584
Sources of finance

(12.891) Capital Receipts (11.659)

(36.684) Government Grants and other contributions applied in the year (32.766)
Other adjustments

(9.362) Repayment of Capital Loans (0.025)

- Sums set aside from revenue
(4.538) Minimum Revenue Provision (4.828)
300.040 Closing Capital Financing Requirement 307.860
Explanation of movements in year

5.248 Increase in underlying need to borrowing 12.648

(4.537) Minimum Revenue Provision (4.828)

0.711 Increase in Capital Financing Requirement 7.820

Note 21 Capital Commitments

The Council spend in 2025/26 was £56.477 million with a further £198.705 million planned for 2026/27
to 2029/30. Contracts relating to spend in 2025/26 were already in place in 2024/25 therefore no new
contracts were in place at 31 March 2026, however we anticipate that further contracts will be required
during 2026/27 for the remainder of the planned spend.
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Note 22 Property, Plant and Equipment (PPE)

The definition of property, plant and equipment covers all assets with physical substance that are held
for use in the production or supply of goods and services, for rental to others, or for administrative
purposes, and expected to be used during more than one period. Service potential is of primary interest
when managing public sector assets because the purpose of acquiring and holding assets within the
public sector is to enable the delivery of services. The following tables present the accounting entries
that impact on the value of PPE. Right of Use (ROU) assets are included as part of the transition to
IFRS 16 for which the corresponding lease liability is outlined in Note 40 Leases and Note 28 Other

Long-Term Liabilities.

Vehicles,
Plant,
Other Furniture Assets
Land and Surplus and Community Under
2025/26 Buildings Assets Equipment Assets Construction Total
£m £m £m £m £m £m
Cost of valuation
Balance at 1 April
2025 222.755  35.356 39.506 8.587 6.245 312.450
Additions 9.438 1.273 5.013 0.323 5.974 22.022
Donations - - - - - -
Revaluation
increases/(decreases)
to Revaluation
Reserve 0.890 8.629 - - - 9.520
Revaluation
increases/(decreases)
to Surplus/Deficit on
Provision of Services (12.417) (4.301) - - - (16.718)
Derecognition -
Disposals (4.201) (2.939) (1.682) - - (8.822)
Assets reclassified
(to)/from Held for Sale (4.277) - - - - (4.277)
Assets reclassified
(to)/from Assets -
other categories (0.042) 8.401 - - 0.042 8.401
Balance at 31 March
2026 212.147  46.418 42.838 8.911 12.262 322.575
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Vehicles,
Plant,
Other Furniture Assets
Land and Surplus and Community Under
2025/26 Buildings Assets Equipment Assets Construction Total

£m £m £m £m £m £m

Accumulated Depreciation
and Impairment
Balance at 1 April 2025 (4.685) (0.098) (25.865) -

Depreciation charge (7.079) (0.087) (2.377) -
Revaluation depreciation
written out to Revaluation

Reserve 5.063 0.107 - - - 5.170
Impairment
(losses)/reversals
recognised in the
Surplus/Deficit on the
Provision of Services. - - - - - -
Impairment
(losses)/reversals written
out to the Revaluation
Reserve - - - - - -
Revaluation depreciation
written out to Provision of
Services 4.656 0.569 - - - 5.226
Derecognition - Disposals 0.182 0.024 1.504 - - 1.711

Assets reclassified

(to)/from Assets Held for
Sale 0.474 - - - - 0.474

Assets reclassified

(to)/from other categories - (0.532) - -

(30.648)
(9.543)

(0.532)

Balance at 31 March 2026 |  (1.388) (0.016)  (26.738) -

(28.141)

Net Book Value at 31
March 2026 210.759 46.402 16.100 8.911 12.262 294.435
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Highways Infrastructure Assets

In accordance with the temporary relief offered by the Code on Infrastructure Assets and the statutory
over-ride from central government, this note does not include disclosure of gross cost and accumulated
depreciation for Infrastructure Assets because historical reporting practices and resultant information
deficits mean that this would not faithfully represent the asset position to the users of the financial
statements.

The council has chosen not to disclose this information as the previously reported practices and
resultant information deficits means that gross cost and accumulated depreciation are not measured
accurately and would not provide the basis for the users of the financial statements to take economic
or other decisions relating to infrastructure assets.

There is additional work needed to be done by the Council regarding highways assets and the reliability
of totals relating to gross historical cost and accumulated depreciation due to these assets not being
fully depreciated at the point of replacement. At present, the temporary relief offered by the Code is
being used to allow a true and fair view to be presented.

The council has determined in accordance with Regulation [30M England] of the Local Authorities
(Capital Finance and Accounting) (England) (Amendment) Regulations 2022 that the carrying amounts
to be de-recognised for infrastructure assets when there is replacement expenditure is nil.

Infrastructure Assets 2024/25 2025/26
£m £m

Net book Value At 1 April 139.111 140.260
Additions 9.433 10.284
Donated Assets 1.524 -
Derecognition - -
Depreciation (9.809) (9.191)
Impairment - -

Other Movements in Cost - -
Net Book Value 31 March 140.260 141.353

A reconciliation to the amount on the Balance Sheet for Property, Plant and Equipment is as follows.

2024/25 2025/26

£m £m

Other PPE Assets 281.803 294.434
Infrastructure Assets 140.260 141.353
Net Book Value 31 March 422.063 435.786
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Vehicles,

Plant,

Other Land Furniture

and Surplus and Community Assets Under
2024/25 Buildings Assets Equipment Assets Construction Total
£m £m £m £m £m £m
Cost of valuation
Balance at 1 April 2024 228.855 38.674 38.596 8.574 5.596 320.294
Additions 11.021 0.518 5.094 0.013 0.650 17.296
Donations 0.068 - - - - 0.068
Revaluation increases/(decreases) to Revaluation
Reserve (0.097) 0.129 - - - 0.032
Revaluation increases/(decreases) to Surplus/Deficit on
Provision of Services (11.587) (1.814) - - - (13.402)
Derecognition - Disposals (0.037) (7.262) (4.183) - - (11.483)
Assets reclassified (to)/from Held for Sale (0.355) - - - - (0.355)
Assets reclassified (to)/from Assets - other categories (5.112) 5.112 - - - -
Balance at 31 March 2025 222.755 35.356 39.506 8.587 6.245 312.450
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Vehicles,
Plant,
Other Land Furniture
and Surplus and Community  Assets Under
2024/25 Buildings Assets Equipment Assets Construction Total
£m £m £m £m £m £m
Accumulated Depreciation and Impairment
Balance at 1 April 2024 (3.938) (0.092) (27.588) - - (31.618)
Depreciation charge (7.210) (0.082) (2.434) - - (9.726)
Revaluation depreciation written out to Revaluation
Reserve 4.310 0.035 - - - 4.346
Revaluation depreciation written out to Provision of
Services 2.116 0.041 - - - 2.157
Derecognition - Disposals - - 4.157 - - 4.157
Assets reclassified (to)/from Assets Held for Sale 0.038 - - - - 0.038
Assets reclassified (to)/from other categories -
Balance at 31 March 2025 (4.685) (0.098) (25.865) - - (30.648)
Net Book Value at 31 March 2025 218.070 35.258 13.642 8.587 6.245 281.802
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Infrastructure Assets 2023/24 2024/25
£m £m
Net book Value At 1 April 136.438 139.111
Additions 10.618 9.433
Donated Assets 0.840 1.524
Derecognition - -
Depreciation (8.779) (9.809)
Other Movements in Cost = =
Net Book Value 31 March (0.006) -
A reconciliation to the amount on the Balance Sheet for Property, Plant and Equipment is as follows.
2023/24 2024/25
£m £m
Other PPE Assets 139.111 281.803
Infrastructure Assets 139.111 140.260
Net Book Value 31 March 278.222 422.063

Fair Value Hierarchy

All the Council's Surplus Assets have been assessed as level 3 for valuation purposes. These assets
fall within the Councils 5-year property revaluation programme. £27.973m of the total £35.258m have
been revalued during 2024/25. The remaining £7.285m were revalued in prior years.

Valuation Techniques Used to Determine Level 3 Fair Values for Surplus Assets

The Council's Surplus Assets are therefore categorised as Level 3 in the fair value hierarchy as the
measurement technique uses significant unobservable inputs to determine the fair value measurements
and there is no reasonably available information that indicates that market participants would use
different assumptions.

Highest and Best Use of Surplus Assets

In estimating the fair value of the Council’s surplus assets, the highest and best use of the assets are
considered.

Leisure Assets

Also included in the land and buildings totals are several leisure properties, which from 1 April 2016
were transferred to Sport & Leisure Management (SLM) under a Service Concession Arrangement.
Under this arrangement, vehicles, plant and furniture and equipment transferred to SLM and were
removed from the Council’s balance sheet. Land and buildings remain on the balance sheet at their
current value. Details of the value of land and building assets as on 31 March 2025 are included in the
table below. All properties were last revalued in 2021/22 and will next be revalued in 2026/27.

Net Book Value

Leisure Assets at 31 March

2026

£m

The Manor Youth and Community Centre 0.296
Neptune Centre 8.379

Rainbow Centre 8.313
Middlesbrough Sports Village 13.126

Total 30.114
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Note 23 Revaluations and Impairments of Property, Plant and Equipment (PPE)

The Council maintains a revaluation rolling programme which ensures that all Property, Plant and Equipment required to be measured at fair value are revalued
at least every five years. All valuations were carried out by Align Property Partners, the Council's strategic partner. Valuations of land and buildings were carried
out in accordance with the methodologies and bases for estimation set out in the professional standards of the Royal Institution of Chartered Surveyors.

The effective date of the revaluation for most of the assets that were revalued during 2025/26 was 1st April 2025.
The significant assumptions applied in estimating fair values at this date are:

e The estimated amount for which a property should exchange on the date of valuation and
e The transaction is at arm’s length via willing parties acting knowledgeably and prudently.

Revaluation Analysis

The table below shows the value of assets that have been revalued during 2025/26 and the value of assets that have been revalued over the last four years.
The table also identifies the value of assets held at historical cost and at fair value.

Assets
Other land Surplus Vehicles, under
and land and Plant & Infrastructur Community Constructio
Buildings buildings Equipment e Assets Assets n Total PPE
£m £m £m £m £m £m £m
Carried at historical cost 1.320 - 16.100 141.353 8.911 12.262 179.945
Valued at current value as at:
31 March 2026 127.890 41.803 - - - - 169.694
31 March 2025 16.627 0.698 - - - - 17.325
31 March 2024 38.205 0.075 - - - - 38.280
31 March 2023 25.453 3.114 - - - - 28.567
31 March 2022 0.664 0.712 - - - - 1.377
Total Cost or Valuation 210.160 46.402 16.100 141.353 8.911 12.262 435.187
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Impairment and Revaluation Losses

The Code requires disclosure by class of assets of the amounts for impairment and Revaluation losses
and reversals charged to the Surplus or Deficit on the Provision of Services and to Other
Comprehensive Income and Expenditure.

These disclosures are consolidated in Notes 23 reconciling the movement over the year in Property,
Plant and Equipment balances.

During 2025/26 the main increases/decreases following revaluation were:

e BOHO 1 - Downward revaluation of £1.433m

e Middlesbrough Bus Station - Downward revaluations 04 1.467m

e Beech Grove Primary School - Downward revaluation of £1.308m
Priory Woods Primary School - Downward revaluation of £1.101m
Cleveland Centre - Upward revaluation of £2.408m

Middlehaven Land - Downward revaluation of £5.561m

Town Hall - Upward revaluation of £2.562m

Newham Hall/Lingfield Farm Land - Upward revaluation of £5.697m
Hemlington Grange - Downward revaluation of £3.437m
Hemlington Grange South - Downward revaluation of £1.709m

Change to CIPFA Code of Practice 2025/26

In the new Code of Practice, Authorities are now required to use a suitable index to revalue PPE in
intervening years, when no revaluation by our External Values has taken place.

This new method has been introduced in 2025/26 and current values of PPE have been updated to reflect
this change.
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Note 24 Heritage Assets

Heritage assets are tangible assets with historical, artistic, scientific, technological, geophysical, or
environmental qualities that are held and maintained principally for their contribution to knowledge and
culture.

The collections are managed by Museum curators in accordance with policies as detailed in the
Museum's Collection Management Plan.

A number of these assets have restrictions and covenants attached which means that the Council
cannot dispose of these in a timely manner.

An analysis of the current Heritage Asset valuation held by the Council is set out below.

. Natural Other
Ceramic Art Cultural Total
World
Interests
£m £m £m £m £m

Balance at 1 April 2024 3.363 12.713 9.012 8.456 33.544
Additions:

Donated - - - 0.092 0.092
Transfers:

Balance at 31 March 2025 3.363 12.713 9.012 8.548 33.636

Balance at 1 April 2025 3.363 12.713 9.012 8.548 33.636

Additions: -

Purchases - - - - -

Donated - - - - -

Disposals - - - - -

Net gains/(losses) from fair value adjustments - - - - -
Transfers

(To)/From Other asset classes - - - - -

Other Changes - - - - -

Balance at 31 March 2026 3.363 12.713 9.012 8.548 33.636

Valuation Methods
These assets are valued on an historical cost basis.

Museums’ Collections

Ceramics, Porcelains and Figurines

The Council’s British Ceramic Art collection is a growing collection and currently contains around 250
items.

Fine Art Collection
The Fine Art collection includes over 1,000 works drawn together from the Middlesbrough Art Gallery
and Cleveland Gallery.

The Natural World Collection
The extensive natural science collections number approximately 250,000 specimens covering geology,
vertebrate zoology, invertebrate zoology, and botany.

Other Heritage Assets

Other Cultural Interests

Items classified under this heading include the Bottle of Notes, statues and memorials including the
Brian Clough statue, the William Kelly book collection and various medals and memorabilia at the
Captain Cook Museum.
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Note 25 Investment Properties

Investment Properties are properties (land, buildings, or part thereof) held solely to earn rentals or for
capital appreciation or both. If earning rental income was an outcome of a regeneration policy or to fund
facilities to attract public and businesses into the town, the properties concerned should be accounted
for as Property, Plant and Equipment.

2024/25 2025/26

£m £m

31.462 Balance at start of year 17.676
Additions

0.018 Purchases 0.001

5.331 Donated 0.612

(13.640) Disposals (0.041)

(5.496) Net gains/(losses) from fair value adjustments (3.914)
Transfers

- (To)/[From Property, Plant and Equipment =

17.676 Balance at end of year 14.334

Fair Value Hierarchy

All the Council's investment portfolio has been assessed as level 3 for valuation purposes.

Valuation Techniques Used to Determine Level 3 Fair Values for Investment Properties

The Council's Investment assets are therefore categorised as Level 3 in the fair value hierarchy as the
measurement technique uses significant unobservable inputs to determine the fair value measurements
and there is no reasonably available information that indicates that market participants would use
different assumptions.

Highest and Best Use of Investment Properties

In estimating the fair value of the Council’s investment properties, the highest and best use of the
properties is considered.

Rental income from Investment Properties and any associated operating expenses are included in
the Financing and Investment Activities line in the Comprehensive Income and Expenditure
Statement. Details are set out below.

2024/25 2025/26
£000 £000
(1.552) Rental income from Investment Property (2.050)
0.877 Direct operating expenses arising from Investment Property 1.139
(0.675) Net Gain (0.911)

There are no restrictions on the Council's ability to realise the value inherent in its investment
properties or on the Council's right to the remittance of income and the proceeds of disposal. The
Council has no contractual obligations to purchase, construct or develop investment property or
repairs, maintenance, or enhancement.

Note 26 Intangible Assets

The Council’s Intangible Assets consist wholly of purchased IT licenses and software. A breakdown
of the movement on Intangible Asset balances during the year is as follows:
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2024/25 2025/26
£m £m
14.887 Balance at start of year 17.655
2.768 Additions 1.587

- Disposals =

- Regroup or Transfers =

17.655 Gross Book Value @ 31 March 19.242
(11.231) Accumulated Amortisation at 31 March (12.019)
(0.788) Amortisation in Year (1.212)
- Amortisation Written Out on Disposal =

- Amortisation Written Out on Regroups or Transfers -
(12.019) Accumulated Amortisation at 31 March (13.232)
5.636 Net Book Value at 31 March 6.011

Note 27 Assets Held for Sale

The Code states that assets should only be included in Assets Held for Sale when the asset is available
for immediate sale in its present condition and its sale must be highly probable. For a sale to be
considered highly probable the Code requires 'the appropriate level of management must be committed
to a plan to sell the asset (or disposal group), and an active programme to locate a buyer and complete
the plan must have been initiated. Further, the asset (or disposal group) must be actively marketed for
sale at a price that is reasonable in relation to its current fair value. In addition, the sale should be
expected to qualify for recognition as a completed sale within one year from the date of classification,
except as permitted by paragraph 9 of IFRS 5,39 and actions required to complete the plan should
indicate that it is unlikely that significant changes to the plan will be made or that the plan will be
withdrawn.

2024/25 2025/26
£m £000
4.827 Balance outstanding at start of year 4.798
Transferred between Long-Term and Current Assets _

= Held for Sale

Assets newly classified as held for sale

0.317 Transferred from Property, Plant and Equipment 0.043
0.027 Additions 0.008
(0.121) Revaluation losses 0.032
Assets declassified as held for sale: -
(0.252) Assets sold (0.280)
- Transferred to Property, Plant and Equipment (4.106)
4.798 Balance outstanding at year end 0.495

Note 28 Financial Instruments

Financial Instruments are any contract that gives rise to a financial asset in one organisation and a
financial liability of another. These cover — investments, cash, debtors, creditors, loans, finance leases,
derivatives and guarantees. These are recognised on the Balance Sheet when the Council becomes
party to the contractual provisions of the financial instrument. They are classified based on the business
model for holding the instrument and its expected cash flow characteristics.

Financial instruments classified at amortised cost are carried in the Balance Sheet at their amortised

cost. Their fair values disclosed below have been estimated by calculating the net present value of the
remaining contractual cash flows on 31 March 2026, using the following methods and assumptions:
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e Loans borrowed by the Council have been valued by discounting the contractual cash flows
over the whole life of the instrument at the appropriate market rate for local authority loans.

o Discount rates for “Lender’s Option Borrower’s Option” (LOBO) loans have been reduced to
reflect the value of the embedded options. The size of the reduction has been calculated
using proprietary software.

e The fair values of other long-term loans and investments have been discounted at the market
rates for similar instruments with similar remaining terms to maturity on 31 March.

e The fair values of financial guarantees have been estimated based on the likelihood of the
guarantees being called and the likely payments to be made.

e The fair values of finance lease assets and liabilities have been calculated by discounting the
contractual cash flows (excluding service charge elements) at the appropriate AA-rated
corporate bond yield.

¢ No early repayment or impairment is recognised for any financial instrument.

e The fair value of short-term instruments, including trade payables and receivables, is
assumed to approximate to the carrying amount.

The fair value of a financial instrument is the price that would be received when selling an asset, or the
price that would be paid when transferring a liability, to another market participant in an arms’-length
transaction. Where liabilities are held as an asset by another party, such as the council’s borrowing, the
fair value is estimated from the holder’s perspective.

Financial Liabilities: These are initially measured at fair value and are then subsequently valued at
amortised cost. For the Council’s borrowing (Public Works Loan Board, Lender Option Borrower
Option, and market loans), this means the amounts held in the accounts are based on the outstanding
principal plus any accrued interest.

The fair value of short-term financial liabilities held at amortised cost, including trade payables, is
assumed to approximate to the carrying amount.

Financial Assets: These again are initially measured at fair value and represent loans and loan type
amounts where payments of principal and interest take place on set dates and to particular amounts.
The fair value of short-term financial assets held at amortised cost, including trade receivables, is
assumed to approximate to the carrying amount.

Two categories of financial asset introduced under IFRS9 are fair value through other comprehensive
income and expenditure (FVOCI) and fair value through profit and loss (FVPL). These assets are carried
at fair value in the balance sheet. FVOCI has a specific restriction meaning that any gains or losses can
be reversed through statute, whereas FVPL gains, and losses are true charges to the Council’'s general
fund.

All the Council’s financial assets, except the long-term investments in Teesside Airport and Suez
recycling and recovery, are held at amortised cost. The Council has elected to hold the two long-term
investments at FVOCI given the risk of losses on these holdings having a negative effect on the
Council’s financial position. These long-term investments are held as shares in company arrangements
and are not equity shares.
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Non-Current Current Total
Investments Debtors Debtors Cash .and Cash
Equivalents
31 31 31 31 31 31 31
March 312%';;& March March March March March March 31;3;;“‘ 312I\(I)Iggch
. . 2025 2025 2026 2025 2026 2025 2026
Financial Assets
£m £m £m £m £m £m £m £m £m £m
Fair Value through Profit or Loss - - - - - -
Amortised Cost - 7.730 7.621 6.722 6.934 | 20.994 8.803 35.446 23.359
Fair Value through Other Comprehensive
Income (FVOCI) 8808 ) ) ) ) ) ) B )
Total Financial Assets 0.309 - 7.730 7.621 6.722 6.934 | 20.994 8.803 35.755 23.359
Non-Financial Assets - - - 66.130 74.665 - - 66.130 74.665
Total 0.309 - 7.730 7.621 72.852 81.599 | 20.994 8.803 101.885 98.023
Financial Liabilities:
Non-Current Current Total
Borrowings Creditors Borrowings Creditors
31 31 31 31 31 31 31
March 312I\(I)I;£ch March March March March March March 31;3;;“ 312%'2;“‘
Financial Liabilities 2025 2025 2026 2025 2026 2025 2026
£m £m £m £m £m £m £m £m £m £m
Fair Value through Profit or Loss - - - - = - - - - -
Amortised Cost - Other (231.769) (234.143) | (0.444) (0.444) | (23.714) (46.446) | (18.121) (16.480) | (274.047) (297.513)
Total Financial Liabilities (231.769) (234.143) | (0.444) (0.444) | (23.714) (46.446) | (18.121) (16.480) | (274.047) (297.513)
Non-Financial Liabilities - - - - - - | (36.884) (35.988) (36.884) (35.988)
Total (231.769) (234.143) | (0.444) (0.444) | (23.714) (46.446) | (55.005) (52.468) | (310.931) (333.501)
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Note 29 Financial Instruments: Fair Value and Risks

Fair Value of Assets and Liabilities

Financial Instruments are carried in the Balance Sheet at amortised cost except for Long Term
Investments. Their fair value has been assessed by calculating the present value of the cash flows that
will take place over the remaining term of the instruments contractual life using the following
assumptions:

e Where the instrument will mature in the next 12 months, the carrying amounts are assumed to
be a good reflection of fair value.

e The fair value of PWLB and market loans have been calculated by reference to the ‘premature
repayment’ set of rates as on 31 March 2025.

e The fair value of trade payables and other receivables is taken to be the invoiced or billed
amount; and

e The carrying amounts of all other instruments are taken to be a reasonable approximation of
fair value.

Fair values can be analysed by their level in the fair value hierarchy or how reliable their basis of
calculation is:
e Level 1 —fair value is only derived from quoted prices in active markets for identical assets or
liabilities, e.g., bond prices.
e Level 2 —fair value is calculated from inputs that are observable for the asset or liability, other
than quoted prices, e.g., interest rates or yields for similar instruments.
e Level 3 — fair value is determined using unobservable inputs, e.g., non-market data such as
cash flow forecasts or estimated creditworthiness.
All Middlesbrough financial instruments, assets and liabilities are rated as level two in the fair value
hierarchy. The fair value of borrowings is calculated by ascertaining a fair value from the market price.
The calculation applies a discounted cash flow using the rate of the asset and applies it over its life. For
investments, debtors, and creditors their transaction price is the best proxy for their fair value.

The fair values of the Council’s financial instruments are as follows. These are higher than their carrying
amounts due to the low value of the bank base rate on 31 March 2026:

2024/25 2025/26
iar;rgl"rr"% Fair Value i?;rgl']?‘? Fair Value
£m £m £m £m
Financial Assets — Loans and Receivables
21.303 21.303 Held as Investments 8.803 8.803
14.452 14.452 Held as Debtors 14.555 14.555
35.755 35.755 Financial Assets — Loans and Receivables 23.359 23.359

Financial Liabilities — as Amortised Cost
(255.483) (222.997) Held as Borrowings (280.589) (243.863)
(18.564) (18.564) Held as Creditors (16.924) (16.924)

(274.047) (241.561) Financial Liabilities — at Amortised Cost (297.513) (260.787)

The carrying values above are those listed as total financial assets and total financial liabilities in Note
30.

Financial Instruments: Risks
The fair value of the financial liabilities held at amortised cost above is lower than their balance sheet

carrying amount because the Council’s portfolio of loans includes a number of loans where the interest
rate payable is lower than the current rates available for similar loans at the balance sheet date.
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Nature and Extent of Risks Arising from Financial Instruments
The Council’s activities expose it to a variety of financial risks by holding these instruments:

(a) Credit risk - the possibility that the counterparty to a financial instrument will fail to meet its
contractual obligations, causing a monetary loss to the Council.

(b) Liquidity risk - the possibility that the Council might not have the cash available to make
contracted payments to lenders, suppliers, and staff on time.

(c) Market risk - the possibility that an unplanned financial loss will materialise due to changes in
market variables such as interest rates on equity prices.

(d) Re-Financing Risk — The possibility that maturing amounts cannot be refinanced in interest terms
that reflect the provisions made by the organisation.

Overall Procedures for Managing Risk

The Council's overall risk management process focuses on the unpredictability of financial markets and
is structured to implement suitable controls to minimise these risks. The procedures for risk
management are set out through a legal framework in the Local Government Act 2003 and associated
regulations. These require the Council to comply with the CIPFA Prudential Code on Capital Finance,
the CIPFA Code of Practice on Treasury Management in the Public Services and Investment Guidance
issued through the Act. Overall, these procedures require the Council to manage risk in the following
ways:

e by formally adopting the requirements of the CIPFA Treasury Management Code of Practice.
e by approving annually in advance prudential and treasury indicators for the following three
years limiting:
o The Council’s overall borrowing levels and a legal limit.
o Its maximum and minimum exposures to fixed and variable rates.
o Its maximum and minimum exposures to the maturity structure of its debt.
o Its maximum annual exposures to investments maturing beyond a year.

These are required to be reported and approved at the Council’s annual budget setting meeting. The
items above reported with the Annual Treasury Management Strategy Report which outlines the
detailed approach to managing risk in relation to the Council's financial instrument exposure. Actual
performance is also reported after each year, as is a mid-year update.

The Annual Treasury Management Strategy Report, which incorporates the prudential indicator
amounts was approved by the Council on 5 February 2025 and is available on the Council's website.
The key issues within the strategy were:

e The Authorised Limit for 2025//26 was set at £331m. This is the maximum legal limit of external
borrowings or other long-term liabilities.

e The Operational Boundary was expected to be £321m. This is the expected maximum level of
debt and other long-term liabilities during the year.

e The maximum amounts of fixed and variable interest rate exposure were set at 100% and 25%,
respectively, based on the Council’s net debt.

These policies were implemented by the Council's accountancy team and at no point during the 2025-
26 financial year were any of these key indicators breached. The Council also maintains written
principles for overall risk management, as well as written policies (Treasury Management Practices —
TMPs) covering specific areas, such as interest rate risk, credit risk, and the investment of surplus cash.
These TMPs are a requirement of the Treasury Management Code of Practice and were also updated
on 27 February 2023. No changes have been made since.
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Credit Risk

Credit risk arises from deposits with banks and financial institutions, as well as credit exposures to the
Council's customers.

This risk is minimised through the Annual Treasury Report, which requires that deposits are not made
with banks and financial institutions unless they meet minimum credit criteria, as laid down by Fitch and
Moody's Ratings Services. This report also considers maximum amounts and time limits in respect of
each financial institution. Deposits are not made with banks and financial institutions unless they meet
the minimum requirements of the investment criteria outlined above. Details of the Treasury
Management Strategy can be found on the Council's website.

The Council’'s maximum exposure to credit risk in relation to its deposits with banks and building
societies of £21.5m cannot be assessed generally, as the risk of any institution failing to make interest
payments or repay the principal sum will be specific to each individual institution.

Recent experience has shown that it is rare for such entities to be unable to meet their commitments.
A risk of non-recovery applies to all the Council’s deposits.

No credit limits were exceeded during the period, and the Council does not expect any losses from non-
performance by any of its counterparties in relation to deposits and bonds. The table below summarises
the credit risk exposures of the Council’s treasury investment portfolio by credit rating and remaining
time to maturity:

2024/25 2025/26
Long Short Long Short
Term Term Term Term
Credit Rating £m £m £m £m

AA - - -
AA- - 20.000 8.500
AA+ - 1.500 -
Total - 21.500 - 8.500
Credit Risk not applicable 0.309 - - -
Total Investments 0.309 21.500 - 8.500

Loss allowances on treasury investments are normally calculated by reference to historic default data
published by credit rating agencies and adjusted for current economic conditions. A two-year delay in
cash flows is assumed to arise in the event of a default. Investments are determined to have suffered
a significant increase in credit risk where they have been downgraded by three or more credit rating
grades or equivalent since initial recognition unless they retail an investment grade credit rating. They
are determined to be credit impaired when awarded a "D" credit rating or below. At 31 March 2026,
none of the Council’s investments are captured by this and therefore it is felt that the most likely loss
allowances applicable is nil.

In addition, the Council does not generally allow credit for customers. However, £8.637m invoiced
debtors balance is past its due date for payment relating principally to the Council's Public Health
responsibilities. The Council maintains an expected credit loss provision to offset any collection losses.
The past due amount can be analysed by age as follows:
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2024/25 2025/26
£m £m
2.936 Less than 3 months 2.915
0.965 Between 3 to 6 months 0.942
1.748 Between 6 months to 1 year 1.684
3.178 More than 1 year 3.095
8.828 TOTAL 8.637

Collateral - The Council initiates a legal charge on property where, for instance, Adult Social Care
service users require residential care but cannot afford to pay immediately. The total collateral as on
31 March 2026 was £1.091m (31 March 2025 - £0.935m).

Liguidity Risk

The Council has ready access to borrowings from the money markets and the Public Works Loans
Board. There is no significant risk that it will be unable to raise finance to meet its commitments. Instead,
the risk is that the Council will be bound to replenish a significant proportion of its borrowing at a time
of unfavourable interest rates. The Council sets limits on the proportion of its fixed rate borrowing during
specified periods.

The maturity analysis of financial liabilities is as follows:

2024/25 2025/26

£m £'000
(23.719) Less than 1 Year £m
(54.920) Between 1 — 2 Years (46.473)
(44.428) Between 2 — 5 Years (46.422)
(49.767) Between 5 — 10 Years (54.076)
(14.764) Between 10 — 15 Years (54.524)
(8.092) Between 15 — 20 Years (12.630)
(4.700) Between 20 — 25 Years (7.791)
(12.655) Between 25 — 30 Years (4.709)
(17.438) Between 30 — 35 Years (14.009)
(25.000) Between 35 — 40 Years (19.956)
- More than 40 Years (20.000)
(255.483) TOTAL (280.589)

All trade and other payables are due to be paid in less than one year.

Re-financing Risk

The Council maintains a significant debt portfolio. Whilst the cash flow procedures above are
considered against the refinancing risk procedures, longer-term risk to the Council relates to managing
the exposure to replacing financial instruments as they mature. This risk relates to both the maturing
of longer-term financial liabilities and longer-term financial assets.

The approved treasury indicator limits for the maturity structure of debt and the limits placed on
investments made for greater than one year in duration are the key parameters used to address this
risk. The Council's approved treasury and investment strategies address the main risks, and the
Corporate Finance team address the operational risks within the approved parameters.
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Market Risk

Market Risk - Interest Rate Risk

In the current financial climate, there is a rising interest rate risk to the Council. All longer-term borrowing
is held at fixed rate and any risk of further reductions in rates receivable is insignificant given the current
low base. Borrowings and Investments are not carried at fair value in the financial statements, so
nominal gains and losses on fixed rate borrowings would not impact on the Surplus or Deficit on the
Provision of Services or Other Comprehensive Income and Expenditure Statement.

The Council aims to keep a maximum of 25% of its borrowings in variable rate loans. During periods of
falling interest rates and where economic circumstances make it favourable, fixed rate loans will be
repaid early to limit exposure to losses. Although there is continued uncertainty in relation to how the
wars in Ukraine and Israel will finish, this may influence interest rates in both a positive and negative
way, the low exposure to variable rate financial instruments means that the financial impact of any future
decisions in this area are likely to have minimal impact on both the debt and investment portfolios.

Market Risk - Price Risk

The Council does not invest in equity shares and therefore has no exposure to losses arising from
movements in share prices.

Market Risk - Foreign Exchange Risk

The Council has no financial assets or liabilities denominated in foreign currencies and therefore no
exposure to loss arising from movements in exchange rates.

Note 30 Financial Instruments: Income and Expenditure

Amounts recognised in the Comprehensive Income and Expenditure Statement in relation to financial
instruments are made up as follows:

2024/25 2025/26

Financial Financial Net Financial Financial Net.
Expenditure

Assets Liabilities Expenditure Assets Liabilities

for the year for the year
£m £m £m £m £m £m
Income
(1.509) - (1.509) Interest Income (1.248) - (1.248)
Expenditure
- 9.247 9.247 Interest Expense - 8.791 8.791
- 0.357 0.357 Fee Expense - 0.363 0.363
(1.509) 9.604 g.ogs rotal ';‘,:;:” the — (1.248) 9.154 7.907
Note 31 Debtors
31 March 2025 31 March 2026
£m Long-Term Debtors £m
5.062 Cleveland Mall — Holiday Inn 4.929
0.870 Other Long-Term Debtors 0.895
1.797 The Welding Institute 1.797
7.730 Total 7.621
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31 March 2025 31 March 2026
£m Short-Term Debtors £m

9.706 Trade Receivables 3.295

2.642 Prepayments 3.821

39.688 Other Receivables 54.619

40.683 Council Tax Receivables 42.589

8.508 Business Rates Receivables 7.201

(28.375) Expected Credit Loss Provision (29.925)

72.852 Total 81.598

Note 32 Cash and Cash Equivalents

31 March 2025 31 March 2026
£m Cash and Cash Equivalents £m

0.007 Cash held by the Council 0.009

(0.513) Bank current accounts 0.294

21.500 Short-term deposits 8.500

20.994 Total 8.803

Note 33 Short Term Creditors

31 March 2025 31 March 2026
£m Short Term Creditors £m
(16.550) Trade Payables (10.175)
(27.751) Other Payables (32.957)
(10.703) Receipts in Advance (9.337)
(55.005) Total (52.468)
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Note 34 Provisions

A provision is recognised in the accounts where the Council has a legal or constructive obligation arising
from a past event and a reliable estimate can be made of the amount of the obligation if not the timing
of when the Council will have to settle the obligation.

Business Rates Appeals - The Council's share of the Collection Fund Business Rates Appeals
Provision of £1,856,604 all relating to short term as projected using the Council's Business Rates
Appeals tool. These are based on the Council’'s 49% share of business rates retention scheme.

Insurance Fund - The Council's Insurance Fund Provision of £2,007,300 is split between £577,764
Short Term (less than 12 months) and £1,429,536 long term.

Business Captain Insurance Early Total
Rates Cook Claims Retirement /
Appeals Precinct / Voluntary
Cleveland Redundancy
Centre
Service
Charge
Provision
£m £m £m £m

Short Term Provisions

Balance at 1 April 2025 (1.041) (0.167) (0.750) 0.000 (1.958)
Additional provisions (1.665) - (0.426) - (2.091)
Amounts used 0.849 - 0.598 - 1.447

Unused amounts reversed - - - - -
Unwinding of discounting - - - - -

Balance at 31 March 2026 (1.857) (0.167) (0.578) 0.000 (2.602)
Long Term Provisions

Balance at 1 April 2025 (0.000) - (1.855) - (1.856)

Additional provisions - - - - -

Amounts used - - 0.426 - 0.426

Unused amounts reversed - - - - -
Unwinding of discounting - - - - -

Balance at 31 March 2026 (0.000) - (1.429) - (1.430)
Total Provisions
Balance at 1 April 2025 (1.041) (0.167) (2.605) 0.000 (3.813)
Additional provisions (1.665) - (0.426) - (2.091)
Amounts used 0.849 - 1.024 - 1.873
Unused amounts reversed - - - - -
Unwinding of discounting - - - - -
Balance at 31 March 2026 (1.857) (0.167) (2.007) 0.000 (4.031)
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Note 35 Usable Reserves

Usable Reserves are those reserves that can be used to fund future expenditure or reduce local
taxation. Further details on the use of the reserves below can be found in the Movement in Reserves
Statement.

31 March 2025 31 March 2026
£m £m
(36.395) Capital Grants Unapplied Reserve (30.626)
(13.282) Capital Contributions Unapplied Reserve (11.565)
(18.608) Capital Receipts Reserve (11.930)
(11.100) Uncommitted General Fund (11.101)
(21.694) Earmarked Reserves (26.736)
(101.079) Total (91.957)

The purpose of each Reserve is as follows:

Capital Grants and Contributions Unapplied Reserves

These reserves hold amounts from Capital Grants and Contributions that have been recognised in the
Comprehensive Income and Expenditure Statement in line with the accounting code of practice, but for
which the associated capital expenditure has not yet been incurred.

Capital Receipts Reserve
This reserve holds amounts received from the disposal of assets and is only available to fund either
future capital projects or the flexible use of capital receipts strategy.

General Fund

The accumulated credit balance on the general fund is the excess of income over expenditure in the
revenue account after adjusting for movements to and from reserves and other non-cash items. This
balance is held as a cushion against future unforeseen and unbudgeted expenditure.

Earmarked Revenue Reserves

Funding received in previous financial years and classified as income regarding the terms and
conditions of the grant awarded. This income is rolled forward in reserves to meet the future revenue
commitments under the grant. Details of the balances on individual earmarked reserves is contained
in note 7.

Note 36 Unusable Reserves

Unusable Reserves are those reserves held by the Council that cannot be utilised to provide services.
This includes reserves that hold unrealised gains and losses and adjustment accounts which deal with
situations where income and expenditure are recognised statutorily against the General Fund balance
on a different basis from that expected by accounting standards as adopted by the Code.

31 March 31 March
2025 2026
£m £m

(96.984) Revaluation Reserve (106.158)
(94.901) Capital Adjustment Account (83.723)
12.880 Pensions Reserve 12.649
(3.246) Collection Fund Adjustment Account (1.565)
0.677 Accumulating Absences Adjustment Account 0.830
22.213 Dedicated Schools Grant Adjustment Account 29.317
(159.362) Total (148.651)
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A description of each type of reserve is set out below:

Revaluation Reserve

The Revaluation Reserve contains the accumulated net gains made by the Council arising from
increases in the value of its Property, Plant and Equipment. The reserve only contains revaluation
gains accumulated since 1 April 2007, the date when the Revaluation Reserve was constituted.
Accumulated gains and losses accumulated before that date are consolidated into the Capital
Adjustment Account. Amounts contained within this reserve will only become available to provide
services (or limit resources in the case of losses) once the gains/losses are realised as the assets are
disposed of.

31 March 31 March 31 March 31 March
2025 2025 2026 2026
£m £m £m £m

(98.425) Balance at 1 April (96.983)
9.658 Upward revaluation of assets 17.316 -
(13.897) Downwards revaluation of assets and (32.044) -

impairment losses not charged to the Surplus /
Deficit on the Provision of Services
(4.240) Surplus or Deficit on revaluation of non-current (14.728)
assets not posted to the Surplus / Deficit on the
Provision of Services

2.225 Difference between fair value depreciation and 2.366 -
historical cost depreciation
3.457 Accumulated (gains) / losses on assets sold or 3.187 -
scrapped

- Adjustment between Revaluation Reserve and - -
Capital Adjustment Account

5.682 Amount written off to Capital Adjustment 5.553
Account
(96.983) Balance at 31 March (106.158)

Capital Adjustment Account

The Capital Adjustment Account absorbs the timing differences arising from the different arrangements
for accounting for the consumption of non-current assets and for financing the acquisition, construction,
or enhancement of those assets under statutory provisions. The Account is debited with the cost of
acquisition, construction and enhancement as depreciation, impairment losses and amortisations are
charged to the Comprehensive Income and Expenditure Statement (with reconciling postings from the
Revaluation Reserve to convert fair value figures to a historical cost basis). The account is credited with
amounts set aside by the Council as finance for the costs of acquisition, construction, and enhancement.

The Account also contains accumulated gains and losses on Investment Property and gains recognised

on donated assets as well as revaluation gains accumulated on Property, Plant and Equipment before 1
April 2007, the date that the Revaluation Reserve was created to hold such gains.
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31 March
2025
£m

31 March
2025
£m

31 March
2026
£m

31 March
2026
£m

(122.388)

19.534

0.787
27.624

21.219

69.164
(2.225)

(3.457)
11.227 -

0.025

5.570

(11.521)

(31.931)

(4.538)

(47.990)
5.496

(4.753)

Balance at 1 April
Reversal of Items relating to capital
expenditure debited or credited to the
Comprehensive Income and Expenditure
Statement:
Charges for depreciation and impairment of non-
current assets
Amortisation of intangible assets
Revenue Expenditure Funded from Capital Under
Statute
Amounts of non-current assets written off on
disposal or sale as part of the gain / loss on
disposal to the Comprehensive Income and
Expenditure Account
Subtotal - debited or credited to the CIES
Historic Cost depreciation transfer from
Revaluation Reserve
Revaluation Reserve balances written off on
disposed assets
Movement in Non-current assets recognised in
year
Amounts of non-current assets written off on
Loan Repayments as part of the gain / loss on
disposal to the Comprehensive Income and
Expenditure Account
Net written out amount of the cost of non-
current assets consumed in the year

Capital Financing applied in the year:
Use of the Capital Receipts Reserve to finance
new capital expenditure

Capital grants and contributions credited to the
Comprehensive Income and Expenditure
Statement that have been applied to capital
financing
Statutory provision for the financing of capital
investment charged against the General Fund
and HRA Balance
Subtotal - Capital financing applied in the year
Movement in the market value of investment
properties debited or credited to the
Comprehensive Income and Expenditure
Statement
Movement in the donated assets account
credited to the Comprehensive Income and
Expenditure Statement

(94.901)

18.736 =

1.212 -
22.584 S

7.432 -

49.964
(2.366)

(3.187)

11.492

5.939

(11.659)

(32.153)

(4.828)

(48.640)
3.914

(94.901)

Balance at 31 March

(83.724)
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Pensions Reserve

The Pensions Reserve absorbs the timing differences arising from the different arrangements for
accounting for post-employment benefits and for funding benefits in accordance with statutory
provisions. The Council accounts for post-employment benefits in the CIES as the benefits are earned
by employees accruing years of service, updating the liabilities recognised to reflect inflation, changing
assumptions and investment returns on any resources set aside to meet the costs. However, statutory
arrangements require benefits earned to be financed as the Council makes employer’s contributions to
pension funds or eventually pays any pension for which it is directly responsible. Under the International
Accounting Standard (IAS 19) the Council must disclose the lower of the pension surplus or Asset
Ceiling calculation.

31 March 31 March
2025 2026
£m £m
14.182 Balance at 1 April 12.880
(318.543) Remeasurement of net defined liability (437.513)
16.411 Reversal of items relating to the retirement benefits debited or 12.385
credited to the Surplus or Deficit on the Provision of Services in
the Comprehensive Income and Expenditure Statement
313.342 Asset Ceiling Adjustment 439.330
(12.512) Employer's pension contributions payable in the year (14.433)
12.880 Balance at 31 March 12.649

Collection Fund Adjustment Account

The Collection Fund Adjustment Account holds the differences arising from the recognition of council
tax and business rates income, in the Comprehensive Income and Expenditure Statement as it falls
due from council taxpayers and business rate payers compared with the statutory arrangements for
paying across amounts to the General Fund from the Collection Fund.

31 March 31 March
2025 2026
£m £m
(11.700) Balance at 1 April (3.246)
6.547 Amount by which Council Tax income credited to the 1.420
Comprehensive Income and expenditure Statement is different
from the council tax income calculated for the year in accordance
with statutory arrangements
1.906 Amount by which Business Rates income credited to the 0.260
Comprehensive Income and expenditure Statement is different
from the council tax income calculated for the year in accordance
with statutory arrangements
(3.246) Balance at 31 March (1.566)
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Accumulated Compensated Absences Adjustment Account

The Accumulated Compensated Absences Adjustment Account reflects the value of compensated
absences (employees time off with pay for holidays) earned but not taken in the year.

31 March 31 March 2026
2025
£m £m £m
0.479 Balance at 1 April -
(0.479) | Settlement or cancellation of accrual made at the end (0.677)
of the preceding year
- Amounts accrued at the end of the current year 0.830
(0.479) | Amounts by which officer remuneration charged to (0.677) 0.830
the Comprehensive income and expenditure
Statement on an accruals basis is different from the
remuneration chargeable in the year in accordance
with statutory requirements
- Balance at 31 March 0.153

Dedicated Schools Grants Adjustment Account

From November 2020 the Local Authorities (Capital Finance and Accounting) Regulations (the 2003
Regulations) established new accounting practices in relation to the treatment of local authorities’
schools budget deficits such that, where a local authority has a deficit on its schools’ budget relating to
its accounts for a financial year beginning on 1 April 2020, 1 April 2021, 1 April 2022 or 1 April 2023, it
must not charge the amount of that deficit to a revenue account. The local authority must record any
such deficit in a separate account established solely for the purpose of recording deficits relating to its
school’s budget. The CIPFA local authority accounting code has determined this as the ‘Dedicated
Schools Grant Adjustment Account’. The new accounting practice has the effect of separating schools
budget deficits for a period of six financial years.

31 March 31 March
2025 2026
£m £m
14.293 Balance at 1 April 22.213
7.920 School budget deficit transferred from General Fund in 7.104
accordance with statutory requirements
22.213 Balance at 31 March 29.317
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Note 37 Pension Schemes Accounted for as Defined Benefit
Scheme

The Local Government Pension Scheme is accounted for as a defined benefit scheme. As part of the
terms and conditions of employment of its staff, the Council makes contributions towards the cost of
post-employment benefits. Although these benefits will not actually be payable until employees retire,
the Council has a commitment to make the payments that need to be disclosed at the time that
employees earn their future entitlement.

Funded Benefits

The funded benefits are those payable by the Fund in accordance with the Local Government Pension
Scheme Regulations 2013 and the Local Government Pension Scheme (Transitional Provisions,
Savings and Amendment) Regulation 2014.

Unfunded Benefits

The unfunded benefits are pensions arising from additional service awarded on a discretionary basis
e.g., Compensatory Added Years ("CAY") pensions that have not previously been 'converted' to funded
benefits under Regulation 13A of the Local Government Pension Scheme (Benefits, Membership and
Contributions) Regulations 2007. Such benefits are usually charged to the Employer as they are paid.
Other unfunded benefits include gratuities and enhanced teachers' pensions recharged to the
Employer, and pensions in respect of some other public sector pension schemes. This contrasts with
funded pensions, which are paid for out of the assets of the Fund, and which the Employer has
responsibility for funding by paying contributions to the Fund.

Transactions relating to Post-Employment Benefits

The income, expenditure, assets, and liabilities set out below includes the actuaries’ assessment of the
court of appeal decision to include guaranteed minimum pension and the McCloud and Sargeant
judgements within the local government scheme benefits going forwards. It also includes the impact of
the triennial valuation of the Teesside Pension Fund from 1 April 2022.The following transactions have
been made in the Comprehensive Income and Expenditure Statement and the General Fund Balance
via the Movement in Reserves Statement during the year in relation to the Local Government Pension
Scheme:
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Comprehensive Income and Expenditure Statement

Funded Unfunded Comprehensive Income and Expenditure Funded Unfunded
2024/25 2024/25 Statement 2025/26 2025/26
Charged to the Surplus or Deficit on the
£m £m . . £m £m
Provision of Services
As cost of Service: -
15.669 - Current Service cost 12.152 -
(0.438) - Settlements and Curtailments (0.066) -
As Financing and Investment Income and
20 ) Interest on net defined benefit BLOE )
As Financing and Investment Income and
L L2 Interest on net defined benefit (HEtE) e
Total charged to the Deficit on the Provision
16.133 0.278 of Services 11.473 1.362
Charged to Other Comprehensive Income
and Expenditure
20.379 ) Retqrn on pla'n assets (gxcludlng the amount (69.583) _
included in the net interest expense)
(119.919) _Actuarial (gf:]alns). and !osses arising on changes (16.339) )
rom financial assumptions
(1.451) _Actuarial (gains) and Iosges arising on changes 0.993 )
from demographic assumptions
(7.676) - Other actuarial (gains) and losses (21.531) -
103.466 - Asset Ceiling Adjustment 107.827 -
(5.201) ) Total to the Comprehensive Income and
) Expenditure Statement
- Movement in reserves Statement
(16.133) (0.278) Reversal of total c;harged to the Deficit on the (11.473) (1.362)
Provision of Service
Actual Amount charged for pensions in the
year:
10.932 1.580 Employers contributions payable to scheme 12.840 1.593
(5.201) 1.302 ;I'hoetayleaar:lount included in the General Fund for 1.367 0.231
Assets and Liabilities in Relation to Post-Employment Benefits
Funded Unfunded Comprehensive Income and Expenditure Funded Unfunded
2024/25 2024/25 Statement 2025/26 2025/26
£m £m £m £m
(813.894) (14.182) Opening Balance at 1 April (710.818) (12.880)
(15.669) - Current service cost (12.152) -
1.428 - Effect of Settlement 0.385 -
(39.513) Interest cost (41.547) (1.362)
(5.841) (0.278) Contributions by scheme participants (4.986) -
119.919 _Actuarial gains (losses) fo_r changes in financial 16.339 _
assumptions
1.451 ) Actuarial gains (Ic_)sses)for changes in (0.993) _
Demographic assumptions
7.676 - Actuarial gains (losses) Other Experience 0.018 -
34.025 - Benefits paid 31.150 1.593
(0.400) 1.580 Past service curtailments (0.081) -
(710.818) (12.880) Closing Balance at 31 March (722.685) (12.649)
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Reconciliation of Fair Value of Scheme Assets

Funded Unfunded Comprehensive Income and Expenditure Funded Unfunded
2024-25 2024-25 Statement 2025-26 2025-26
£m £m £m £m
1,014.062 - Opening Balance at 1 April 1,024.160 -
(0.990) Effects of Settlements (0.319)
48.719 - Expected return on plan assets 59.040
(20.379) - Actuarial Gains 69.583
- - Actuarial gains (losses) Other Experience 21.513
10.932 1.580 Employer contributions 12.840 1.593
5.841 Contributions by scheme participants 6.348
(34.025) (1.580) Benefits paid (31.150) (1.593)
1,024.160 - Closing Balance at 31 March 1,162.015 -

The expected return on scheme assets is determined by considering the expected returns available on
the assets underlying the current investment policy. Expected yields on fixed interest investments are
based on gross redemption yields as at the Balance Sheet date. Expected returns on equity investments
reflect long-term real rates of return experienced in the respective markets.

2024/25 2025/26
£m £m
(723.698) Present value of liabilities (735.334)
1,024.160 Fair value of assets 1,162.015
(313.342) Asset Ceiling Adjustment (439.330)
(12.880) Scheme (Deficit) / Surplus (12.649)

The scheme surplus shown above includes £12.649 million in respect of unfunded defined benefit
obligations (2024/25 £12.880 million).

The liabilities show the underlying commitments that the Council has in the long term to pay retirement
benefits.

Change in financial assumptions - 43.970 million gain on the balance sheet)

The financial assumptions adopted for preparing the latest accounting disclosures are summarised
below:

. 31 March
Period ended 2025 31 March 2026
Rate of Inflation (CPI) 2.75% 3.00%
Rate of increase in salaries 3.75% 4.00%
Rate of discounting scheme liabilities 5.80% 6.20%

The change in financial assumptions adopted for the period ending 31 March 2025 can be
approximately broken down as follows:

Pension Increase Rate — Market derived CPI inflation has risen over the period, which has led to a
0.25% increase in this assumption. The change in the CPI inflation assumption is a result of underlying
changes in market implied RPI (after allowance for the inflation risk premium adjustment), coupled with
any changes in the RPI-CPI gap from the previous year and the adjustment to CPI to reflect observed
inflation since 30 September 2025 (more detail on this is set out in the accompanying Accounting
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Covering Report). This has served to increase the Employer's obligations and led to a loss of around
£26,370,000 on the balance sheet.

Salary Increase Rate — the salary increase assumption has risen over the period by 0.25%. This has
served to increase the Employer's obligations and led to a loss of around £1,260,000 on the balance
sheet.

Discount rate — The corporate bond yield (upon which the discount rate is derived) has risen over the
period, which has led to a 0.40% increase in this assumption. This served to reduce the Employer's
obligations and led to a gain of around £43,970,000 on the balance sheet.

The total contributions expected to be made to the Local Government Pension Scheme by the Council
in the year to 31st March 2027 is £11.270 million.

Asset Ceiling

Following the pensions valuation by the Council’s actuary, Hymans Robertson LLP, the Council
determined that the fair value of its pension plan assets outweighed the present value of the plan
obligations at 31 March 2026 resulting in a pension plan asset. IAS 19 Employee Benefits requires that,
where a pension plan asset exists, it is measured at the lower of:

e the surplus in the defined benefit plan and:
o the asset ceiling calculation

The asset ceiling is the present value of any economic benefits available in the form of refunds from the
plan or reductions in future contributions to the plan. The Council’s actuary calculated the asset ceiling
as the net present value of future service costs less net present value of future contributions. The
Council has therefore limited the Pension asset recognised in its balance sheet to the asset ceiling,
which was nil in 2025-26. The remaining represents the unfunded liabilities which are not included in
the asset ceiling adjustment and any liabilities as a result of past contributions. The adjustment has
been recognised within other comprehensive income and expenditure of the CIES.

Therefore, the asset ceiling calculation is as follows:

Based on the actuary’s calculation as the asset ceiling is negative the net pension asset has been
limited to £0m as the calculation indicates that no pension asset should be recognised. The adjustment
taken through the CIES and movement in reserves to reflect the asset ceiling adjustment in the pension
reserve of £439.330m.

Independent Actuary and Latest Valuation

Liabilities have been assessed on an actuarial basis using the projected unit credit method, an estimate
of the pensions that will be payable in future years dependent on assumptions about mortality rates,
salary levels etc. Both the Local Government Pension Scheme and Discretionary Benefits Liabilities
have been assessed by Hymans Roberts an independent firm of actuaries, estimates for the Teesside
Pension Fund being based on latest full valuation of the scheme as at 31 March 2022.

The calculations have also been done over the duration of the Scheme - which has been forecast at 17
years.
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The principal assumptions used by the actuary have been:

2024/25 Mortality Assumptions 2025/26
Longevity at 65 for current pensioners
20.4 Men 21.0
23.4 Women 24.0
Longevity at 65 for future pensioners
21.2 Men 21.8
24.9 Women 25.3
2.75% Pension Rate Increase (CPI) 3.00%
3.75% Salary Rate Increase 4.00%
5.80% Discount Rate 6.20%
80% Take up of option to convert ar;rl]lrJ:I pension into retirement lump 75.00%
The LGPS's assets consist of the following categories, by proportion of the total assets held:
2024/25 Pension 2025/26
Quoted Unquoted Total Scheme Quoted Unquoted Total
£m £m £m % Assets £m £m £m %
Cash and
- 83.609 83.609 8.16% | Cash 86.237 - 86.237 7.42%
Equivalents
- - 0.00% | Property
- 107.603 107.603 10.51% | UK 88.106 19.223 107.329 9.24%
- 4.593 4.593 0.45% | Overseas 3.328 - 3.328 0.29%
Private
o - 0,
0.00% Equity
- 120.853 120.853 11.80% | All 132.707 4.436 137143 11.80%
Equity
o - 0,
LLE Security
0.508 0.015 0.523 0.05% | Other - - - 0.00%
Investment
- - 0.00% | Funds and
Trust Units
- 553.104 553.104 54.01% | Equities 656.837 - 656.837 56.53%
- 122.692 122.692 11.98% | Infrastructure 137.164 2.297 139.461 12.00%
- 31.179 31.179 3.04% | Other - 31.679 31.679 2.73%
0.508 1,023.648 1,024.156 100.00% | Total Assets 1,104.379 57.635 1,162.014 100.00%

Sensitivity Analysis
The approximate impact of changing the key assumptions on the present value of the funded defined
benefit obligation as at 31 March 2025 and the projected service cost is set out below, sensitivity on
unfunded benefits have not been included on materiality grounds:
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Approximate A imat
. . % increase pproximate
Change in assumptions at 31 March 2026 monetary
to Employer £000
Liability 2mount (£000)
y

0.1% decrease in Real Discount Rate 1.00% 10.834
1 year increase in member life expectancy 4.00% 29.413
0.1% increase in the Salary Increase Rate 0.00% 0.493
0.1% increase in the Pension Increase Rate 1.00% 10.331

The principal demographic assumption is the longevity assumption (i.e., member life expectancy). For
sensitivity purposes, Hymans Robertson estimate that a one-year increase in life expectancy would
approximately increase the Employers Defined Benefit Obligation by around 3-5%. In practice, the
actual cost of a one-year increase in life expectancy will depend on the structure of the revised
assumption (i.e., if improvements to survival rate predominantly apply to younger or older ages).

In order to quantify the impact of a change in the financial assumptions used Hymans Robertson have
calculated and compared the value of the scheme liabilities at the accounting date on varying bases.
The approach taken is consistent with that adopted to derive the accounting figures provided in this
report, based on the profile (average member ages, retirement ages, etc.) of the Employer as at the
date of the most recent valuation.

Note 38 Pensions Schemes Accounted for as Defined
Contribution Scheme

Teachers’ Pension Scheme

Teachers employed by the Council are members of the Teachers’ Pension Scheme, administered by
Capita Teachers Pensions on behalf of the Department for Education. The scheme provides teachers
with specified benefits upon their retirement, net surplus and the Council contributes towards the cost
by making contributions based on a percentage of members pensionable salaries.

The scheme is a multi-employer defined benefit scheme. The scheme is unfunded, and the Department
for Education uses a notional fund as the basis for calculating the employers’ contribution rate paid by
local authorities. Valuations of the notional fund are undertaken every four years.

The scheme has 3,804 participating employers and consequently the Council cannot identify its share
of the underlying financial position and performance of the Scheme with sufficient reliability for
accounting purposes. For the purposes of this Statement of Accounts, it is therefore accounted for on
the same basis as a defined contribution scheme.

In 2025/26 the Council paid £3.326 million (2024/25 £3.364 million) in respect of teacher’s retirement
benefits, representing an average of 23.68% (2024/25 23.70%) of pensionable pay.

NHS Pension Scheme

A number of Public Health staff transferred to the Council from the NHS and as part of the conditions
of their transfer have remained in the NHS Pension Scheme.

The scheme is a multi-employer defined benefit scheme covering NHS employers, GP practices and
other bodies allowed under the direction of the Secretary of State in England and Wales. The scheme
is unfunded and is not designed to be run in a way that would enable member organisations to identify
their share of the underlying assets and liabilities. Actuarial valuations of the scheme are undertaken
every four years with a valuation of the scheme liability carried out on an annual basis by the scheme
actuary through an update of the result of the full actuarial valuation. For the purposes of this Statement
of Accounts, the scheme is accounted for on the same basis as a defined contribution scheme.

In 2025/06 the Council paid £51,986 (2024/25 £43,176) to the NHS Pensions in respect of the Public
Health employees retirement benefits, representing 24.78% (2024/05 25.55%) of pensionable pay.
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Note 39 Leases — Council as Lessor
Operating Leases
The Council leases out property and equipment under operating leases for the following purposes:
e For the provision of community services, such as sports facilities, tourism services and
community centres.
e For economic development aims to provide suitable affordable accommodation for local

businesses.

The future minimum lease payments receivable under non-cancellable leases in future years are:

31 March 2025 31 March 2026
£m £m
5.745 No Later than 1 year 5.870
13.078 Later than 1 year and not later than 5 years 12.446
33.244 Later than 5 years 31.773
52.067 Total 50.089

Note 40 Leases — Council as Lessee
Operating Leases

The Council has entered into operating leases for the use of land and buildings, with lives ranging from
10 to 100 years. The minimum lease payments due under non-cancellable leases in future years are:

31 anch 31 March 2025
£m £m
0.326 No Later than 1 year 0.326
0.291 Later than 1 year and not later than 5 years 0.232
0.313 Later than 5 years 0.302
0.930 Total 0.860

Finance Leases

In 2024/25, the Council applied IFRS 16 Leases as required by the CIPFA Code of Practice for Local
Authority Accounting. The main impact of the new requirements is that lease arrangements previously
accounted for as operating leases are now classed as a Right of Use Asset and a lease liability is
brought into the Balance Sheet at 01/04/2024. Leases of low value (value less than £10,000) and
leases that expire on or before 31st March 2025 are exempt from the new arrangements. Previous
lease arrangements under IAS17 are now included within IFRS16 calculations.

Centre Square (Investment Property)

The Council as part of its regeneration and town centre growth plans has entered into two finance lease
contracts for the provision of high quality office accommodation. Buildings 1 & 2 Centre Square,
adjacent to the Council’s municipal buildings, which were completed during September 2020. The
properties were built with third-party finance and the leases entered into on the buildings are for a 35-
year term with rentals paid on a quarterly basis to CBRE Property Management UK. Due to the interest
rate implicit in the lease, most of the early year’s rental payments are heavily weighted towards interest
rather than principal with this position reversing in the latter years of the contract.
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Right to Use Assets (Operational Land and Buildings/Vehicles Plant and Equipment)

The Council has identified 3 former operating leases which will now be classed as finance leases under
IFRS16. The identified assets are Daniel Court, Whorlton Road, and Multi-Functional Devices (MFD's)

The table below shows the change in value of the Right to Use assets held by the Council due to the
implementation of IFRS16.

Right of use assets 2025/26
Operational Vehicles,
Land and Plant & Investment
Buildings Equipment Property Total
fm fm fm fm
Valuation/ gross cost at 1 April 2025 0.538 0.011 12.478 13.027
IFRS 16 implementation- reclassification of
existing finance leased assets from PPE or
Intangible assets
IFRS 16 implementation- reclassification of
existing operating leases/ subleases
Additions 0.001 0.063 0.613
Impairments to operating leases
Revaluation to revaluation reserve (3.956)
Valuation/ gross cost at 31 March 2026 0.539 0.074 9.135 13.027
Accumulated depreciation at 1 April 2025 (0.174) (0.048) (0.222)
Provided during the year (0.013) (0.013)
Revaluation to revaluation reserve
Accumulated depreciation at 31 March 2026 (0.013) - - (0.013)
Net Book value 31 March 2026 0.525 0.074 9.135 13.013
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Note 41  Contingent Liabilities
At 31 March 2026, the Council had the following contingent liabilities:

Home House Guarantee

An agreement was entered into with Home House, which guaranteed an initial liability of £2.400m. This
was increased to £4.010m in 1996/97 because of further development at St Johns Gate. The assets of
Home Housing are considered sufficient to meet their liabilities without calling upon the guarantee and
no provision has been made in the accounts.

Note 42 Contingent Assets

These refer to either; a possible asset that arises from past events and whose existence will be
confirmed only by the occurrence or non- occurrence of one or more uncertaim future events not wholly
within the control of the authority.

The Council has a deficit position on its Dedicated Schools Grant. Accounting regulations covering the
period up to 31 March 2026 do not allow this balance to be included in the General Fund. In accordance
with accounting regulations this balance is subject to a statutory override and transferred to the
Dedicated Schools Grant Adjustment Account which is an unusable reserve.

The DSG cumulative deficit balance totalled 29.316m as at 31 March 2026.

Owing to this deficit position the Council previously produced a DSG management Plan, which was
agreed with the Department for Education. Folloeing ther publication of the Schools White Paper, the
DfE issued a further reqwuirem,ent for local authorities to produce a Local SEND Reforn Plan, this is to
be submitted for approval in June 2026.

The Governement have announced that the statutory override will cease at the end of the 2027/28
financial year. Subject to the production of a compliaby Local SEND reforn Plan, government are to
provide 90% of the accrued DSG Deficitbalance to 31 March 2026 as a High Needs Block Stability
Grant. This grant is expected to be received during 2026/27 and will significantly support the cash flow
pressure on authorities from the deficit. Local Authorities are required to fund the remaining 10%
balance. A reserve has been created to cover Middlesbrough’s 10% requirement, includinf an estimate
for the 2 further financial years 2026/27 and 2027/28.

A Local SEND Reform Plan has been drafted and subjected to internal and peer review. The plan was
submitted to the Department for Education before the 19 June 2026 deadline. If the plan is approved
the 90% High Needs Block Stability Grant will be paid to the Council in the autumn of 2026. The grant
value is calculated at £26.384m
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Note 43 Trust Funds

The Council administers a number of Trust Funds, which are varied in nature and relate principally to
legacies left by local inhabitants of the area over a number of years. Assets of the funds are invested
in external marketable securities; with any cash either being invested internally at 7-day interest rates
or externally in the money market. None of the funds are included in the Balance Sheet of the Council.

A summary of the Trust Funds administered by the Council is as follow:

. Short- Long- Total
2025/26 Income Expenditure pll-szrgtls p"l's(-;sr;rtls Assets

£ £ £ £ £
Teesside Education Endowment (259) - 8,233 - 8,233
Capt J.V. Nancarrow Trust - (3,854) ) 122 438 ) 122 438
Educational support ’ ’ ’
Middlesbrough Educational Trust (2,273) - 72,201 2,326 74,527
Hustler Playing Fields Trust — Sport (1,724) - 54,769 1,474,496 1,529,265
W.M.Anderton Trust — Kings Manor
School and Acklam 6th Form College (45 ) ke ) ke
Teesside Relief in Sickness (137) - 4,361 - 4,361
Lady Crosswaite Bequest — support (15,415) 14 955 482 244 ) 482 244
for the older people ’ ’ ’ ’
Home Independence Trust (11,222) - 100,110 19,240 119,350
Wilson & Marwood Trust — support (524) _ 16.657 498 17 085
for disadvantaged people ’ ’
Stewart Park Trust — Recreation (304) - 9,658 - 9,658
Levick Trust — accommodation for 213) ) 6.779 332 535 339 314
over 60’s ’ ’ ’
Dorman Museum and Art Gallery (115) ) 3 647 _ 3 647
Appeal Trust ’ ’
Total (36,088) 14,955 882,624 1,829,025 2,711,649

Short- Long-
Income Expenditure Term Term Assets
2024125 Assets Assets

£ £ £
Teesside Education Endowment (251) - 7,974 - 7,974
Capt J.V. Nancarrow Trust - (3,733) ) 118.584 ) 118.584
Educational support ’ ’ ’
Middlesbrough Educational Trust (2,201) - 69,928 2,326 72,254
Hustler Playing Fields Trust — Sport (1,670) - 53,045 1,474,496 1,527,541
W.M.Anderton Trust — Kings Manor
School and Acklam 6th Form College &) ) 17 ) 1A
Teesside Relief in Sickness (133) - 4,224 - 4,224
Lady Crosswaite Bequest — support (15,254) 5 666 481784 ) 481.784
for the older people ’ ’ ’ ’
Home Independence Trust (3,277) - 88,888 19,240 108,128
Wilson & Marwood Trust — support for (508) ) 16.133 498 16.561
disadvantaged people ’ ’
Stewart Park Trust — Recreation (294) - 9,354 - 9,354
Levick Trust — accommodation for (207) ) 6.566 332 535 339 101
over 60’s ’ ’ ’
Dorman Museum and Art Gallery (111) ) 3532 ) 3532
Appeal Trust ’ '
Total (27,686) 5,666 861,491 1,829,025 2,690,516

Middlesbrough Council

Draft StATR@@ ol B&unts 2025-26

Page | 109




This document was classified as: OFFICIAL

Notes Supporting the Cash Flow Statement
Note 44 Cash Flow Statement — Operating Activities

2024/25 2025/26
£m £m
(1.509) Interest Received (1.248)
9.215 Interest Paid 9.154
- Dividends Received =

The surplus or deficit on the provision of services has been adjusted for the following non-cash
movements:

2024/25 2025/26
£m £m
19.535 Depreciation 18.734
11.245 Impairment and downward valuations 11.492
0.788 Amortisation 1.212
(0.717) Increase / (decrease) in impairment for bad debts 1.100
10.923 Increase / decrease in creditors (2.537)
(3.550) Increase / decrease in debtors (8.747)
0.394 Increase / decrease in inventories (0.138)
3.899 Movement in Pension Liability (3.415)
Other non-cash items charged to the net surplus or deficit on 0.630

) the provision of services (HEE)
42.518 Net cash flows from operating activities 17.071

The surplus or deficit on the provision of services had been adjusted for the following items that are
investing and financing activities:

2024/25 2025/26
£m £m

Proceeds from short-term (not considered to be cash
equivalents) and long-term investments (includes investments -
in associates, joint ventures and subsidiaries)

19.700 Proceeds from the sale of property, plant and equipment,

investment property and intangible assets 8

(15.651) Any other items for _which_ the cash effects are investing or (4.980)
financing cash flows

4.049 4.875
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Note 45 Cash Flow Statement — Investing Activities

The table below shows detail of Investing Activities

2024/25 2025/26
£m £m
(31.955) Purchase of property, plar)t and .equipment, investment (32.306)
property and intangible assets
- Purchase of short-term and long-term investments -
15.652 Procee@s from the sale of proper.ty, pla.nt and equipment, 4.980
investment property and intangible assets
(16.303) Net cash flows from investing activities (27.326)
Note 46 Cash Flow Statement — Financing Activities
The table below shows detail of Financing Activities
2024/25 2025/26
£m £m
(0.531) Amounts applied to Finance Lease Repayments (Capital (0.251)
Element)
7.379 Repayments of short- and long-term borrowing 26.635
6.847 Net cash flows from financing activities 26.384
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Collection Fund Income and Expenditure Account

The Collection Fund summarises the transactions of the billing authority in relation to the collection
from taxpayers and the redistribution to Local Authorities and the Government of Council Tax and
Business Rates.

2024/25 2025/26
Total Council  Business  rop
£m £m £m £m
Income
(82.740) Council Tax receivable (88.307) - (88.307)
(31.983) Business Rates receivable - (32.980) (32.980)

(114.723) Total Income (88.307)  (32.980) (121.287)

Expenditure
Precepts and Demands:

66.573 Middlesbrough Council 71.400 - 71.400
10.463 Cleveland Police and Crime Commissioner 10.976 - 10.976
3.074 Cleveland Fire Authority 3.233 - 3.233
Business Rates
16.515 Payments to Central Government - 17.821 17.821
0.330 Payments to Cleveland Fire Authority - 0.356 0.356
16.185 Payments to Middlesbrough Council - 17.464 17.464
0.169 Costs of Collection - 0.169 0.169

Bad & Doubtful Debts

0.031 Write Offs 0.032 0.090 0.121
(2.121) Provision for Bad Debts 1.310 0.326 1.637
(1.266) Provision for Appeals - (0.608) (0.608)

109.953 Total Expenditure 86.951 35.619 122.571

Contributions towards previous year’s
estimate
(0.417) Collection Fund Deficit / (Surplus) 9.231 1.251 10.482
(5.187) Deficit / (Surplus) for the Year 7.875 3.890 11.766
COLLECTION FUND BALANCE
(9.758) Balance brought forward at 1 April (12.783) (2.162) (14.945)
(5.187) Deficit / (Surplus) for the year (as above) 7.875 3.890 11.766
(14.945) Balance carried forward at 31 March (4.908) 1.728 (3.179)
Allocated to:

(11.682) Middlesbrough Council (4.093) 0.847 (3.246)
(1.670) Cleveland Police and Crime Commissioner (0.629) - (0.629)
(0.512) Cleveland Fire Authority (0.185) 0.017 (0.168)
(1.081) Central Government - 0.864 0.864

(14.945) Balance carried forward at 31 March (4.908) 1.728 (3.179)
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Notes to the Collection Fund

Note C1 Income from Council Tax

Calculation of the Council Tax base

The Council Tax is a tax based on property valuation bandings (A to H). There is a basic tax for the
middle band (Band D) with proportionately higher and lower taxes for the other bands. The Council’s
tax base i.e., the number of chargeable dwellings in each band (adjusted for discounts where
applicable), converted to an equivalent number of Band D dwellings was calculated as follows:

Estimated No. of Band D Band D
Taxable . . ;
Band ; Ratio Equivalent Equivalent
Properties after ) ;
s Council Tax Dwellings
Discounts
£m

A* 27 5/9 0.066 27
A 18108 6/9 45.593 18,336
B 8217 79 19.463 7,827
C 9352 8/9 22.875 9,199
D 4947 9/9 12.895 5,186
E 2495 11/9 7.912 3,182
F 941 13/9 3.542 1,425
G 536 15/9 2.274 915
H 32 18/9 0.157 63
44,654 114.776 46,159

Less: Adjustments for assumed non-collection based on
budgets assumption of 97.4% collection rate (5010 (BH0Z)
Total 113.206 46,159

A* - Band A properties receiving Disabled Relief

The average Council Tax for band D dwellings for Middlesbrough Council was £2,486.54

Note C2 Income from Business Rates

Middlesbrough's local share of Business Rates is 49%. The remainder is distributed to the preceptors,
which for Middlesbrough are Central Government (50%) and Cleveland Fire Authority (1%).

The total non-domestic rateable value at 31 March 2026 was £103,517,464 (£103,032,968 at 31
March 2025) and the national non-domestic multiplier for the year was 55.5p (54.6p in 2024/25).
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Note C3 Previous Years Council Tax Deficit / Surplus

The Council has a statutory requirement to provide details each January of the projected Council Tax
deficit or surplus at the end of the financial year. The estimated previous year's Council Tax deficit or
surplus is payable to / from the Collection Fund by the Billing Authority and Precepting Authorities in
proportion to amounts raised or owing:

2024/25 2025/26
£m £m
(3.052) Middlesbrough Council (2.547)
(0.504) Cleveland Police and Crime Commissioner (0.392)
(0.144) Cleveland Fire Authority (0.115)
(3.700) Total Deficit / (Surplus) (3.054)

Note C4 Council Tax and Business Rates Provisions

The total provisions held for the Collection Fund on 31 March 2026 are set out in the table below:

Council Business  Provision
Rates for Total
Tax BDP BDP Appeals
£m £m £m £m
Opening Balance at 1 April 2025 (18.024) (7.128) (2.124) (27.276)
Reductions in the provision in year - - - -
Increase in the provision in year (1.124) (0.066) (1.665) (2.856)
Closing balance at 31 March 2026 (19.149) (7.194) (3.789) (30.132)
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Teesside Pension Fund Statement of Accounts

Introduction

The Teesside Pension Fund (the Fund) is part of the Local Government Pension Scheme (LGPS).
The Fund is administered by Middlesbrough Council, and the Council is the reporting entity for the
Fund.

The scheme is governed by the Public Service Pensions Act 2013. The Fund is administered in
accordance with the following secondary legislation:

¢ the Local Government Pension Scheme Regulations 2013 (as amended)

¢ the Local Government Pension Scheme (Transitional Provisions, Savings and Amendment)
Regulations 2014 (as amended)

¢ the Local Government Pension Scheme (Management and Investment of Funds)
Regulation 2016.

The Council has delegated decision making in relation to the Fund to the Pension Fund
Committee. The day-to-day administration of the Fund and the operation of the management
arrangements and investment portfolio is the responsibility of the Corporate Director of Finance
(Section 151 Officer) of the Council.

The Pension Fund Committee consists of representatives of the employers of the Fund
(specifically Councillors of the Local Authority employers together with one representative chosen
from the other scheme employers), and employee representatives (from relevant Trade Unions)
and makes decisions without reference to the Council. The Pension Fund Committee sets
investment strategy and recommends investment decisions. An independent Pensions Board
exists and operates as a scrutiny panel to ensure the Pension Fund Committee acts within the
statutory and regulatory framework.

Operation

The Fund operates as a funded, defined benefit occupational pension scheme providing benefits
to employees and former employees of the Teesside local authorities and admitted bodies. In
certain circumstances it also provides benefits to dependents of these individuals, collectively
referred to as members. The benefits include retirement pensions, dependents pensions, death
grants and lump sums.

The Fund is financed by contributions from members, employers, and the income from the Fund’s
investment portfolio. The funding policy aims to ensure that the assets held by the scheme are
adequate to meet the future liabilities (members’ pensions and lump sums) of the Fund allowing
for future changes to pensions and pay.

Financial Statements

The Fund's accounts provide information on the financial position, membership, investment
performance and risks associated with the Fund. They show the results of the Fund’s stewardship
in managing the resources entrusted to it and provide information on the income and expenditure
of the Fund and the investments it controls.

While membership rose in the year to 31 March 2026, the Fund continued to pay more in benefits
than it received in contributions as more members are drawing pensions. Net withdrawal of funds
was £83.311m (year to 31 March 2025 £86.992m). During the year, the overall value of the Fund
increased by £606m to £6.183bn.

Membership

Automatic enrolment is a government initiative to help more people save for later life through a
pension scheme at work. It requires employers to enrol their eligible workers into a pension
scheme automatically and to pay towards their pensions.
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Automatic enrolment was rolled out in stages between October 2012 and February 2018. All
employers have been required to offer a workplace pension to eligible workers since February
2018.

For the purpose of automatic enrolment, workers are put into three different categories depending
on how much they earn and their age. The categories are eligible jobholders, non-eligible
jobholders and entitled workers. Your employer will tell you which category you belong to and what
this means for you. Automatic enrolment will mainly affect eligible jobholders.

If you are a new employee who is eligible to join the LGPS, you will generally join the Scheme
when you start your job. If you opt out, your employer will be required to re-enrol you into the
LGPS approximately every three years on a set re-enrolment date, if you are an eligible jobholder.

Teaching staff have access to their own defined benefit scheme the details of which are provided
in the Councils financial statements.

The table below summarise the membership of the scheme over recent years showing an overall
increase in all active members and those who are drawing pensions, and a slight decrease in
members who have deferred rights

2022 2023 2024 2025 2026
Membership of the Fund
Active 25,937 26,198 26,220 26,341 28,119
Deferred 26,350 27,225 28,180 28,492 27,532
Pensioner 26,254 26,915 27,813 28,885 30,211
Total 78,541 80,338 82,213 83,718 85,862

e Scheduled bodies - local authorities or similar bodies whose staff are automatically
entitled to be members of the Fund.

e Admitted bodies - organisations that participate in the Fund under an admission
agreement between the Fund and the relevant organisation. Admitted bodies include
voluntary and charitable organisations and private contractors that are undertaking a local
authority function following outsourcing to the private sector.
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31 March 31 March
25 Note 26
£m £m
Dealings with members, employers and others
directly involved in the Fund
(125.283) Contributions 6 (134.096)
(10.977) Transfers in from other pension funds 8 (9.928)
(2.573) Other income 9 (0.820)
(138.833) Total Income (144.844)
200.488 Benefits payable 7 206.415
16.881 Payments to and on account of leavers 10 10.436
217.369 Total Expenditure 216.851
78.536 Net withdrawals from dealings with members 72.007
8.456 Management expenses B 11.304
86.992 Net withdrawals including fund management 83.311
expenses ’
Returns on investment
(98.377) Investmentincome 12 (177.228)
(90.461) Profits and losses on Fjlsposal of investments and 13 (511.623)
changes in the market value of
investments
(188.838) Net returns on investment (688.851)
Net (increase)/decrease in the net assets available (605.540)
(101.846) . . :
for benefits during the year
(5,475.150) Net assets of the scheme as at 1 April (5,576.996)
(5,576.996) Net assets of the scheme as at 31 March (6,182.536)
Net Asset statement for the year ended 31 March 2026
31 March 25 31 March 26
£m £m
Net Assets Statement as at 31 March
5,568.307 Investments Assets 13 6,144.934
16.158 Current Assets 17 43.898
(7.469) Current liabilities 18 (6.296)
5,576.996 Net assets of the Fund at 31 March 6,182.536
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Notes to Teesside Pension Fund Accounts

Note 1 Basis of Preparation

The financial statements are prepared in line with the requirements of the CIPFA Code of Practice
on Local Authority Accounting, which states that as authorities cannot be created or dissolved
without statutory prescription, they must prepare their financial statements on a going concern basis
of accounting. The Council is established under the Local Government Regulations 2013 as an
Administering Authority of the Local Government Pensions Scheme and is therefore a statutory
body expected to be a going concern until notification is given that the body will be dissolved, and
its functions transferred. The financial statements have been prepared on the assumption that the
functions of the Fund will continue in operational existence for the foreseeable future and
management is not aware of any material uncertainties in relation to this.

The statement of accounts summarises the Funds’ transactions for the 2025/26 financial year and
its position at year end as at 31 March 2026. The accounts have been prepared in accordance with
the Code of Practice on Local Authority Accounting in the United Kingdom 2025/26, which is based
upon International Financial Reporting Standards (IFRS), as amended for the UK local government
sector.

The accounts summarise the transactions of the Fund and report on the net assets available to pay
pension benefits. The accounts do not take account of obligations to pay pensions and benefits,
which fall due after the end of the financial year.

Note 2 Accounting standards issued but not yet been adopted

At the balance sheet date, the following new standards and amendments to existing standards have
been published and will be introduced by the 2026/27 Codes of Practice of Local Authority
Accounting in the United Kingdom:

o Amendments to FRS 102 The Financial Reporting Standard applicable in the UK
and Republic of Ireland (Amendments to Heritage assets) issued in March 2024

¢ Amendments to the Classification and Measurement of Financial Instruments
(Amendments to IFRS 9 and IFRS 7) issued in May 2024

o Annual improvements to IFRS accounting standards — Volume 11 issued in July 2024

o Contracts Referencing Nature-dependent Electricity (Amendments to IFRS 9 and
IFRS 7) issued in December 2024.

Note 3 Summary of Significant Accounting Policies

Accruals

The accounts have been prepared on an accrual's basis, and the accruals threshold set by
management is £100,000. There are a couple of exceptions to this, one of those being individual
transfer values which are recognised on a cash transfer basis.

Certain investments in pooled vehicles, predominantly in private markets and alternatives have
investments costs charged directly by the investment managers to the Fund Account on cash receipt
rather than accruals basis.

Foreign currency transactions in relation to purchases and sales on investments are accounted for
at settlement date.
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Fund Account — Revenue Recognition
Contributions Income

Normal contributions, from both the members and the employers, are accounted for on an accrual’s
basis in the payroll period to which they relate. The employers' percentage rate is set by the Actuary,
whilst the employees' rate is determined by the Local Government Pension Scheme (LGPS)
Regulations.

Employer deficit funding contributions are accounted for on the due dates set by the actuary, or on
receipt if earlier.

Employer strain on the fund and any augmentation contributions are accounted for in the period in
which the liability arises. Amounts due in the year but still outstanding at the year-end are accrued,
according to the accrual’s threshold.

Transfer Values

Transfer values represent the sums receivable in respect of members who have either joined or left
the Fund during the financial year and are calculated in accordance with the LGPS Regulations.
Individual transfer values in and out have been accounted for in the period in which they were
paid or received.

Transfers in from members wishing to use the proceeds from their additional voluntary contributions
to purchase scheme benefits, are accounted for on a receipt’s basis within transfers in.

Bulk transfers are accounted for on an accrual’s basis in accordance with the terms of the
transfer agreement.

Investment Income
Interest Income
Interest income is recognised in the Fund account on an accruals basis, using the effective interest

rate of the financial instrument as at the date of acquisition.

Dividend Income
Dividend income is recognised at receipt of funds from the custodian.

Distributions from Pooled Investment Vehicles and Pooled Property Investments
Distributions from Pooled Funds are recognised on the date of cash receipt. Any amount not received
at the year-end is disclosed in the net assets statement as a current financial asset.

Property Related Income
Property related income consists primarily of rental income. Rental income from operating leases on
properties owned by the Fund is accounted for on an accrual’s basis.

Interest on Cash Balances
All surplus cash balances of the Fund are invested externally; interest being credited to the Fund.
Fund Account — Expense Items Benefits Payable

Pensions and lump sum benefits payable include all amounts known to be due at the end of the
financial year. Any amounts due but unpaid are disclosed in the net assets statement as current
liabilities.
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Taxation

The Fund is a registered public service scheme under section 1 (1) of schedule 36 of the Finance
Act 2004 and, as such, is exempt from UK income tax on interest received and from capital gains
tax on the proceeds of investments sold. Income from overseas investments suffers withholding tax
in the country of origin unless exemption is permitted. Any withholding tax recovered is credited on
receipt.

Management Expenses

The Code requires that management expenses be categorised into administrative expenses,
oversight and governance expenses and investment management expenses. To enhance
transparency, the Fund discloses its pension fund management expenses in accordance with
CIPFA's guidance, "Accounting for Local Government Pension Scheme Management Expenses
(2016)".

Administrative Expenses

All administrative expenses are accounted for on an accrual’s basis. All staff costs of the pension
administration team are charged direct to the Fund. Associated management, accommodation and
other overheads are apportioned to this activity and charged as expenses to the Fund. Expenses for
actuarial, audit and legal fees are paid directly by the Fund.

Oversight and Governance Costs

All oversight and governance expenses are accounted for on an accrual’s basis. All staff costs
associated with governance and oversight are charged direct to the Fund. Associated management,
accommodation and other overheads are apportioned to this activity and charged as expenses to
the Fund.

Investment Management Expenses

All investment management expenses are accounted for on an accrual’s basis. Fees of external
investment managers and the Fund’s custodians are agreed in the respective mandates governing
their appointments. Broadly, these are based on the market value of the investments under their
management and therefore increase or reduce as the value of these investments change.

Certain investments in pooled vehicles, predominantly in private markets and alternatives have
investments costs charged directly by the investment managers to the Fund Account on an as paid
rather than an accruals basis.

External manager Border to Coast Pensions Partnership fee is based on an agreed budget.

External property manager CBRE management fee is based market value of property investments.
These transferred to Border to Coast from 315t July 2025.

External property fund manager for ‘stay behind’ properties managed by Aberdeen from 1t August
2025, their fees are taken as agreed from rental income.

All employee costs of the investment section are charged directly to the fund and a proportion of
associated Council management time spent by officers on investment management is also charged
to the fund.

Property Expenses

Property expenses have been recorded gross and shown as a deduction from the gross rental
income received in determining net rents from properties.
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Net Assets Statement

Financial Instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
liability or equity instrument of another. The term, 'financial instrument' covers both financial assets
and financial liabilities and includes financial assets and liabilities such as trade receivables and
trade payables.

IFRS9 Financial Instruments

Under IFRS9 Financial Instruments, a financial asset or financial liability shall be recognised in the
balance sheet, and only when the Fund becomes a party to the contractual provisions of the
instrument. On initial recognition, the Fund is required to classify financial assets and liabilities into
amortised cost, fair value through profit and loss or fair value through other comprehensive income.
e Financial assets at amortised cost are those held to generate cash flows, and the amounts
received are solely principal and interest.
¢ Financial liabilities are classified as amortised cost except in certain circumstances where
they are classified as at fair value
o Fair value assets through profit and loss or other comprehensive income are assets which
fail the amortised cost categorisation tests, where they are held for trading purposes and/or
the amounts received relate to more than solely principal and interest (e.g. equity
instruments).

IFRS 13 Fair Value Measurement

The standard provides a consistent definition of fair value and enhanced disclosure requirements.
It is designed to apply to assets and liabilities covered by those IFRS standards that currently permit
or require measurement at fair value (with some exceptions). The Fund currently complies with this
standard.

For more information on the classification of funds according to fair value hierarchy, please refer to
Note 14

Foreign Currency Transactions

Dividends and purchases and sales of investments in foreign currencies have been accounted for
at the spot market rate at the settlement date of the transaction. Currency is bought and sold at the
spot market rate for future dates through NatWest Agile Markets. During the year foreign currencies
are transacted as follows:

e Proceeds of sales of foreign assets are translated into sterling at the exchange spot rate on
the settlement date and recorded in our investment book of records in sterling and local
currency.

o Purchases of foreign investments are translated into sterling using the exchange spot rate
at the settlement date and recorded in our investment book of record at the book cost in
sterling and local currency.

¢ Dividends from foreign investments are translated into sterling using the mid-market rate
on the date of receipt.

Financial Assets

Financial assets at fair value through profit or loss are included in the net assets statement on a fair
value basis as at 31 March 2026. Financial assets at amortised cost are included in the net assets
statement at amortised cost. A financial asset is recognised in the net assets statement on the date
the Fund becomes a party to the contractual acquisition of an asset. From this date, any gains and
losses arising from changes in the fair value of assets are recognised in the Fund account.
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Assets with contractual terms that give rise to cash flows on specified dates, consisting solely of
payments of principal and interest on the principal amount outstanding, are valued at amortised cost
and recognised in the net assets statement. The value of investments as shown in the net assets
statement has been determined as follows

Market Quoted Investments

Investments are valued at fair value as at 31 March 2026, as provided by the Fund's custodian.
Quoted UK securities are valued at the bid price based on quotations in the Stock Exchange Daily
Official List. Overseas quoted securities are, similarly, valued at the bid price from overseas stock
exchanges, translated at closing rates of exchange.

Pooled Investment Vehicles

Pooled investment vehicles are valued at closing bid prices if both bid and offer prices are published,
otherwise at the closing single price. In the case of pooled investment vehicles that are accumulation
funds, the change in market value also includes income, which is reinvested in the Fund, net of
applicable withholding tax.

Fixed Interest Securities
The value of fixed income investments excludes interest earned but not paid over at the year end.
The interest earned is accrued within the investment income receivable.

Unquoted Investments

Unlisted securities, including partnerships, are valued regarding latest dealings and other
appropriate financial information as provided by their respective managers or those controlling the
partnerships.

Loans

Cash is invested with investment managers for a fixed term at a fixed interest rate. Loan repayment
terms are agreed upon at the outset, with repayments including both the initial capital and interest
over the agreed fixed term period.

Freehold and Leasehold Properties

Properties are valued at 31 March 2026. An independent external valuer conducts annual valuations
on a fair value basis, in accordance with the Royal Institute of Chartered Surveyors' Valuation
Standards (9th Edition). These valuations are professional opinions based on stated assumptions.
It is important to note that a valuation is an estimate, not a fact. The degree of subjectivity and
certainty involved can vary from case to case.

Leases

The Fund recognises a lease to be any agreement which transfers the right to use an asset for an
agreed period in exchange for payment, or a series of payments. The Fund accounts for all leases
in line with IFRS 16 (Leases), except where adaptations to fit the public sector are detailed in the
Code. This accounting policy was applied from 1 April 2024. In line with the provisions of the Code,
retrospective restatement of prior-period comparative information has not been undertaken.

Finance Leases
A Finance lease is where substantially all the risks and rewards relating to ownership transfer to the
lessee. Tests to give an indication of the transfer of risk and rewards are.
o Ifthe lessee will gain ownership of the asset at the end of the lease term (e.g. hire purchase)
o If the lessee has an option to purchase the asset at a sufficiently favourable price that is
reasonably certain, at the inception of the lease, that it will be exercised.
e The leased assets are of such a specialised nature that only the lessee can use them
without major modifications.
¢ Ifthe lessee cancels the lease, the losses of the lessor associated with the cancellation are
borne by the lessee.
e Gains or losses from the fluctuation in the fair value of the residual accrue to the lessee
(e.g. in the form of a rent rebate equalling most of the sales proceeds at the end of the
lease).
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e The lessee has the ability to continue the lease for a secondary period at a rent that is
substantially lower than market rent. See Note 13 for finance leases.

Operating Leases

The Fund recognises an operating lease to be a lease which is not a finance lease under IFRS 16.
Where the Fund is the lessor for an operating lease, normally the asset is classified as an
Investment Property. Any rental income is credited to income.

The lifespan of each operating lease in investment properties is generally between 5 and 10 years.
See Note 13 for operating leases.

Outstanding Commitments

The Fund has made commitments to investments, which are not included in the accounts of the
Fund until the monies have been drawn down by the relative manager. Please refer to note 13 for
contractual commitments at 31 March 2026 and 31 March 2025.

Cash and Cash Equivalents

Cash comprises cash in hand and demand deposits. Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash and that are subject to minimal
risk of changes in value.

Actuarial present value of promised retirement benefits

The actuarial present value of promised retirement benefits is assessed on an annual basis by the
scheme actuary in accordance with the requirements of I1AS26 (Accounting and Reporting by
Retirement Benefit Plans) and relevant actuarial standards. As permitted under the Code, the Fund
has adopted to disclose the actuarial present value of promised retirement benefits by way of a
note, refer to Note 15 and 16.

Additional Voluntary Contributions

The Fund provides an additional voluntary contributions (AVC) scheme for its members, the assets of
which are invested separately from those of the Fund. The Fund has appointed the Prudential
Assurance Co Ltd as the current provider. AVCs are paid to the AVC provider by the employers and
are specifically for providing additional benefits for the individual contributors. Each AVC contributor
receives an annual statement showing the value of their account and any movements in the year.
AVCs are not included in the accounts in accordance with Regulation 4 (1) b of the Local
Government Pension Scheme (Management and Investment of Funds) Regulation 2016 but are
disclosed as a note only (Note 19).

Value Added Tax

Expenses and property purchase costs are charged net to the Pension Fund. The VAT is reclaimed
via Middlesbrough Council's VAT regime.

Note 4 Critical Judgements, Sensitivities and Accounting Estimates

The Code of Practice on Local Authority Accounting requires disclosure of judgements made by
management that affect the application of accounting policies. The Fund can confirm it has made
no such critical judgements during 2025/26.
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Note 5 Assumptions made about the Future and Other Major
Sources of
Estimation Uncertainty

The Statement of the Accounts contains estimated figures that are based on assumptions made by
the Fund about the future or that are otherwise uncertain. Estimates are made considering historical
experience, current trends, and other factors. However, because balances cannot be determined
with certainty, actual results could be materially different from the assumptions and estimates.

Item Uncertainties Effect if actual results differ from
assumptions
Pooled Investment and Property| The fair value of these assets is | Unobservable market values
Vehicles determined by using the most amount to £1,993.837m. The
recently available valuation effect of variations in the factors
reports and financial statements | supporting the valuation would be
provided by the general an increase or decrease of

partners, adjusted for cash flow between 5.80% and 11.50%, split
between the date of the reports below.

and the accounting date. As
these valuations are basedona |5.80%

combination of estimation Infrastructure - £737.099
techniques and unobservable Private Equity - £701.402
inputs, management judgement | Other Debt - £72.079

is therefore required and there

is significant estimation 11.50%

uncertainty in the valuations. Real Estate - £483.257
Consequently, reliance is

placed on general partners to See Note 14 - Sensitivity Analysis
perform the valuations and the  |of Assets at level 3 for further
Fund breakdown.

performs due diligence to
maintain confidence in the
valuation provided.

Freehold and leasehold The effect of variations in the

property The Fund uses independent factors supporting the valuation
external valuers (Knight would be an increase or
Frank LLP) to value freehold decrease of 11.50% in the value
and leasehold properties. of directly held property
Valuations are based on £8.073m, on a fair value basis
market yields, calculated by of £70.200m.

Knight Frank, which are
informed by a combination of
expertise and market
awareness on behalf of the
valuer. The valuations are
therefore subject to
estimation uncertainty due to
the judgements involved.
Consequently, reliance is
placed on the surveyor’s
report provided by Knight
Frank and the Fund due
diligence to maintain
confidence in the

valuation provided.
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Contributions

Regulations.
2024/25 2025/26
£m £m
Employers
(87.023) Normal (94.106)
(0.015) Deficit Recovery Contributions (0.047)
(38.245) Members (39.943)
(125.283) Total (134.096)
Analysis of Total Contributions
2024/25 2025/26
£m £m
(16.760) Administering Authority — Middlesbrough Council (19.170)
(95.393) Scheduled Bodies (102.546)
(13.130) Admitted Bodies (12.380)
(125.283) Total (134.096)

Note 7 Benefits Payable
Pensions/lump sum benefits payable include all amounts known to be due at the end of the financial
year.
2024/25 2025/26
£m £m
164.845 Pensions 169.106
33.222 Commutations and lump sum retirement benefits 34.354
2.421 Lump sum death benefits 2.955
200.488 Total 206.415
Analysis of Total Benefits
2024/25 2025/26
£m £m
32.197 Administering Authority — Middlesbrough Council 32.900
123.675 Scheduled Bodies 125.904
44.616 Admitted Bodies 47.611
200.488 Total 206.415
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Note 8 Transfers in from Other Pension Funds

Transfer values represent the sums receivable in respect of members who have joined the
Fund during the financial year.

2024/25 2025/26
£m £m
(10.977) Individual transfers in from other schemes (9.928)
(10.977) Total (9.928)
Note 9  Other Income
2024/25 2025/26
£m £m
(2.293) Capital Costs of Early Retirements (0.805)
(0.280) Other income (0.015)
(2.573) Total (0.820)
Note 10  Payments to and on account of leavers
2024/25 2025/26
£m £m
0.234 Refunds to members leaving scheme 0.332
0.124 Payments for members joining state scheme 0.001
16.523 Individual transfers to other schemes 10.103
16.881 Total 10.436
Note 11 Management Expenses
The Fund discloses its pension fund management expenses in accordance with CIPFA’s
guidance ‘Accounting for Local Government Pension Scheme Management Expenses
(2016)’. This includes administrative expenses, investment management expenses and
oversight and governance costs.
This note does not cover all expenses that have been incurred by individual funds as these
are covered within the movement of funds.
2024/25 2025/26
£m £m
1.953 Administrative costs 3.687
6.062 Investment management expenses 6.722
0.441 Oversight and governance costs 0.895
8.456 Total 11.304
All investment management expenses are accounted for on an accrual’s basis. Fees of
external managers and custodian are agreed in respective mandates governing their
appointments.
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2024/25 2025/26
£m £m
5.267 Management fees 6.044
0.025 Custody fees 0.025
0.770 Support service recharges 0.653
6.062 Total 6.722

Note 12 Investment Income

2024/25 2025/26

£m £m
(52.749) Income from pooled investment vehicles (146.362)
(27.840) Net rents from properties (see note below) (12.576)
(17.788) Interest on cash deposits (18.290)
(98.377) Total (177.228)

Rental Income and Property Expenses

2024/25 2025/26

£m £m

(28.825) Gross Rental income (13.754)

0.985 Property Expense / (Income) 1.178

(27.840) Net Rents from Properties (12.576)
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Note 13 Investment Assets
The Pension Fund invests in several types of assets to maximise the return on the investment for the
Fund.
. Value at
2025/26 Re"'a:z'sf:: Change 31
in March
Value at 1 Purchases Sale Market
April 2025 at Cost  Proceeds Value 2026
£m £m £m £m £m
Equities 2.544 - - - 0.344 2.888
Pooled Investment 4,369.226 - 5,123.515  (5,078.422) 564.971 4,979.290
Vehicles
Pooled Property 95.779 428.525 411.518 (30.251) (422.314) 483.257
Investments =
Properties 496.725 (428.525) 114.444 (478.631) 366.187 70.200
Finance Lease 28.000 - 0.025 - 3.375 31.400
Receivable
Loans 91.508 - 5.571 (1.783) 0.060 95.356
Directly Held — Private 23.446 - 1.000 - (1.000) 23.446
Equity
5,107.228 0.00 5,656.073 (5,589.087) 511.623 5,685.837
Cash Deposits 456.190 455.789
Other Investment 4.889 3.308
Balances
Net Investment assets 5,568.307 6,144.934
Value at
2024/25 Value at 1 31
April 2024 Purchase Sale Change March
(Restated sat Proceed in Market
) Cost s Value 2025
£m £m £m £m £m
Equities 2.013 0.142 (0.569) 0.958 2.544
Pooled Investment Vehicles 4,619.504 617.570 (959.406) 91.558 4,369.226
Pooled Property Investments 107.329 2329 (12.271) (1.608) 95.779
Properties 456.550 39.766 - 0.409  496.725
Finance Lease Receivable 27.750 0.488 - (0.238 28.000
Loans 49.535 43.139 (1.466) 0.300 91.508
Directly Held — Private Equity 8.564 15.800 - (0.918) 23.446
5,271.245 719.234 (973.712) 90.461 5,107.228
Cash Deposits 193.440 456.190
Other Investment Balances 2.212 4.889
Net Investment assets 5,466.897 5,568.307
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Change in Market Value

The change in the market value of investments during the year comprises all increases and
decreases in the market value of investments held at any time during the year, including profits and
losses realised on sales of investments during the year. Realised profit was £434.006m and
unrealised gain was £77.617m. Prior year realised profit was £249.806m and unrealised loss was
£159.345m.

Transaction Costs

Transaction costs are included in the cost of purchases and sale proceeds. Transaction costs
include costs charged directly to the scheme such as fees, commissions, stamp duty and other
fees. Transaction costs for 2025/26 are zero as there were no purchases in year (2024/25 £1.956m).

Analysis by Investment Manager

Teesside Pension Fund is one of eleven equal partners in the Border to Coast Pension Partnership
Ltd (BCPP) which has been formed as a result of the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2016. These regulations require all Local
Government Pension Scheme Funds (LGPS) in England and Wales to combine their assets into a
small number of investment pools.

It is anticipated that all assets belonging to the Fund will be transferred to BCPP as and when BCPP
launch investment funds which match our investment strategy and satisfy due diligence. BCPP will
be responsible for investment management and oversight, in line with the Fund’'s Investment
Strategy and asset allocation requirements.

In line with the Fund's strategic asset allocation, as at 31 March 2026 the Fund had pooled Overseas
Equities, UK Equities, Emerging Markets Equities and UK Real Estate as well as continued
investment into Private Markets and Infrastructure through BCPP. At 31 March 2026 74.24%
(62.96% 31 March 25) of the Fund’s assets are now invested through BCPP pooled investment
vehicles.

Market Value % Investment Manager Market Value %
31 March 31 March 2026
2025 £m
£m
Investments managed by BCPP asset
pool
2,086.661 | 37.47 2,464.716 40.11
609.891 10.95 | Overseas Equities 721.003 11.73
228.154 4.10 | UK Equities 282.991 4.61
250.928 4.51 | Emerging Markets Equities 302.609 4.92
294.909 5.30 | Private Equity 343.251 5.59
35.347 0.63 | Infrastructure 46.265 0.75
- - | Climate Opportunities 401.432 6.53
UK Real Estate
3,505.890 | 62.96 4,562.267 74.24
Investments managed outside of BCPP
asset pool
496.725 8.92 70.200 1.14
28.000 0.50 | Direct Property 31.400 0.51
456.190 8.19 | Finance Lease Receivable 455.789 7.42
2.536 0.05 | Cash 2.880 0.05
0.080 0.00 | Unquoted UK Equity 0.008 0.00
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125.272 2.25 | Unquoted Overseas Equity 124.365 2.02
93.234 1.67 | LGT Capital Partners 49.482 0.81
86.382 1.55 | Darwin Alternatives 76.955 1.25
86.340 1.55 | Gresham House 93.162 1.52
86.039 1.55 | Unigestion 87.930 1.43
83.655 1.50 | Capital Dynamics 82.001 1.33
83.339 1.50 | Access Capital Partners 87.465 1.42
50.731 0.91 | JP Morgan lIF UK LP 50.341 0.82
48.769 0.88 | Insight Investments 43.244 0.70
46.446 0.83 | Blackrock Fund Managers Ltd 36.922 0.60
35.173 0.63 | Pantheon Ventures UK 19.638 0.32
27.554 0.49 | Hermes 27.529 0.45
26.369 0.47 | Hearthstone 17.588 0.29
25.000 0.45 | Aberdeen Standard Life 25.000 0.41
23.446 0.42 | Verdant Regeneration Ltd 23.446 0.38
22.719 0.41 | GB Bank Ltd 20.080 0.33
19.759 0.35 | Innisfree 21.304 0.35
19.716 0.35 | Ancala 19.867 0.32
18.896 0.34 | Greyhound Retail Park 18.896 0.31
16.913 0.30 | Titan - Preston East 20.610 0.34
15.986 0.29 | St Arthur Homes 10.319 0.17
13.743 0.25 | La Salle 16.944 0.28
10.983 0.20 | Foresight Group 10.983 0.18

- - | Titan - Templar's Way 16.038 0.26

- - | Legal and General 12.381 0.20

3.863 0.07 | ABT Leisure Fund - -
2.968 0.05 | CCLA Investment Management Ltd 5.770 0.09
0.772 0.01 | FW Capital 0.821 0.01
4.889 0.09 | Bridges Fund Management 3.308 0.05

Other Investment Balances

2,062.487 | 37.04 1,582.666 25.76
5,568.307 | 100.00 6,144.934 | 100.00

The funds contractual commitments at 31 March 2026 are £1,789.997m (31 March 2025
1,681.976m). Undrawn commitments relate to outstanding call payments due on unquoted limited
partnership funds held in private equity, infrastructure and other debt parts of the portfolio. The
amounts ‘called’ by these funds are irregular in both size and timing over the life span of their

intended investment period.

Pooled Investment Vehicles and Properties

31 March 2025 31 March 2026
£m £m
609.891 UK Equity 721.003
95.778 Pooled Property investment Vehicle 81.825
672.994 Private Equity 724.848
688.215 Infrastructure 737.099
83.312 Other Debt 72.079
2,150.190 UK Unit and Investment Trusts Total 2,336.854
2,314.815 Overseas Equities 2,747.707
2,314.815 Overseas Unit and Investment Trusts Total 2,747.707
4,465.005 Total 5,084.561
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31 March 2025

31 March 2026

£m £m
388.325 Freehold 54.000
108.400 Leasehold 16.200
496.725 Total 70.200

The properties were valued at Fair Value as of 31 March 2026 by Knight Frank LLP, acting as an
External Valuer. The valuer's opinion on the Fair Value of the Fund's interests in the properties has
been reported in accordance with VPS3 of the RICS Red Book. According to these provisions, "Fair
Value" is defined by the International Accounting Standards Board (IASB) in IFRS 13, as "The price
that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date."

Leases

The Fund had one asset under a finance lease at 31 March 2026, the note below provides a
reconciliation of the undiscounted lease payments due to be received by the Fund over the 35-year

lease period
31 March 31 March 2026
2025
£m £m
28.000 Finance Lease receivable 28.000
56.939 Unearned Finance income 55.383
84.939 Undiscounted Lease Payments 83.383
Finance Leases — Maturity Analysis
31 March 31 March
2025 2026
£m £m
1.556 Less than 1 year 1.598
1.598 1-2years 1.641
1.641 2 — 3 years 1.685
1.685 3 —4 years 1.731
1.731 4 — 5 years 1.778
76.728 Later than 5 years 74.950
84.939 Total 83.383
Operating Leases — Maturity Analysis
31 March 31 March
2025 2026
(Restated)
£m £m
23.926 Less than 1 year 6.729
23.657 1—2 years 6.655
22.594 2 — 3 years 6.379
19.941 3 —4 years 5.924
18.498 4 — 5 years 5.924
114.656 Later than 5 years 67.379
223.271 Total 98.990
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The future minimum lease payments due to the Fund under non-cancellable operating and finance
leases are stated in the above table. Only direct properties have been included.

Operating Leases at 31 March 2025 has been restated to include all direct properties.

Note 14

Financial Instruments

Net Gains and Losses on Financial Instruments

31 March 2025
£m

Financial Assets

31 March 2026

£m

(90.461)

Fair Value through profit and loss account (gain)/loss

(511.623)

Classification of Financial Instruments

Accounting policies describe how different asset classes of financial instruments are measured and
how income and expenditure, including fair value gains and losses, are recognised.
The following table analyses the carrying amounts of financial assets and liabilities by category

Fair value | Assets at | Liabilities Fair value | Assets at | Liabilities
through amortised | at through amortised | at
profit and | cost amortised profit and | cost amortised
loss cost loss cost
31 March 2025 31 March 2026
£m £m
Financial Assets
2.544 - - Equities 2.888 - -
Pooled Investment
Vehicles
672.994 - - Private Equity 701.402 - -
688.215 - - Infrastructure 737.099 - -
83.312 - - Other Debt 72.079 - -
609.891 - - UK Equities 721.003 - -
2,314.815 - - Overseas Equities 2,747.707 - -
496.725 Direct Property 70.200 - -
- 28.000 - Finance Lease - 31.400 -
receivable
95.778 - - Pooled Property 483.257 - -
Investments
- 91.508 - Loans - 95.356 -
23.446 - - | Directly Held — Private 23.446 - -
Equity
- 456.190 - Cash 455,789 -
- 4.889 - Other investment - 3.308 -
balances
- 5.049 - Sundry debtors and - 34.557 -
prepayments
4,987.719 585.636 - Total 5,559.081 620.410 -
Financial Liabilities
- - (2.729) Sundry creditors - - (2.742)
4,987.719 585.636 (2.729) | Net Financial Assets | 5,559.081 620.410 (2.742)
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Valuation of Financial Instruments Carried at Fair Value

The valuation of financial instruments has been classified into three levels, according to the quality
and reliability of information used to determine fair values.

Level 1

Financial instruments at Level 1 are those where fair values are derived from unadjusted quoted
prices in active markets for identical assets or liabilities. Products classified as level 1 comprise
quoted equities, quoted fixed securities, quoted index linked securities and unit trusts.

Level 2
Financial instruments at Level 2 are those where quoted market prices are not available or where
valuation techniques are used to determine fair value based on observable data.

Level 3

Financial instruments at Level 3 are those where at least one input that could have a significant
effect on the instrument's valuation is not based on observable market data. Such instruments would
include unquoted equity investments and hedge funds, which are valued using various valuation
techniques that require significant judgement in determining appropriate assumptions.

The values of the investment in private equity are based on valuations provided by the general
partners to the private equity funds in which Teesside Pension Fund has invested. These valuations
are prepared in accordance with the International Private Equity and Venture Capital Valuation
Guidelines, which follow the valuation principles of IFRS and US GAAP. Valuations are usually
undertaken as at 31 March annually. Cash flow adjustments can be used where valuations at 31
March could not be obtained.

Teesside Pension Fund has no investment in hedge funds.

The following table provides an analysis of the financial assets and liabilities of the pension fund
grouped into Levels 1 to 3, based on the level at which the fair value is observable.

Valuation of Financial Instruments

Level 1 Level 2 Level 3 Total
Value as at 31 March 2026 £m £m £m £m
Financial assets at fair value through 2 888 3.468.710 2087.483 | 5.559.081
profit and loss account ’ S T T
Total Financial Assets 2.888 3,468.710 2,087.483 | 5,559.081

This table excludes financial assets and financial liabilities at amortised cost. Please refer to the fair

value of financial instruments table at the beginning of this note for the total net financial assets

Level 1 Level 2 Level 3 Total
Value as at 31 March 2025 £m £m £m £m
Financial assets at fair value through profit 6.406 2.924.706 2.056.607 | 4,987.719
and loss account
Total Financial Assets 6.406 2,924.706 2,056.607 | 4,987.719
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This table excludes financial assets and financial liabilities at amortised cost. Please refer to the fair
value of financial instruments table at the beginning of this note for the total net financial assets.

Sensitivity Analysis of Assets at level 3

Having analysed historical data and current market trends, and consulted with independent
investment advisors, the Fund has determined that the valuation classification described above are
likely to be accurate to within, the following ranges, and has set out below the consequent potential
impact on the closing value of investments held at 31 March 2026.

Valuation of Financial Instruments carried at fair value — 31 March 2026

Assess Value as at Value Value
ed 31 March on on
valuatio 2026 .
increase decrea
n range se
(+/-)
£m £m £m
Pooled Investments - Private 5.80% 701.402 742.083 660.721
Equity
Directly Held — Private Equity 5.80% 23.446 24.806 22.086
Pooled Investments - 5.80% 737.099 694.347
Infrastructure 779.851
Pooled Investments - Other Debt 5.80% 72.079 76.260 67.898
Pooled Investments - Property 11.50% 483.257 538.832
427.682
Direct Property 11.50% 70.200 78.273 62.127
Total 2,087.483 2,240.105 1,934.861
Valuation of Financial Instruments carried at fair value — 31 March 2025
Assesse
d Value as at
valuatio 31 March Value on Value
n range 2025 increase on
(+/-) decreas
e
£m £m £m
Pooled Investments - Private 7.20% 672.995 721.451 624.539
Equity
Directly Held — Private Equity 7.20% 23.446 25.134 21.758
Pooled Investments - 7.20% 688.215 737.766 638.664
Infrastructure
Pooled Investments - Other Debt 7.20% 83.312 89.310 77.314
Pooled Investments - Property 17.40% 91.914 107.907 75.921
Direct Property 17.40% 496.725 583.155 410.295
Total 2,056.607 2,264.723 1,848.419
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Reconciliation of Fair Value Measurements within level 3 during 2025/26

LLILCL Unrealised| Realised uLILCL
\I,Iak':rﬁt Purchases Sales Gains/ Gains/ \qak':rﬁt
2025 Losses Losses 2026
£m £m £m £m £m £m
Total 2,056.607 594.775 | (163.610) ((388.856) | (11.433) | 2,087.483
Reconciliation of Fair Value Measurements within level 3 during 2024/25
Market Unrealised| Realised Market
Valueat | o \.ces| Sales Gains/ Gains/ | Value at
1 April Losses Losses 1 April
202(Restate 2025
d)
£m £m £m £m £m £m
Total 1,855.751 | 280.585 | (82.372) | (3.611) 6.254 | 2,056.607
Fair Value — Basis of Valuation
Description of assets | Valuation Observable and | Key sensitivities
basis/technique unobservable inputs | affecting the
valuations
Quoted Equities and | Pricing from market Use of pricing Not Required
Listed Pooled | data providers based | source-bid prices on
Investment Vehicles | on observable bid stock exchange.
(Level 1) price quotations.
Pooled investments - | Quoted equities held | NAV — based pricing | Not Required
unitised funds with | at BCPP that are set on a forward
underlying assets in | listed on a pricing basis.
quoted equity (UK | recognised stock
and Overseas) | exchange but are not
(Level 2) actively traded daily.
These are valued
using bid prices at
the valuation date
published by the
investment manager
at the pooled fund.
Unquoted Equity | Shareholdings in No market for Not required
Investments (Level | BCPP have been shares held in
2) valued at cost i.e. BCPP.
transaction price as Disposal of shares is
an appropriate not a matter in which
estimate of fair value. | any shareholder can
make a unilateral
decision.
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Company is
structured so as not
to make a profit.

Private Equity and
other private market
assets (Pooled funds

in infrastructure,
private equity,
private debt, unit

trusts) (Level 3)

Investments in
private equity funds
and unquoted limited
partnerships are
valued based on the
Fund’s share of the
net assets in the
private equity fund or
limited partnership
using the latest
financial statements
published by the
respective fund
managers in
accordance with the
guidelines set out by
the British Venture
Capital Association.

Earnings Before
Interest, Tax,
Depreciation and
Amortization
(EBITDA) multiple
Revenue multiple
Discount for lack of
marketability
Control premium

Valuations could be
affected by material
events occurring
between the date of
the financial
statements
provided and the
general partners
own reporting date
by changes to
expected cashflows
and by any
differences
between audited
and unaudited
accounts.

Investment
Properties: Freehold
and leasehold
properties and
pooled property
funds (Level 3)

The properties are
valued at fair value at
the year-end using
the investment
method of valuation
by independent
valuers Knight Frank
LLP in accordance
with the RICS
Valuation Global
Standards
(incorporating the
International
Valuation Standards)
and the UK national
supplement (‘the red
book’) current as at
the valuation date.

Existing lease terms
and rentals
Independent market
research

Nature of tenancies
Covenant strength
for existing tenants
Assumed vacancy
levels

Estimated rental
growth

Discount rate

Significant changes
in rental growth,
vacancy levels or
the discount rate
could affect
valuations, as could
more general
changes to market
prices.

Nature and Extent of Exposure to Risk Arising from Financial Instruments

Risk and Risk Management

The Fund's primary long-term risk is that its assets may fall short of its liabilities which includes
promised benefits payable to members. Consequently, the aim of investment risk management is to
minimise the risk of an overall reduction in the Fund’s value while maximising the opportunity for
gains across the entire portfolio. The Fund achieves this through asset diversification, which reduces
exposure to market risk (price risk, currency risk and interest rate risk) and credit risk to an acceptable
level. Additionally, the Fund manages its liquidity risk to ensure sufficient liquidity to meet forecasted

cash flows.
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Market Risk

Market risk refers to the potential for loss due to fluctuations in equity and commaodity prices, interest
rates foreign exchange rates and credit spreads. The Fund is exposed to market risk through its
investment activities, particularly its equity holdings. The level of risk exposure is influenced by
market conditions, expectations of future price and yield movements, and the asset mix.

The Fund identifies, manages, and controls market risk exposure within acceptable parameters while
optimising the return on risk.

Excessive volatility in market risk is generally managed through portfolio diversification across
geographical regions, industry sectors, and individual securities. To mitigate market risk, the Fund
and its investment advisors conduct appropriate monitoring of market conditions and benchmark
analysis.

Other Price Risk

Other price risk refers to the risk that the value of a financial instrument will fluctuate because of
changes in the market prices, excluding those arising from interest rate risk or foreign exchange risk.
These fluctuations can be caused by factors specific to the individual instrument or its issuer, or by
broader market factors affecting all such instruments.

The Fund is exposed to share price risk, which arises from investments held by the Fund with
uncertain future prices. All securities investments carry a risk of capital loss, with the maximum risk
determined by the fair value of the financial instrument.

The Fund's investment managers mitigate this price risk through diversification. The selection of
securities and other financial instruments is monitored by the Council to ensure compliance with the
limits specified in the Fund Strategy Statement and the Investment Strategy Statement.

Other Price Risk — Sensitivity Analysis

Following analysis of historical data and expected investment return movement during the financial
year and in consultation with Hymans Roberston, the Fund has determined that the following
movements in market price risk are reasonably possible for the 2025/26 reporting period.

2025/26 Price Value as at 31 % Chande Value on Value on
Risk March 2026 ¢ 9 Increase Decrease
Asset Type Region £m £m £m
UK 2.880 10.20% 3.174 2.586
Equities Non-UK 0.008 10.70% 0.009 0.007
UK Equities 721.003 10.20% 794.546 647.461
Managed and UK Alternatives 416.935 5.80% 441117 392.753
Unitised Funds Non-UK Equities 2,747.707 10.70% 3,041.711 2,453.702
Non-UK
Alternatives 1,189.001 5.80% 1,257.963 1,120.038
Directly Held - 0
Private Equity UK 23.446 5.80% 24..806 22.086
Direct Property UK 70.200 11.50% 78.273 62.127
Pooled Property UK 465.669 11.50% 519.221 412117
Pooled Property Non-UK 17.588 11.50% 19.611 15.565
Total 5,654.437 6,180.431 5,128.442
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2024/25 Price Value as at 31 o Change Value on Value on
Risk March 2025 ¢ 9 Increase Decrease
Asset Type Region £m £m £m
UK 2.536 10.90 2.812 2.260
Equities Non-UK 0.008 10.90 0.009 0.007
UK Equities 609.891 10.90 676.369 543.413
Managed and UK Alternatives 428.008 7.20 458.825 397.192
Unitised Funds
Non-UK Equities 2,314.815 10.90 2,567.130 2,062.500
Non-UK
Alternatives 1,108.022 7.20 1,187.799 1,028.244
Directly Held - UK 23446 7.20 25134 21758
Private Equity
Direct Property UK 496.725 17.40 583.155 410.295
Pooled Property UK 69.409 17.40 81.486 57.332
Pooled Property Non-UK 26.369 17.40 30.957 21.780
Total 5,079.229 5,613.676 4,544.781

Interest Rate Risk

Interest rate risk is the risk to which the Fund is exposed to changes in interest rates and relates to
its holdings in cash. The Fund's direct exposure to interest rate movements as at 31 March 2025
and 31 March 2026 is set out below:

2024/25 Asset Type at 31 March 2025/26

£m £m
456.190 Cash and cash equivalents 455.789
4.889 Other Investment balances 3.308
461.079 Total 459.097

Sensitivity Analysis

The Fund recognises that fluctuations in interest rates can impact both its income and the value of
the net assets available to pay benefits. The following analysis assumes that all other variables,
particularly exchange rates, remain constant. It illustrates the effect of a +/- 75 basis points (BPS)
change in interest rates on the net assets available to pay benefits in the year.

Asset Type + 75 BPS -75
BPS
Carrying value at 31 March 2026 £m £m £m
Cash and cash equivalents 455.789 3.418 (3.418)
Other Investment balances 3.308 0.025 (0.025)
Total 459.097 3.443 (3.443)
Asset Type +75 -75
BPS BPS
Carrying value at 31 March 2025 £m £m £m
Cash and cash equivalents 456.190 3.421 (3.421)
Other Investment balances 4.889 0.037 (0.037)
Total 461.079 3.458 (3.458)
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Currency Risk

Currency risk represents the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rates. The Fund is exposed to currency risk on
financial instruments that are denominated in any currency other than the functional currency of the
Fund (£UK). The Fund's currency rate risk is considered by the Fund's Investment Advisors and
Investment Managers. The Pension Fund Committee is informed quarterly of the Fund's currency
exposure.

Currency risk — Sensitivity Analysis

Based on an analysis of 3 years of historical data conducted in consultation with Hymans Robertson,
the Fund has assessed the likely volatility associated with foreign exchange rate movements to be
9%. A percentage strengthening or weakening of the pound against the various currencies in which
the Fund holds investments would correspondingly decrease or increase the net assets available to

pay benefits as illustrated below.

Value on
Asset Type Value as at 31°t Value on
P March 26 LEEES Decrease
8.7%
£m £m em

Pooled Funds - Overseas Equities 2,464.716 2,679.146 2,250.286
Pooled Funds - Emerging Markets 282.991 307.611 258.371
Pooled Funds - Overseas Private Equity 612.321 665.593 559.049
Pooled Funds - Overseas Infrastructure 509.526 553.855 465.198
Pooled Funds - Overseas Property 17.588 19.118 16.058
Pooled Funds - Overseas Other Debt 67.153 72.996 61.311
Total 3,954.295 4,298.319 3,610.273

Other Alternatives asset class has been disbanded and the funds transferred to other suitable asset

classes.
Asset Type Value as at 31 Value on Value on
March 25 Increase 9.0% Decrease
7 19.0%
£m £m £m
Pooled Funds - Overseas Equities 2,086.661 2,274.461 1,898.862
Pooled Funds - Emerging Markets 228.153 248.688 207.620
Pooled Funds - Overseas Private Equity 566.785 617.796 515..774
Pooled Funds - Overseas Infrastructure 468.152 510.286 426.018
Pooled Funds - Overseas Property 26.369 28.742 23.995
Pooled Funds - Overseas Other Debt 73.084 79.662 66.507
Total 3,449.204 3,759.635 3,138.776

Credit Risk

Credit risk represents the risk that the counterparty to a transaction or a financial instrument will fail to
discharge an obligation and cause the Fund to incur a financial loss. The Fund is exposed to credit
risk on its investment portfolio, including its cash deposits, and on the contribution’s receivable from
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the Fund's participating employers.

The market values on investments typically reflect an assessment of credit risk in their pricing,
implicitly accounting for the risk of loss in the fair value of the Fund's investments. Credit risk on cash
deposits is managed by Middlesbrough Council's in-house Treasury Management Team, in
accordance with the Council's Treasury Management Policy. This policy is described in detail in
Middlesbrough Council's Annual Report.

Credit risk on receivables from employers is minimised through regular monitoring of monthly
payments from employees. As of 31 March 2026, there is no provision for expected credit losses
against the amounts due from employers. The LGPS Regulations require that a risk assessment be
conducted of any new transferee admission body, and that a bond or guarantee is obtained where
necessary.

Deposits are not made with banks and financial institutions unless they are rated independently and
meets the administering authorities, credit criteria. The fund has also set limits as to the maximum
percentage of the deposits placed with any one class of financial institution. In addition, the fund
invests an agreed percentage of its funds in the money markets to provide diversification. Money
market funds chosen all had an ‘AAA’ rating from a leading ratings agency

The Teesside Pension Fund Committee must approve the admission of any new body. Bonds or
guarantees have been obtained for the Fund's admission body employers, where possible. The Fund
is potentially exposed to credit risk from certain scheduled employers that have neither tax-raising
powers nor a guarantee from central government.

The fund believes it has managed its exposure to credit risk and has had no experience of default or
uncollectable deposits, with no balances written off during the period. The funds cash holding under its
Treasury Management arrangements at 31 March 2026 was £455.790m (31 March 2025 £456.190m).
This was held with the following institutions:

Summary Rating 31March 31March
2025 2026
£m £m
Money
Market AAA 20.000 20.000
Funds AAA 20.000 20.000
Aberdeen AAA 20.000 20.000
CCLA
Federated
Banks
Lloyds Bank A+ 20.000 20.000
NatWest Bank A+ 12.400 17.600
Local N/A
Authorities &
Public Bodies 363.790 358.189
Total 456.190 455,789
Liquidity Risk

Liquidity risk is the risk that the Fund will be unable to meet its financial obligations as they fall due.
To manage this risk, the Fund holds in-house cash resources to meet the day-to-day needs and to
pay pensions. If there is insufficient cash available to meet immediate needs, there are sufficient
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other assets available which can be liquidated at short notice and at minimal cost.

Apart from investments in private equity, infrastructure partnerships and other alternatives, there are
no commitments to contribute further capital to existing fund investments. When capital calls for
private equity, infrastructure partnership and other alternatives are received, payments are made
from cash or, if necessary, by liquidating other assets.

31 March 2025 Liquidity Terms 31 March 2026
£m £m
3,380.896 Assets realisable within 7 days 3,924.499

- Assets realisable in 8 -30 days -

- Assets realisable in 31 — 90 -
days

2,182.521 Assets taking more than 90 2,217.127
days to realise

5,563.417 Total 6,141.626

Management prepares cash flow forecasts to understand and manage the timing of cash flow to
ensure there is an appropriate level of cash available on a daily basis. The appropriate strategic
level of cash to be held is a central consideration when preparing the fund’s investment strategy.

With fewer employee members and more pensioners and deferred members the funds liabilities are
increasing year on year. However, when income from investments is taken into account the fund is
expected to continue to be cash flow positive for the foreseeable future and it will not be a forced
seller of investments to meet its pension obligations.

Note 15 Actuarial Valuations

Contributions are paid to the Fund by the employers to provide for the benefits which will become
payable to Scheme members when they fall due. The funding objectives are to meet the cost of
Scheme members’ benefits whilst they are working and to build up assets to provide adequate
security for the benefits as they accrue.

To assess that the funding objectives are being met the Fund is required to carry out an Actuarial
Valuation

every 3 years, The Triennial Valuation. Typically, each final triennial valuation report is published
around a year after the effective date. An Actuarial Valuation was carried out as at 31 March 2025
using the ‘Projected Unit Method’ which produced the following results.

2022 Valuation | 2025 Valuation
£m £m
Net Liabilities 4.351 3.983
Assets 5.036 5.609
Surplus 684 1.626
Funding Level 116% 141%
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The actuarial assumptions used to calculate the promised value of benefits at 31 March 2025 were:
Funding Assumptions

2022 2025 Valuation
Valuation
Pension Increase Rate (CPI %) 2.70% 2.30%
Salary Increase Rate (%) 3.70% 3.30%
Discount Rate (%) 4.25% 5.60%

The assumed life expectancy from age 65 (years) assumptions

Mortality Assumptions (Years) 2022 Valuation 2025 Valuation
Longevity at 65 for current pensioners:

e Men 20.9 20.9

e Women 23.9 239
Longevity at 65 for future pensioners:

e Men 21.9 21.7

e \Women 255 25.2

The next triennial valuation is due as at 31 March 2028 and any change in employers’
contribution rates because of that valuation will take effect from 1 April 2029.

Note 16  Actuarial present value of promised retirement benefits

The actuarial present value of promised retirement benefits at 31 March 2026 was £4.257bn (31
March 2025 £3.983bn). The promised retirement benefits at 31 March 2026 have been projected
using a roll forward approximation from the latest formal funding valuation as at 31 March 2025 but
taking account of changes in membership numbers and updating assumptions to the current year.
This valuation is not carried out on the same basis as that used for setting fund contribution rates
and uses different assumptions to those used for a triennial funding valuation. The net assets of the
Scheme available to pay benefits at 31 March 2026 was £6.183bn (31 March 2025 £5.577bn). The
fund accounts do not take account of liabilities to pay pensions and other benefits in the future.

Present value of promised retirement benefits

31 March 2025 31 March 2026

£m £m

Active members 1,579 1,454

Deferred members 654 699

Pensioners 1,750 2,104

Total 3,983 4,257
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Note 17 Current Assets

Current assets are cash and any other asset that can be turned into cash within one financial year.

31 March 2025 31 March 2026
Debtors
£m £m
2.615 Other Debtors 24774
2.752 Sundry Debtors 4.886
Contributions due in respect of:
6.720 Employers 7.376
2.965 Members 3.144
Capital cost of early retirements 0.694
1.106 Cash balances 3.024
16.158 Total 43.898
31 March 2025 31 March 2026
Analysis of Debtors
£m £m
5.095 Other local authorities 5.783
9.957 Other entities and individuals 35.091
1.106 Add cash balances 3.024
16.158 Total 43.898

The Other Debtors total includes an accrual for £22.418 million. This relates to quarter 4 income
distributions for equity funds that are yet to be received from Border to Coast at 315! March 26.

Note 18 Current Liabilities

Current Liabilities are the amounts owing within the next financial year.

31 March 2025 31 March 2026
Amounts due within one year
£m £m
(2.915) Rents received in advance 0.000
(2.729) Accrued expenses (2.742)
(1.825) Other payables (3.554)
(7.469) Total (6.296)
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31 March 2025 31 March 2026
Analysed by
£m £m
(1.001) Other local authorities (1.224)
(6.468) Other entities and individuals (5.072)
(7.469) Total (6.296)

Note 19 Additional Voluntary Contributions (AVC’s)

Scheme members may make Additional Voluntary Contributions that are invested with the Fund’s
nominated AVC providers, the Prudential Assurance Co Ltd. These contributions are not part of the
Pension Fund and are not reflected in the Fund’s accounts in accordance with regulation 4(1) (b) of
the Local Government Pension Scheme (Management and Investment of Funds) Regulations 2016.
The value of AVC investments are as follows:

Prudential AVC balances

2024/25 2025/26
Prudential AVC balances
£m £m
7.041 With Profits and Deposit Accounts 8.822
6.443 Unit Linked Accounts 7.849
13.484 Total 16.671

The total value of AVC contributions paid to Prudential during the year, was £5.022m (2024/25 was
£3.967m restated).

Note 20 Related Party Transactions

In accordance with International Accounting Standard (IAS) 24 and International Public Sector
Accounting Standard (IPSAS) 20 'Related Party Disclosures', material transactions with related
parties not disclosed are detailed below:

The officer responsible for the proper administration of the financial affairs of the Teesside Pension
Fund (the Section 151 officer) is also the Section 151 officer of Middlesbrough Council.

The Teesside Pension Fund is administered by Middlesbrough Council. During the financial year,
the Council incurred costs of £2.497m (2024/25 £1.716m) comprising of pensions administration
costs of £1.844m (2024/25 £0.946m) and investment management costs of £0.653m (2024/25
£0.770m). The Council was subsequently reimbursed by the Fund for these expenses.
Middlesbrough Council is one of the largest members of the pension fund and, during the financial
year, made employer contribution payments of £12.770m (2024/25 - £10.926m). As at 31 March
2026, the Council was a net debtor to the Fund of £1.169m (2024/25 £1.336m).

No senior officers responsible for the administration of the Fund have entered into any contract, other
than their contract of employment with the Council, for the supply of goods or service to the Fund.

The key management personnel of the Pension Fund are the Head of Pensions Governance and
Investments and the Corporate Director of Finance, who is also the S151 officer. Please refer to
Note 22 for costs.

Councillor David Coupe is the Partner Fund nominated non-executive director on Border to Coast
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Pensions Partnership's Board of Directors.

Note 21 External Audit Costs

The external fees payable to the Fund’s external auditors Forvis Mazars and Ernst Young.

2024/25 . 2025/26
External Audit Costs
£m £m
0.118 Scale Fee from Forvis Mazars 0.120
0.000 Forvis Mazars PSAA - Additional Audit Fees 24/25 0.060
0.000 23/24 fee variation PSAA 23/24 (0.069)
0.000 EY Variation of scale fees 22/23 0.065
0.000 IAS 19 procedure fees (recurring) (2021/22) 0.089
0.000 EY rebuilding reassurance as part of the backstop process (0.024)
0.118 Total Fees 0.240

*Notional Note Figures are included in Note 11 Management expenses - oversight & governance.

Note 22 Senior Employees’ Remuneration

2024/25 2025/26
Key Management Personnel
£m £m
0.070 Short Term Benefits 0.048
0.008 Post-Employment Benefits 0.006
0.078 Total 0.054

Note 23 Events after the Balance Sheet Date

There are no specific events after the reporting period (31 March 2026) for the Teesside
Pension Fund account.
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The Compliance Statement

The Compliance Statement

Local Government Pension Scheme

Regulations

Middlesbrough Council administers the Teesside Pension Fund in accordance with:

The Local Government Pension Scheme Regulations 2013 (as amended)

The Local Government Pension Scheme (Transitional Provisions, Savings and Amendment) Regulations
2014 (as amended) and

The Local Government Pension Scheme (Management and Investment of Funds) Regulations 2016

Full details of the Governance Policy and Compliance Statement can be seen at

Agenda Item 12 - Appendix A - 2021 Teesside PF Governance Policy and Compliance Statement.pdf
(middlesbrough.gov.uk)

Investment Strategy Statement

The Local Government Pension Scheme (Management and Investment of Funds) Regulations 2016
require that Local Government Pension Scheme’s administering authorities prepare, publish, and maintain
an Investment Strategy Statement (ISS). The current version of the Teesside Pension Fund ISS was
approved by the Pension Fund Committee in March 2021 and contains statements on:

e Investment responsibilities, setting out the key responsibilities of the Teesside Pension Fund
Committee, key officers of the Fund, the Fund’'s Custodian, and the Independent Investment
Advisors.

e The investment strategy and the type of investments held, e.g., equities, bonds, property etc.

e The maximum and minimum amount allowed in each asset class and any discretion by the
administering authority to increase the limits on various types of investment.

e Risk, including the ways in which risks are to be measured and managed.
¢ The existing investment management arrangements, including details of the Fund’s commitment

to investment pooling through its jointly owned pooling company Border to Coast.

e The Fund’s position as a responsible investor and its promotion of ethical, social, and corporate
governance best practice.

e The exercise of the rights (including voting rights) attaching to investments, and the Fund's
statement of commitment to the Stewardship Code.

e The Fund’s commitment to measure and report investment performance.

e The level of compliance with the Myners Principles.

The statement is maintained and published by Middlesbrough Council, copies of which are available on
application, or it can be seen at the Fund’s website:

Teesside Pension Fund Investment Strategy Statement 2024

The Funding Strategy Statement

The Local Government Pension Scheme Regulations 2013 require each Administering Authority to
produce a Funding Strategy Statement, setting out a long-term view on funding liabilities. The main areas
covered by the statement are:
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e The purpose of the statement:

— Establishes a clear and transparent strategy which identifies how employers’ pension
liabilities are best met going forward;

— Supports the regulatory framework to maintain as nearly constant employer contribution
rates as possible; and

— Take a prudent longer-term view of funding liabilities.

e The purpose of the Fund, i.e., receive contributions and make pensioner payments.

e The solvency and target funding levels of the Fund, i.e., 100% of the liabilities of the Fund can be
met over the long term.

e The identification of key risks to the Fund, and the control mechanisms in place to mitigate these
risks.

e Links to the Fund’s investment strategy.

e The key responsibilities of the administering authority, scheme employers and the Fund’s Actuary
are also set out.

The latest Funding Strategy Statement was approved by the Pensions Fund Committee and was effective
from March 2020, and can be seen at

Funding Strategy Statement 2026

Governance Policy

Under the Local Government Pension Scheme Regulations 2013 Middlesbrough Council, the
Administering Authority to the Teesside Pension Fund, is required to draw up a Governance Policy
which sets out the procedures for the governance of the Fund. In summary, the policy sets out that
the administering authority delegates its functions under the above Regulations to the Tyne and Wear
Pension Fund as administrator and the Pension Fund Committee to act in a similar manner to a Board
of Trustees.

The Policy also sets out the:
o Terms of reference of the Pension Fund Committee
e  Structure of meetings
e Membership
e Principles of governance.

The latest policy document can be viewed at:
2025_Teesside_PF_Governance_Policy_and_Compliance_Statement.pdf

Communications Policy

Under the Local Government Pension Scheme Regulations 2013 Middlesbrough Council, the
Administering Authority to the Teesside Pension Fund, is required to draw up a statement(s) of policy
concerning communications with members and Scheme employers.

The Teesside Pension Fund actively communicates with all of its stakeholders, including the
members, the employers, and other external organisations. For example, we have been providing
every active member of the scheme with a statement of accrued benefits since 2001, well before it
became compulsory to do so.

We also provide newsletters twice a year to all of our active and pensioner members; this allows us
to inform participants of any scheme changes which may be made.

A Communications Policy Statement has been drawn up in order to ensure that the Fund offers clear
communication to stakeholders of the Local Government Pension Scheme. The latest policy statement
can be seen at:

Communication_Policy_2025.pdf
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Statement of the Actuary for the year ended 31 March 2026

This statement has been prepared in accordance with Regulation 57(1)(d) of the Local Government
Pension Scheme Regulations 2018. It has been prepared at the request of the Administering Authority
of the Fund for the purpose of complying with the aforementioned regulation.

Description of Funding Policy
The funding policy is set out in the Administering Authority’s Funding Strategy Statement (FSS), dated
April 2026.

In summary, the key funding principles are as follows:

o to ensure the long-term solvency of the overall Fund

° to ensure the solvency of each individual employers’ share of the Fund based on their
expected term of participation in the Fund

° to maximise the returns from investments within reasonable and considered risk parameters,

and hence minimise the cost to the employer

to minimise the degree of short-term change in employer contribution rates

to ensure that sufficient cash is available to meet all liabilities as they fall due for payment

to help employers manage their pension liabilities

where practical and cost effective, to make allowance for the different characteristics of different
employers and groups of employers

The FSS sets out how the Administering Authority seeks to balance the conflicting aims of securing the
solvency of the Fund and keeping employer contributions stable. For employers whose covenant was
considered by the Administering Authority to be sufficiently strong, contributions have been stabilised
to have a sufficiently high likelihood of achieving the funding target over 20 years. Asset-liability
modelling has been carried out which demonstrate that if these contribution rates are paid and future
contribution changes are constrained as set out in the FSS, there is at least a 80% likelihood that the
Fund will achieve the funding target over 20 years.

Funding Position as at the last formal funding valuation

The most recent actuarial valuation carried out under Regulation 62 of the Local Government Pension
Scheme Regulations 2013 was as at 31 March 2025. This valuation revealed that the Fund’s assets,
which at 31 March 2025 were valued at £5,609 million, were sufficient to meet 141% of the liabilities
(i.e. the present value of promised retirement benefits) accrued up to that date. The resulting surplus at
the 2025 valuation was £1,626 million.

Each employer had contribution requirements set at the valuation, with the aim of achieving their funding
target within a time horizon and likelihood measure as per the FSS. Individual employers’ contributions
for the period 1 April 2026 to 31 March 2029 were set in accordance with the Fund’s funding policy as
set out in its FSS.

Principal Actuarial Assumptions and Method used to value the liabilities
Full details of the methods and assumptions used are described in the 2025 valuation report.

Method

The liabilities were assessed using an accrued benefits method which takes into account pensionable
membership up to the valuation date; and makes an allowance for expected future salary growth to
retirement or expected earlier date of leaving pensionable membership.

Assumptions

A market-related approach was taken to valuing the liabilities, for consistency with the valuation of the
Fund assets at their market value.
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The key financial assumptions adopted for the 2025 valuation were as follows:

The key financial assumptions adopted for the 31 March 2025
2025 valuation were as follows: Financial
assumptions

Discount rate 5.6%
Salary increase assumption 3.3%
Benefit increase assumption (CPI) 2.3%

The key demographic assumption was the allowance made for longevity. The life expectancy
assumptions are based on the Fund's VitaCurves with improvements in line with the CMI 2024 model,
with core parameterisation, except, initial addition of 0.25% and a long term rate of 1.50% p.a. Based on
these assumptions, the average future life expectancies at age 65 are as follows:

Males Females
Current Pensioners 20.9 years 23.9 years
Future Pensioners* 21.7 years 25.2 years

*Aged 45 at the 2025 Valuation.

Copies of the 2025 valuation report and Funding Strategy Statement are available on request from the
Administering Authority to the Fund and on the Fund’s website.

Experience over the period since 31 March 2025

The increase in US tariffs on imports since March 2025 and the recent conflict in the Middle East have
caused significant market volatility which feeds through to the investment returns achieved by the Fund’s
assets. The Fund’s overall investment returns since March 2025 have been positive.

Observed inflation has been higher than anticipated over 2026, resulting in LGPS benefit increases of
3.8% in April 2026 and an increase in the value placed on the Fund’s liabilities.

Overall, we estimate that the funding position is likely to be weaker than at the previous formal valuation
at 31 March 2025.

The next actuarial valuation will be carried out as at 31 March 2028 and will be finalised by 31 March
2029. The Funding Strategy Statement will also be reviewed during the valuation, and a revised version
will come into effect from 1 April 2029.

Prepared by:

Julie Baillie FFA C.Act

14 May 2025

For and on behalf of Hymans Robertson LLP
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Schedule of Contribution Rates

Net rate of contribution payable by each employing Organisation for the period 1 April 2025 to 31
March 2026 under regulation 62 of the Local Government Pension Scheme Regulations 2013.

Employ | Employ | Employ

ers ees ers

Rate

% £000 £000
Ad Astra Academy Trust 17.50% 289 864
Arete Learning Trust 17.50% 102 296
Ascent Academies Trust - (Ash Trees Academies) 17.50% 79 236
Aspen - Dales 17.50% 2 5
Aspens - Green Lane Primary - Legacy Learning Trust 17.50% 1 3
Aspens-Services Limited (St Hilds 17.50% 3 11
Aspens-Services Limited — (Tees Valley) 17.50% 1 2
Atomix Educational Trust 17.50% 196 549
Beamish Museum Limited 15.70% 184 444
Beyond Housing 23.40% 391 1,356
Bikeability — Middlesbrough BC 11.50% 2 3
Bikeability — Stockton BC 13.10% 1 2
Billingham Town Council 17.70% 9 24
Bishop Hogarth Catholic Education Trust 17.50% 518 1,549
Bullough’s - Outwood 17.50% 3 8
Bullough’s - Priory Woods 11.50% 3 8
Bulloughs - (Cleaning Services) Hartlepool 6th form 17.90% 2 7
Bulloughs — TVCT 17.50% 1 5
Bulloughs Clean Serv - VALT 18.90% 6 20
Bulloughs-Outwood Bishopsgarth 17.50% 2 8
Care and Custody Health Ltd 19.40% 0 1
Care Quality Commission 17.90% 707 1,629
CASS - LLT 17.50% 9 29
Catcote Academy 17.50% 184 550
Caterlink 26.30% 20 99
Caterlink - OGAT - Ormesby 11.50% 6 12
Caterlink — St Oswalds 27.90% 3 16
Caterlink - VALT 17.50% 4 13
Chief Constable for Cleveland 15.50% 2,405 5,645
Churchill Contract Services Limited (Lift Unity School) 17.00% 1 4
Churchill Services Limited — (Bishop Hogarth) 18.80% 10 33
Clevelend Fire Brigade 14.20% 303 664
Compass Contract Services (UK) Ltd (Chartwells - One | 18.90% 2 7
Excellence)
Creative Management Serv Ltd 29.40% 1 8
Creative Management Services (Galileo) 16.90% 12 35
Crime Commissioner Cleveland 15.50% 135 214
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Dales Academies Trust - (St Francis of Assisi) 17.50% 24 74
Dales Academies Trust - (Thornaby C of E Primary) 17.50% 25 78
Dales Acaemies Trust (MAT) - (All Saints Academy) 17.50% 60 161
Delta Academies Trust - (Ingleby Manor Free School) 17.50% 45 129
Dolce LLT 17.50% 8 27
Durham & Newcastle Diocesan Learning Trust - (Egglescliffe | 17.50% 14 44
Primary School)
Durham & Newcastle Diocesan Learning Trust - (St Aidens | 17.50% 22 67
Primary School)
Durham & Newcastle Diocesan Learning Trust - (St Marys CE | 17.50% 7 21
Primary School)
Durham & Newcastle Diocesan Learning Trust - (Ward Jackson C | 17.50% 14 45
of E Primay School)
Durham & Newcastle Diocesan Learning Trust (MAT) - (Holy | 17.50% 13 40
Trinity Primary School)
Eden Academy Trust Limited 17.50% 104 303
Emmannuel Schools Foundation 17.50% 98 293
Endeavour Academies Trust 17.50% 160 462
Enquire Learning Trust Central 17.50% 142 286
Enquire LT - (Easterside Academy) 17.50% 36 108
Enquire LT - (Hardwick Green) 17.50% 35 104
Enquire LT - (Harrow Gate Primary Academy) 17.50% 52 154
Enquire LT - (High Clarence Primary Academy) 17.50% 15 45
Enquire LT - (Oakdene Primary School) 17.50% 22 68
Enquire LT - (Rose Wood Academy) 17.50% 27 81
Enquire LT - (Yarm Primary School) 17.50% 19 57
Extol MAT 17.50% 218 650
Future Regenern of Grangetown 32.60% 2 12
Galileo Multi Academy Trust 17.50% 235 684
Guisborough Town Council 17.70% 8 22
Hartlepool 6" Form College 15.70% 26 73
Hartlepool Borough Council 13.90% 4,151 9,078
Hartlepool College of FE 15.70% 234 609
Horizons Specialist Academy Tr 17.50% 383 1,114
Hutchinson Catering Limited (Eden Academy) 17.50% 1 4
Hutchinsons Catering - (Lifts School) 38.90% 8 87
Hutchison Catering - Extol 38.90% 1 13
Ingleby Barwick Town Council 17.70% 4 10
Ironstone Academy Trust 17.50% 23 48
Ironstone Academy Trust - (Overfields Primary School 17.50% 19 56
Ironstone Academy Trust - (Normanby Primary) 17.50% 32 98
Ironstone Academy Trust - (Nunthorpe Primary Academy) 17.50% 20 60
Ironstone Academy Trust - (Ormanby Primary) 17.50% 12 37
Ironstone Academy Trust - (Riverdale Primary) 17.50% 10 31
Ironstone Academy Trust - (Zetland Primary) 17.50% 18 56
ISS Mediclean 18.90% 2 5
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KTS Academy 17.50% 119 363
Legacy Learning Trust 17.50% 391 1,148
Liberata UK Ltd 0.00% 43 0
Lift Caldicotes 17.50% 10 31
Lift North Ormesby 17.50% 18 54
Lift Unity City 17.50% 97 281
Lingfield Education Trust 17.50% 347 1,047
Lockwood Parish Council 17.70% 1 4
Loftus Town Council 17.70% 9 16
Make It Different (Hartlepool Free School) 17.50% 11 33
Maxim - Steel River 17.50% 4 12
Maxim NPCAT 17.50% 19 65
Mellors - Steel River 17.50% 5 14
Mellors - Thornaby Academy 18.90% 0 1
Mellors Catering - Central 17.90% 0 1
Mellors Catering Services Ltd 17.90% 3 11
Mellors Ironstone 39.10% 2 11
Mellors Riverdale 18.60% 0 1
Mellors Skelton 29.00% 1 4
Melrose Learning Trust 17.50% 86 251
Middlesbrough College 15.70% 458 1,090
Middlesbrough Council 13.00% 6,361 12,770
Middlesbrough Municipal Golf CIC 13.00% 4 8
Mitie Cleaning & Environmental Services Limited (Cleveland Fire) | 25.70% 1 6
NEAT Academy Trust 17.50% 61 173
Nicholas Postgate CA Trust 17.50% 783 2,258
NMRN Operations 28.10% 1 3
North East Learning Trust 17.50% 62 182
Northern Education Trust - (Freebrough Academy) 17.50% 77 223
Northern Education Trust - (Badger Hill Academy) 17.50% 19 55
Northern Education Trust - (Dyke House Academy) 17.50% 103 297
Northern Education Trust - (Frederick Nattrass Academy) 17.50% 29 85
Northern Education Trust - (Manor Community Academy) 17.50% 84 249
Northern Education Trust - (North Shore Academy) 17.50% 68 198
Northern Education Trust - (Norton Academy) 17.50% 32 96
Northern Education Trust - (Oak Tree Academy) 17.50% 30 89
Northern Education Trust - (The Grangefield Academy) 17.50% 71 209
Northern Education Trust - (Thornaby Academy) 17.50% 62 181
Northern Education Trust - (Whitecliff Academy) 17.50% 14 41
Northern Lights Learning Trust 17.50% 115 341
One Excellence MAT - (Pentland Primary School) 17.50% 23 71
One Excellence MAT - (St Marks Church of England Primary | 17.50% 40 122
School)

One IT Services & Solutions (Porter TVED) 15.90% 3 7
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One IT Solutions Ltd 18.80% 59 133
Our Children 1st Academy Trust 17.50% 53 158
Outwood Academy - Ormesby 17.50% 74 217
Outwood Academy Acklam 17.50% 95 276
Outwood Academy Bishopsgarth 17.50% 75 219
Outwood Academy Bydales 17.50% 45 135
Outwood Academy Normanby 17.50% 103 300
Outwood Academy Redcar 17.50% 56 162
Outwood Riverside 17.50% 63 189
Park Homes UK Ltd. 32.90% 1 4
Prince Regent Street Trust 17.50% 148 447
Pristine Cleaning 12.00% 7 14
Redcar & Eston School Sport Partnership CIC 17.90% 17 45
Redcar and Cleveland BC 11.70% 4,537 8,241
River Tees Multi Academy Trust 17.50% 119 394
Saltburn and Marske PC 17.70% 3 9
Skelton and Brotton PC 17.70% 4 12
Skelton Primary School 17.50% 35 98
SLM Charitable Trust (MBC) 13.00% 41 79
SLM Community Leis Char Trust 13.30% 22 49
SLM Fitness and Health (MBC) 13.00% 5 12
SLM Fitness and Health Limited 13.30% 3 7
South Tees Development Corp 16.30% 45 85
Spark Education Trust 17.50% 584 1,721
Steel River Academy Trust 17.50% 105 320
Stockton Borough Council 14.60% 6,782 15,449
Taking Care Personal Alarms Limited 13.90% 7 15
Tascor Services Ltd — PFI 18.00% 1 2
Tees Active Ltd 18.20% 90 242
Tees Valley Combined Authority 16.60% 616 1,418
Tees Valley Education Trust 17.50% 202 601
Teesside University 16.50% 2,681 6,503
Teesville Primary School. 17.50% 25 75
The Education Training Collective (Stockton Riverside) 15.70% 566 1,431
The Northern School of Art 15.70% 179 446
Thirteen Group 22.80% 834 2,768
Thornaby Town Council 17.70% 2 8
Wynyard Parish Council 17.70% 0 1
XPS Administration Ltd 13.00% 6 11

39,905 | 94,153
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Annual Governance Statement (AGS) 2025/2026

1. Executive Summary

This Annual Governance Statement provides a summary of the Council’s assessment
of the effectiveness of its governance arrangements during 2025/26 and sets out the
actions being taken to ensure they remain fit for purpose.

Overall conclusion

The Council concludes that its governance arrangements were operating effectively
during 2025/26 and that they are fit for purpose in supporting the delivery of the
Council’s objectives and its responsibilities for securing continuous improvement and
best value in the use of its resources and delivery of services.

This conclusion is based on a comprehensive, evidence-based review drawing on
internal and external assurance, including the annual opinion of the Head of Internal
Audit, reports to members, statutory officer assurances and external audit findings.
These sources provide reasonable assurance that governance arrangements are
operating as intended.

The review has confirmed that the governance arrangements set out in the Council’s
Local Code of Corporate Governance, including those underpinning the seven
principles of good governance, were in place and operating effectively in practice.

Key strengths

During 2025/26, the Council has continued to strengthen its governance
arrangements. Key areas of effective governance include:

= Strengthened performance and financial governance, with the introduction of a
refreshed Performance and Financial Management Policy, improving alignment
between resources, priorities and delivery

= Clearer strategic planning and outcomes framework, through a refreshed Council
Plan and the commencement of the development of directorate plans

= A systematic approach to continuous improvement, embedding improvement
activity within core business processes rather than time-limited programmes

= Effective audit, scrutiny and assurance arrangements, including an enhanced
Audit Committee work programme and the introduction of a formal review of its
effectiveness

= A strong governance framework, underpinned by an up-to-date Local Code of
Corporate Governance and an actively managed Constitution.

These developments demonstrate continued progress in strengthening governance
and embedding a culture of accountability, transparency and continuous improvement.
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Areas for continued focus

While governance arrangements are operating effectively, the Council recognises the
importance of ongoing development to ensure they remain robust and resilient in a
changing environment.

The improvement actions identified in this Statement reflect the Council’s commitment
to continuous improvement, rather than significant weaknesses in governance
arrangements. Key areas of focus for 2026/27 include:

= further embedding integrated performance, financial and risk management

= strengthening partnership and place-based governance arrangements

= enhancing member development and organisational capacity

= continuing to develop information governance, digital and data management
arrangements, including the governance of emerging technologies.

Governance outlook

The Council operates in a challenging and evolving environment, including ongoing
financial pressures, increasing demand for services and wider changes in the local
government landscape.

The Council has identified a number of key governance risks and priorities for the
coming year, including:

= maintaining financial sustainability and strengthening medium-term financial
resilience;

= embedding new performance and planning frameworks to support delivery of
outcomes

= ensuring effective governance of partnerships and collaborative arrangements

= managing risks associated with data, digital transformation and emerging
technologies, including artificial intelligence.

The Council is confident that its governance arrangements provide a sound basis for
addressing these challenges and will continue to evolve them to ensure they remain
effective.

2. Scope of Responsibility and Governance Framework

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. In
discharging this responsibility, the Council must put in place proper arrangements for
the governance of its affairs, the effective exercise of its functions and the
management of risk.

Under the Local Government Act 1999, the Council has a statutory duty to secure
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continuous improvement in the way its functions are exercised, having regard to
economy, efficiency and effectiveness. The Council is also required by the Accounts
and Audit Regulations 2015 to conduct, at least annually, a review of the effectiveness
of its system of internal control and to prepare and publish an Annual Governance
Statement (AGS) alongside its Statement of Accounts.

The purpose of this AGS is to provide an honest and transparent assessment of
whether the Council’s governance arrangements were fit for purpose during the year,
based on a review of their effectiveness in practice, and to identify any actions required
to strengthen governance going forward. The AGS also looks ahead, reflecting on
whether the Council’s governance arrangements are sufficiently resilient to address
current and emerging challenges.

Governance Framework

The Council’s governance framework is underpinned by its Local Code of Corporate
Governance (LCCG), which was reviewed, updated and adopted by Full Council in
April 2026. The LCCG sets out how the Council applies the seven principles of good
governance established in Delivering Good Governance in Local Government
(CIPFA/SOLACE, 2016), together with the requirements of the 2025 addendum to that
guidance.

The LCCG describes the culture, values, structures, processes and assurance
mechanisms through which governance is delivered across the Council, including
arrangements relating to ethical conduct, decision-making, risk management,
performance management, financial management, audit, scrutiny and accountability.
The detail of these arrangements is set out in the Code and supporting policies and
procedures and is therefore not repeated in this Statement.

This AGS uses the Local Code of Corporate Governance as its primary benchmark. It
assesses whether the arrangements described in the Code were operating effectively
during the year and whether they supported the achievement of the Council’s
objectives and its responsibilities for best value.

Roles and Responsibilities

Overall responsibility for governance rests with those charged with governance,
namely Full Council. Full Council sets the Council’s Constitution and approves the
policy framework, including the Council Plan and the Medium-Term Financial Plan.
The Executive is responsible for discharging the Council’s executive functions in
accordance with the Constitution and for implementing policies and plans approved by
Council.

The Audit Committee provides independent assurance to those charged with
governance on the adequacy of the Council’'s governance, risk management and
internal control arrangements. It oversees the work of both internal and external audit
and plays a key role in scrutinising financial and governance reporting, supporting
transparency and public accountability.
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Oversight and challenge of Executive decision-making is provided through the
Overview and Scrutiny function, which supports effective accountability and
constructive challenge.

The Council’s statutory officers are the Head of Paid Service (Chief Executive), the
Section 151 Officer (Corporate Director of Finance) and the Monitoring Officer
(Corporate Director of Legal and Corporate Services). They have specific
responsibilities for maintaining effective governance arrangements. Together with the
wider Leadership Management Team, they are responsible for embedding the
governance framework within day-to-day operations and ensuring that staff comply
with the Council’s policies, procedures and values.

Internal Audit provides independent and objective assurance on the adequacy and
effectiveness of governance, risk management and internal control arrangements.

External Audit provides independent assurance on the Council’s financial statements
and on whether the Council has put in place proper arrangements to secure value for
money, in accordance with the Code of Audit Practice.

Relationship Between the AGS and the LCCG

The Local Code of Corporate Governance (LCCG) is the Council’s standing statement
of how good governance is designed and delivered. The Annual Governance
Statement is the Council’'s annual assurance report on whether those arrangements
are working effectively in practice.

The AGS does not seek to repeat descriptions of governance processes. Instead, it:

o assesses effectiveness against the seven governance principles;

e draws on a range of internal and external sources of assurance;

« identifies significant governance issues and areas for improvement; and

o sets out actions to strengthen governance where required.

Taken together, the LCCG and the AGS provide a coherent and transparent
framework through which the Council demonstrates accountability, promotes
continuous improvement and maintains public confidence in the way it governs its
affairs.

3. The Local Code of Corporate Governance — How It Is Used

Middlesbrough Council’s Local Code of Corporate Governance (LCCG) sets out how
the Council applies the principles of good governance in practice. It describes the key
arrangements, policies, systems and assurance mechanisms that together form the
Council’'s governance framework and demonstrates alignment with the seven
principles of good governance established by CIPFA and SOLACE.

The LCCG is a standing document and provides the baseline description of
governance arrangements. It is supported by the Council’s Constitution, strategies,
policies, frameworks and procedures, which collectively embed governance
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requirements into the Council’s culture and day to day operations. The LCCG is
reviewed annually and updated where changes to the Council’'s operating
environment, legislation or guidance require this.

The Annual Governance Statement (AGS) does not restate the contents of the LCCG.
It uses the Code as a reference point against which the Council undertakes its annual
review of governance effectiveness. This ensures that the AGS focuses on whether
governance arrangements are operating effectively in practice, rather than on whether
they simply exist.

In preparing this Statement, the Council has assessed:

= whether the arrangements described in the LCCG were in place and operating
effectively during the year

= whether those arrangements supported the delivery of the Council’s objectives
and its responsibilities for economy, efficiency and effectiveness

= whether there were any significant gaps, weaknesses or barriers that limited the
effectiveness of governance arrangements

= whether governance arrangements remain sufficiently robust and resilient to
address current and emerging challenges.

Where the AGS identifies that there are significant gaps in governance arrangements
as set out in the LCCG and they are not operating as intended, these matters are
explicitly reported in this AGS together with the actions being taken to address them.
This approach reflects the Council’s commitment to openness, self-assessment and
continuous improvement. The AGS will also continue to capture wider corporate
governance improvement actions planned in the coming year.

4. Annual Review of Governance — Methodology
The Council undertakes an annual review of the effectiveness of its governance
arrangements to meet the requirements of the Accounts and Audit Regulations and to

provide assurance to members, stakeholders and the public that governance
arrangements are operating as intended.

Sources of Assurance

The review drew on a wide range of assurance sources, including:

= reports and updates considered by the Audit Committee during 2025/26 as part
of its approved work programme

= the Audit Committee’s review of its own effectiveness, completed during 2025/26
and reported to Full Council for the first time

= reports to Executive, Overview and Scrutiny and Full Council on governance,
performance, finance and risk

= The overall opinion of the Head of Internal Audit on the framework of governance,
risk management and control operating at the Council is that it provides
Reasonable Assurance
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= Internal Audit reports (21 were issued in 2025/26. Of those 9 had substantial
assurance, 9 had reasonable assurance, 2 had limited assurance and no opinion
was given in 1)

= External Audit reports

= statutory officer assurances

= delivery of the Council’s Continuous Improvement Plan

= outcomes from external challenge, peer reviews and inspection activity where
relevant.

This approach ensured that the review reflected a range of perspectives and sources
of evidence and was proportionate to the Council’s scale, complexity and risk profile.

Audit Committee Oversight

During 2025/26, Audit Committee received and considered a comprehensive
programme of reports across its full remit, enabling it to form a view on the adequacy
of the Council’s governance, risk management and internal control arrangements in
line with its terms of reference that adhere to the CIPFA standard terms of reference.
Reports considered included:

= corporate governance and compliance with the Local Code of Corporate
Governance

= financial management, treasury management and budget monitoring

= risk management and strategic risks

= corporate governance assurance reports

= internal audit plans, progress and outcomes

= external audit findings and value for money commentary

= counter fraud and information governance

= Agreement of the Governance and Assurance Mapping Policy

= progress against improvement and assurance actions.

Delivery of the work programme provided the Committee with assurance that
governance arrangements were subject to regular, structured scrutiny and challenge
during the year.

In addition, the Audit Committee completed a formal review of its own effectiveness
during 2025/26 for the first time. The review was led by an experienced former Section
151 Officer. The review concluded that the Committee was operating effectively and
in line with its terms of reference, with key findings including:

= it had improved clarity of focus on governance and assurance
= it had increased visibility and transparency of the Committee’s work programme
= recommendations for areas for further development to strengthen effectiveness.

An action plan arising from the review was agreed by the Committee and is being
progressed to support continued improvement.

The results of the annual review were considered by senior officers and the Audit
Committee before being reflected in this AGS.
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The conclusions set out in this Statement therefore represent a corporate assessment
of governance effectiveness, informed by assurance, challenge and evidence.

5. Assessment of Effectiveness Against the Governance Principles

Overall Assessment

Based on the review undertaken and the sources of assurance set out in Section 4,
the Council concludes that its governance arrangements were operating
effectively during 2025/26.

The review has confirmed that the governance arrangements set out in the Council’s
Local Code of Corporate Governance, including the core arrangements underpinning
each of the seven principles of good governance, were in place and operating
effectively in practice and supported the achievement of the Council’s objectives and
its responsibilities for economy, efficiency and effectiveness.

This conclusion is informed by a comprehensive and evidence-based assessment
drawing on internal audit’s annual opinion, external audit findings, reports to members,
statutory officer assurances and wider sources of independent challenge and scrutiny.
Taken together, these sources provide reasonable assurance that the Council’s
governance framework is fit for purpose.

The Council has continued to strengthen its governance arrangements during the
year, particularly in relation to performance and financial management, and has
embedded a clear and systematic approach to continuous improvement within its
governance and assurance framework.

The improvement actions identified within this Statement reflect the Council’s ongoing
commitment to continuous improvement and strengthening of governance
arrangements, rather than significant weaknesses or failures in the operation of the
governance framework.

Strengthening Performance and Financial Governance

During 2025/26, the Council took significant steps to strengthen its approach to
performance and financial governance. This resulted in Executive approving a
refreshed Performance and Financial Management Policy in April 2026. This
concluded a review that reset the Council’'s approach and established the policy
foundation for integrating performance and financial management and reporting. This
reflects best practice and directly addressed a long-standing recommendation from
the Council’s former Independent Improvement Advisory Board, which had highlighted
the need for clearer alignment between performance, finance and decision-making
during the period when the Council was subject to a Best Value Notice.
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The refreshed policy supports:

= clearer articulation of outcomes and priorities
= improved alignment between financial planning and performance management
= more consistent, transparent reporting to members and senior leaders.

Council Plan

In March 2026, Executive approved a refreshed Council Plan, which clarified the
Council’'s outcomes. The Council then set out the activities required to deliver them,
and identified the key performance indicators that will be used to measure progress.
These are articulated in Directorate Service Plans that are being developed for 2026/7.

Completion of this work addressed a concern raised by the Council’s external auditors,
Forvis Mazars, in their Audit Completion Report for 2024/25. The auditors noted that,
while significant progress had been made, further work was required to fully embed
the Council Plan and strengthen the links between the Mayor’s priorities, performance
management and value for money arrangements.

The refreshed Council Plan, together with the new Performance and Financial
Management Policy, provides a clearer and more coherent framework for
demonstrating economy, efficiency and effectiveness and strengthens the Council’s
overall best value arrangements.

Transition to Continuous Improvement

During 2025/26, Executive also approved:

= arevised Programme and Project Management Policy
= the cessation of the Council’s formal transformation programme.

This marked a deliberate transition towards a best-practice model of continuous
improvement, embedding improvement activity across all aspects of the Council’s
business rather than delivering it through a time-limited programme.

During 2026/27, the Council is re-establishing Directorate Plans to demonstrate a clear
and explicit link between the Council Plan, directorate activities and individual
appraisal objectives. These plans will also capture statutory obligations, improving
visibility and accountability for both members and stakeholders. The Council has
embedded the emerging Local Outcomes Framework (LOF) within its directorate
planning and performance and financial management arrangements to ensure that it
can demonstrate grip on the outcomes within the LOF.

In line with the Council’s commitment to embedding continuous improvement within its
governance frameworks, action has been taken to embed the remaining actions from
the current plan within this AGS and, where relevant within Directorate Plans. Future
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continuous improvement activity requirements will be systematically considered,
identified and implemented within both the integrated performance and financial
management cycle being put in place during 2026/27 and the Governance and
Assurance Mapping policy which was agreed by Audit Committee in April 2026.

Financial Position and Ongoing Financial Risk

The Council’s financial position continued to improve during 2025/26; however,
financial sustainability remains a key area of focus.

The final revenue outturn for 2025/26 was a slight overspend of £2.147m after the
application of corporate contingencies and other central resources.

There continued to be significant budget pressures within both Children’s and Adults
Social Care, with overspends of £7.455m and £1.272m respectively. There were also
overspends within Environment, Communities and Culture and Education and
Partnerships (£1.108m and £0.348m). While the overall budget outturn represents a
more stable position than in previous years, the incidents of overspending reinforces
the need for continued financial discipline, robust monitoring and early corrective
action.

Whilst the level of usable unrestricted reserves increased from £21.654m to £25.529m
at year-end, there remains a need to further increase reserves to target levels as set
out in the Council’'s Medium Term Financial Plan.

The Council is committed to growing the reserves during the medium term which is
reflected in budget strategy. The Council is fully sighted on the potential impact of
poor budget management and the effects that overspends on budgets would have on
reserves.

The Council recognises that ongoing caution is required given continued demand
pressures, inflationary impacts and uncertainty in the wider funding environment.
Financial governance and medium-term financial planning therefore remain priority
areas within the governance framework. Implementation of integrated financial and
performance management arrangements during 2026/27 will support concerted action
to identify pressures, their drivers and agreement of corrective actions.

Working with Tees Valley Combined Authority

The Council continues to work constructively with the Tees Valley Combined Authority
(TVCA) while it remains subject to a Best Value Notice. The Council acknowledges
the challenges this has created but also recognises the progress that has been made
in strengthening governance and assurance arrangements within the Combined
Authority. Middlesbrough Council remains committed to playing a positive and
supportive role as a constituent authority and to contributing to the continued
improvement of governance, transparency and decision-making at a regional level.

Effective partnership working with the Combined Authority remains important to the
delivery of economic growth and regeneration outcomes for the borough, and the
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Council will continue to engage actively and constructively as improvement activity
progresses.

Maintaining a Fit-for-Purpose Constitution

In May 2026, Full Council considered the annual review of the Constitution. The review
concluded that the Constitution remains fit for purpose, with no major changes
required.

The review demonstrated good practice in:

= actively managing the Constitution as a living document
= ensuring that governance arrangements remain current, accessible and
understood.

The Council will continue to undertake annual constitutional reviews to ensure
governance arrangements evolve in line with legislation, guidance and organisational
change. The principle of annual reviews has been embedded within the Council’s
standing agenda for Annual Meetings of Full Council.

Ongoing strategic commitment to embedding the values and Nolan principles within
the organisation

During 2025/26 the Council maintained its positive direction of travel on work to ensure
its Values and the Nolan Principles are embedded within the organisation. It continued
to deliver the People Strategy, which sets its strategic ambitions around staff
engagement. Within its April 2026 report to Audit Committee, it reported extensively
on the initiatives delivered and the impact of the strategy. Impacts included further
reductions in sickness and reductions in turnover for the third year in a row. The
number of staff who engaged with the latest staff survey also increased significantly.

6. Significant Governance Issues and Improvement Actions

The Council recognises that effective governance requires continual review and
development. While governance arrangements were generally operating effectively
during 2025/26, the annual review has identified a number of areas where further
strengthening is required to ensure governance arrangements remain robust,
proportionate and fit for the future. This review provides a practical opportunity for the
Council to evidence the impact of its commitment to Continuous Improvement and as
such the planned improvement actions set out for 2026/27 at the end of this statement
are wider than the content in this document.
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7. Progress Against Prior-Year Governance Actions

The table below sets out those actions which were identified in previous AGSs and

their status:

Issue

Action Lead officer

Status

(2023/24 AGS) The Council
needs to ensure that as it
transforms, it ensures that it
has the right staff, in the right
roles who are able to take the
right decisions and actions to
be able to deliver the best
outcomes for our residents.

Development of
a Workforce
Plan to ensure
staff at all levels
have the skills
and capabilities
to be successful
in their roles

Head of Human
Resources

Initial commitment has been
amended to put in place a more
detailed set of plans for each
directorate.

In  January 2026 Leadership
Management Team agreed a
programme of actions to implement
workforce plans for each department
by March 2028.

(2023/24 AGS) As the public
sector continues to manage
service delivery within

Put in place a

Reprofiled to August 2026 within the

Plan.

the plan on a
quarterly basis
to Executive and
Overview and
Scrutiny Board
from July 2025
onwards.

sianificant pressures. ioined Strategic Continuous Improvement Plan to
9 press > JoIn Partnerships . . reflect the plan to develop this
up  partnership  working S Chief Executive ) . \
. trategy. organically, alongside the emerging
across the system will be key o
i : place strategy and then codify it
to delivery of improved
. formally.
outcomes for residents.
Continue to
implement the
Following successful delivery | Continuous
of actions to address serious | Improvement In line with the Council’'s commitment
weaknesses in the Council’s | Plan, which to embedding continuous
corporate governance | includes actions improvement within its governance
arrangements, the Council | that will frameworks, action has been taken
recognised the need to | strengthen the to embed the remaining actions from
maintain momentum and | Council’s the current plan within this AGS and,
establish a cycle  of | corporate where relevant within the Directorate
continuous improvement | governance Chief Executive | Plans that will be put in place during
activity. In March 2025 | arrangements 2026/27. Future  continuous
Council was presented with | and commence improvement activity requirements
the first version of the | reporting on will be systematically considered,
Continuous Improvement | progress against identified and implemented within

the integrated performance and
financial management cycle being
put in place during 2026/27.
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EBL3 Action Lead officer Status

The Council has an ongoing

commitment within its ]

Neighbourhood model to | Community

reset its approach to | ENgagement To be delivered by August 2026.
community engagement. As | Policy and | Head of | Work is underway to deliver this
part of this, the Council will | @PProach to be | Neighbourhoods | & e Neighbourhoods model.
articulate its revised | developed

approach within a Community

Engagement policy.

Liquidation and closure of the

Middlesbrough Development

Company has been more '

com;)lexy than  originally | Ensure the Reprofiled from October 20?5 to
anticipated, as a result, while | Gompany is ful Deputy 151 | February 2026. Further reproﬂleq to
the Council has addressed | | uidpateg duriny Officer, Head of | October 2026 to allow technical
the key goverance issues 2C(I)25/26 g Corporate steps that need to be taken by
associated with use of the : Finance Governmen.t a§ paﬁ of the standard
company, it stil needs to process of liquidating a company.
complete the formal closure

of the Company.

8. Governance Outlook and Emerging Risks

The Council recognises that effective governance requires not only assurance over
past arrangements but also a clear understanding of the governance challenges and
risks that may impact on its ability to deliver outcomes in the future. This section
highlights the key strategic governance risks that are expected to shape the Council’s
operating environment over the medium term and the actions being taken to manage
them.

This section does not duplicate the Council’s strategic risk register. Instead, it focuses
on those risks with a direct governance dimension that require continued oversight by
members and senior leadership.

Local Elections 2027

The May 2027 local elections represent a significant governance milestone for the
Council. There is potential for changes in political leadership, priorities and
governance arrangements, which will require careful management to ensure continuity
of good governance and service delivery.

Financial Sustainability and Budgetary Pressures

While the Council’s financial position has stabilised in recent years, financial
sustainability remains one of the most significant governance risks facing the
organisation.
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The Council will maintain a laser focus on the budget, supported by the introduction of
an integrated performance and financial management approach. This will enable:

= earlier identification of emerging financial pressures

= improved understanding of the drivers of overspends

= use of predictive analytics to support forecasting and scenario planning

= more timely corrective action where performance or financial outcomes are not at
the required level.

Financial governance, medium-term financial planning and disciplined budget
management will therefore remain priority areas of focus.

Performance Management and Delivery of OQutcomes

The Council has made significant progress in strengthening its performance and
financial governance framework. The key challenge now is to ensure that these
arrangements are fully embedded and consistently applied across the organisation.
The re-establishment of Directorate service plans during 2026/27 will be a critical
component of this.

Partnership and Place-Based Governance

Partnership working will continue to be central to the delivery of improved outcomes
for residents. The Council recognises that partnership arrangements bring both
opportunity and governance risk, particularly in relation to accountability, transparency
and decision-making.

Workforce Capacity, Capability and Organisational Resilience

The Council’'s ability to deliver good governance and high-quality services is
dependent on having a skilled, engaged and resilient workforce.

Investing in delivery of the People Strategy remains a key mechanism for mitigating
governance risk. The Council recognises that workforce resilience is a critical enabler
of effective governance and sustainable improvement.

Information Governance, Data Quality, Al and Digital Risks

The increasing reliance on data, digital systems and technology presents both
opportunity and risk from a governance perspective. Ongoing implementation of the
Council’s Information Strategy and Digital Strategy during 2026/27 will be essential to:

= maintaining compliance with information governance and data protection
requirements

= ensuring the quality, accuracy and integrity of data used to support
decision-making

= providing secure platforms that enable innovation and improved efficiency and
effectiveness in service delivery.
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Effective governance of digital change, records management, cyber risk and data
quality will therefore remain an important area of focus for members and senior
officers. In addition, the rapidly evolving development of Artificial Intelligence (Al)
creates both risks and opportunities that will need to be carefully balanced to ensure
lawful use of emerging technologies while also exploiting opportunities to improve
processes and outcomes, while reducing costs. The Council put in place an Al Policy
during 2025/26 as a foundation step to ensure there is a controlled approach to this.
The Policy forms part of the Information Governance Framework.

9. Conclusion and Approval

In summary, the Council has had a generally effective set of control measures in place
during 2025/6, alongside a methodology in place to identify and deliver improvements
where there have been weaknesses. It has taken steps to embed continuous
improvement within its corporate planning and performance frameworks to ensure it

has systems in place to continue to be able to effectively identify and address areas
where improvements are required to improve outcomes and compliance.

Mayor, Chris Cooke

Chief Executive, Erik Scollay

Section 151 Officer, Andrew Humble CPFA

This document will be formally signed by the above when it is finalised as part
of the statement of accounts, following completion of the inspection period.
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Glossary of Terms

Accounting Period
The period of time covered by the accounts; normally a period of 12 months commencing on 1 April
and ending as at the balance sheet date of 31 March.

Accrual

A sum included in the accounts to cover income or expenditure attributable to the accounting period
covered by the accounts but for which payment had not been received/made at the balance sheet
date.

Accrued Benefits
The benefits for service up to a given point in time, whether vested rights or not.

Actuarial Gains and Losses

For a defined benefit scheme, the changes in actuarial deficits or surpluses that arise because events
have not coincided with the actuarial assumptions made for the last valuation (experience gains or
losses) or the actuarial assumptions have changed.

Actuarial Valuation
A valuation of assets held, an estimate of the present value of benefits to be paid and an estimate of
required future contributions, by an actuary, on behalf of a pension fund.

Accumulated Absences Account
A requirement under IFRS is that the Council must make an accrual in its accounts at year end for any
annual leave earned but not taken by employees at the end of the financial year.

Admitted Bodies

Organisations that participate in the Teesside Pension Fund under an admission agreement between
the Fund, and the relevant organisation.

Admitted bodies include voluntary and charitable organisations and private contractors that are
undertaking a local authority function following an outsourcing to the private sector.

Annual Governance Statement
The Annual Governance Statement is compiled following the review by the Council of the effectiveness
of the systems of internal control and governance arrangements.

Assets Held for Sale
Assets held for sale are those where the value of the asset will be recovered by selling the asset rather
than through usage. To be classed as held for sale the asset must meet the following criteria:

e be available for immediate sale in its present condition.

e |ts sale must be highly probable.

e management expects the sale to take place within twelve months.

Assets Under Construction

At any time, some projects will be incomplete and will need to be classified as ‘fixed assets under
construction. It is usual for assets under construction to be recognised but recorded as non-operational
until they are available for use, at which point they are recognised as operational assets.

Audit

An independent examination of the Council’s activities, either by internal audit or the Council’s external
auditor.

Balance Sheet

A statement of the balances and reserves at the Local Authority’s disposal, the net current assets
employed in its operation and the value of fixed assets held.
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Budget
A statement reflecting the Council’s spending plans for a specific period. The annual revenue budget
is normally finalised and approved in February prior to the commencement of the new financial year.

Capital Charges
A charge to service revenue accounts to reflect the cost of utilising fixed assets in the provision of
services.

Capital Expenditure
Expenditure on the acquisition of a fixed asset or which adds to the value of an existing fixed asset.

Capital Adjustment Account
The Capital Adjustment Account reflects the difference between the cost of fixed assets consumed
and the capital financing set aside to pay for them.

Capital Financing
The methods of financing capital expenditure. This includes borrowing, direct revenue financing,
leasing, the use of capital receipts, capital grants and external contributions.

Capital Grant
Grant from Central Government used to finance specific schemes in the capital programme.

Capital Receipts

Proceeds from the sale of capital assets. Such income may only be used for capital purposes, i.e., to
repay outstanding borrowing or to finance new capital expenditure. Any receipts which have not yet
been utilised, are referred to as “Capital Receipts Unapplied”.

Cash and Cash Equivalents

Cash equivalents are - "short term, highly liquid investments that are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value". They are shown
in the Balance Sheet along with cash under the heading "Cash and Cash equivalents".

Collection Fund Account
This account records the income received by the Council in relation to local taxation and non-domestic
rates. It also shows how the income has been distributed to the preceptors and to the general fund.

Community Asset Transfer

A change in management and/or ownership of land or buildings from public bodies (most commonly
local authorities) to communities (community and voluntary sector groups, community enterprises,
social enterprises, etc.)

Component Accounting
Where assets can be broken down into different components which have a material value and
substantially different economic lives, then each component should be separately valued.

Contingency
The sum of money set aside to meet unforeseen expenditure or liability.

Contingent Asset

A contingent asset arises in a situation where a potential inflow or economic benefit to the authority
will only be confirmed by the occurrence or otherwise of some future event but where the value of the
benefit cannot be measured reliably.

Contingent Liability
A contingent liability is either:

e a possible obligation arising from past events whose existence will be confirmed only by the
occurrence of one or more uncertain future events not wholly within the authority’s control; or

Middlesbrough Council Draft Statement of Accounts 2025-26 Page | 173

Page 250



This document was classified as: OFFICIAL

e a present obligation arising from past events where it is not probable that a transfer of
economic benefits will be required, or the amount of the obligation cannot be measured with
sufficient reliability.

Creditors
Amounts owed by the Council for work done, goods received, or services provided by the end of the
financial year for which payment has not yet been made.

Current Assets
An asset which will be consumed or cease to have material value within the following financial year
(e.g., stocks and debtors).

Current Liabilities
These are amounts owed by the Council due for payment within the following financial year (e.g.,
creditors or cash overdrawn).

Current Service Costs (Pensions)
The increase in the present value of a defined benefit pension scheme’s liabilities arising from an
employee’s service in the current financial year.

Curtailment (Pensions)
An event that reduces the expected years of future service of present employees in a defined benefit
pension scheme or reduces the defined benefits for some or all of their future service.

Debtors
Income due to the Council for services carried out or grants/contributions due in the financial year for
which payment has not been received by the end of that year.

Deferred Pensions
Individuals who have ceased to be active members of a pension scheme but are entitled to benefits
payable at a later date.

Defined Benefit Scheme
A pension scheme which calculates benefits due from the scheme independently to the contributions
payable and the return on the investments made by the scheme.

De-minimis

For capital accounting, a de-minimis value is set below which any items of expenditure are excluded
from the capital accounts and instead treated as revenue expenditure. The Council’'s de-minimis levels
are outlined in the statement of accounting policies.

Depreciation

The allocation of the cost of consuming a tangible asset over its useful life. Consumption includes the
wearing out, using up or other reduction in the useful life of a fixed asset whether arising from use,
passage of time or obsolescence through either changes in technology or demand for the goods and
services produced by the asset.

Direct Revenue Financing
The financing of capital projects from revenue resources.

Discretionary Benefits
Retirement benefits, which the employer has no legal, contractual, or constructive obligation to award,
and which are awarded under the authority’s discretionary powers.

Earmarked Reserves
Funding set-aside to be used for a specific purpose at some point in the future.

Expected Rate of Return on Pension Assets
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The average rate of return, including both income and changes in fair value but net of scheme
expenses, expected over the remaining life of the related obligation on the actual assets held by the
scheme.

Extraordinary Items
Transactions that fall outside of the ordinary activities of the council and are not expected to reoccur.

Non-Current Assets
Assets that have a useful life and yield benefits to the Council and the services it provides for a period
of more than one year.

General Fund

The main revenue account used to fund the cost of providing Council services. The main sources of
income credited to the fund are the council tax and business rates precepts and the revenue support
grant (RSG) from central government.

Heritage Assets
A tangible asset with historical, artistic, scientific, technological, geophysical, or environmental
qualities that is held and maintained principally for its contribution to knowledge and culture.

Impairment
The diminishing in quality, strength, amount, or value of an asset.

IFRS - International Financial Reporting Standards

International Financial Reporting Standards (IFRS) are a set of international accounting standards
stating how particular types of transactions and other events should be reported in financial
statements. IFRS are issued by the International Accounting Standards Board and specify exactly how
organisations must maintain and report their accounts. Local Authorities have had to prepare their
accounts in accordance with IFRS requirements since April 2010.

Intangible Assets
An asset that is not physical in nature. Examples of this type of asset include IT software and other
licences and patents and trademarks.

Investment Property
An investment property is defined as a property, which is held exclusively for revenue generation or
for the capital gains that the asset is expected to generate.

Leases

A lease is a contract between a lessor and lessee for the hire of a specific asset with the ownership of
the asset being retained by the lessor. There are two main types of leases, operating and finance
leases.

A finance lease is a lease that transfers substantially all the risks and rewards of ownership of an asset
to the lessee and the minimum lease payments amount to substantially all (90% or more) of the fair
value of the leased asset. An operating lease is a lease other than a finance lease.

Local Management of Schools

Under the Local Management of Schools Funding arrangements, the Council is required to pass on
the calculated share of each funding stream budget directly to all its schools. Individual schools have
direct responsibility for managing their budgets and any surplus or deficit incurred in the financial year
is carried forward to the following financial year as part of the schools’ balances earmarked reserve.

Materiality
A figure is classified as material if its omission or misstatement could influence decisions users take
on the basis of the financial statements.

Minimum Revenue Provision (MRP)
The minimum amount Local Authorities are required to set aside each year for the repayment of
outstanding long-term debt.
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Movement in Reserves Statement
This statement highlights the movement in the year for the earmarked reserves held by the Council.
This is split between ‘usable reserves’ (those held to fund future expenditure) and unusable reserves
(technical accounting adjustments).

Non-Domestic Rates (also known as Business Rates)
Charges paid by occupiers of non- domestic properties for council services. The charge is calculated
by multiplying the rateable value of a property by a multiplier set by Central Government.

Net Book Value
The current value of a fixed asset after taking account of depreciation.

Non-Operational Assets
Fixed assets owned by the Council but not currently being used in the delivery of services. They include
surplus properties awaiting disposal, investment properties and assets under construction.

Operational Assets
Fixed assets owned by the Council and used in the delivery of Council services.

Operating Segments
The breakdown of the Council’s activities into distinct service divisions/ outcome areas.

Past Service Cost
The increase in the present value of a defined pension scheme liabilities relating to employee service
in prior periods arising as a result of the introduction of, or improvement to, retirement benefits.

Pension Asset Ceiling Adjustment

The pension asset ceiling adjustment is made to ensure sure that the Council’s balance sheet properly
reflects how the value of any defined benefit deficit or surplus is affected by the pensions scheme’s
rules and funding requirements.

Post Balance Sheet Events

There are two types of post balance sheet events. Adjusting events are those events that provide
additional evidence of conditions that existed at the balance sheet date and require adjustments to be
made to the accounts. Non adjusting events are those events after the balance sheet date which
provide evidence of conditions not existing at the balance sheet date. These may require disclosure
in the accounts stating the nature of the event and an estimate of the financial impact.

Precept
The levy made on the council by other bodies for income collected from Council taxpayers on their
behalf e.g., Fire or Police Authority.

Provisions
Funds set aside to cover liabilities which are likely or certain to be incurred at a future date but where
the exact amount and timing of the liability is currently not known.

Prudence
The accounting principle that requires liabilities and expenses to be recorded as soon as they occur,
but revenues only when they are assured or realised.

Related Parties
Two or more parties are considered to be related parties when at any time during the financial period:

e one party has direct or indirect control of the other party: or
the parties are subject to common control from the same sources; or
one party has influence over the financial and operational policies of the other party to an
extent that the other party might be inhibited from pursuing at all times its own separate
interest; or the parties in entering a transaction are subject to influence from the same source
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to such an extent that one of the parties to the transactions has subordinated its own separate
interests.

Related Party Transactions
A related party transaction is the transfer of assets or liabilities or the performance of services by, or
for, a related party irrespective of whether a charge is made.

Revaluation Reserve

The balance sheet reserve that records increases in the valuation of fixed assets that have not yet
been realised through the disposal of the asset. Decreases in asset valuations are also taken to the
revaluation reserve if an asset has previously had an increase in valuation.

Revenue Expenditure

The day-to-day costs incurred in providing Council services. This includes staffing, supplies & services,
transport, and utility costs etc.

Revenue Support Grant
The main source of Central Government grant funding for Local Authorities.

Scheduled Bodies
Local authorities or similar organisations whose staff are automatically entitled to become members
of the Teesside Pension Fund.

Specific Grants
Government grants awarded to Local Authorities and earmarked for specific services, e.g., Standards
Fund Grant for Children’s Services.

Stocks (Inventories)
Goods or merchandise available for sale or distribution held at the balance sheet date. This can include
the following:

goods or other assets purchased for resale.

consumable stores.

raw materials and components purchased for incorporation into products for sale.
products and services in intermediate stages of completion.

long-term contract balances and finished goods.

Unusable Reserves
Reserves that are held by the Council for accounting purposes. The gains or losses in these reserves
are unrealised and as a result are not available for future use by the Council.

Usable Reserves
Unutilised resources set aside to allow planning for future Revenue & Capital expenditure.

Useful Life
The period over which the Council will derive benefits from the use of a fixed asset.

Work in Progress
The total value of the materials and labour costs incurred to date on unfinished projects.
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Audit Strategy Memorandum
Middlesbrough Council — Year ended 31 March 2026

July 2026
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Audit Committee members
Middlesbrough Council
PO Box 500
Middlesbrough

TS19FT

April 2026

| am pleased to present our Audit Strategy Memorandum (“ASM”) for Middlesbrough Council for the
year ended 31 March 2026. This document will be presented at the Audit Committee meeting in July
2026. If you would like to discuss any matters in more detail, please contact me on 07747 764529.

This report provides an overview of the planned scope and timing of our audit, including the
siggificant and enhanced audit risks we have identified. In addition, as it is a fundamental
reQuirement that we are, and are seen to be, independent of Middlesbrough Council this report also
s%marises our considerations and conclusions on our independence.
N
Twdrway communication with you is key to a successful audit and is important in:
*“reaching a mutual understanding of the scope of our audit and our respective responsibilities,
« sharing information to assist each of us with fulfilling our respective responsibilities,
« providing you with constructive observations arising during our audit, and
« ensuring that we gain an understanding of your attitude and views in respect of the risks facing
the Council which may affect our audit, including the likelihood of those risks materialising and
how they are monitored and managed.

This report, which we have prepared following our initial planning discussions with management,
facilitates a discussion with you on our audit approach. We welcome any questions, concerns, or
input you may have on our approach.

Providing a high-quality service is extremely important to us and we strive to provide technical
excellence with the highest level of service quality, together with continuous improvement to exceed
your expectations.

2 Forvis Mazars LLP — 5" Floor, 3 Wellington Place, Leeds. LS1 4AP Tel: 0113 394 2000 — www.forvismazars.com/uk

forvss
mazars

During the meeting, we would be grateful for your views/ knowledge on the following specific matters:
» whether you have identified any other risks (business, laws & regulation, fraud, going concern,
etc.) that may result in material misstatements in the financial statements; and
« if there are any matters that you consider warrant particular attention during our audit and/ or any
areas where you would like additional procedures to be undertaken.

Subject to our prior written agreement or as required by any applicable law or regulation, this report
is considered confidential and is intended solely for the Audit Committee and should not be disclosed
to any other party, used or quoted for any other purpose.

Yours faithfully,

{{_es_:signer1:signature }}

Mark Kirkham
Forvis Mazars LLP

Forvis Mazars LLP is the UK firm of Forvis Mazars Global, a leading global professional services network. Forvis Mazars LLP is a limited liability partnership registered in England and Wales with registered number OC308299 and with its registered office at 30 Old Bailey, London, EC4M

7AU. Registered to carry on audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our audit registration can be viewed at www.auditregister.org.uk under reference number C001139861. VAT number: GB 839 8356 73
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2. Your audit engagement team

Your external audit service will be led by Mark Kirkham.

L

Mark Kirkham Engagement Partner mark.kirkham@mazars.co.uk
- 07747 764 529
Ccﬁcih Andrew Engagement Manager cath.andrew@mazars.co.uk
D
N 07815 878 116
Rgbecca Dearden Engagement Team Leader rebecca.dearden@mazars.co.uk

07881 283 351

We will use internal experts on this engagement in the following area of our audit: IT general controls.

forvss
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Audit scope, approach, and timeline

Planning and risk
assessment

March to June 2026

* Planning our visit and

developing our understanding of

the entity

* Documenting systems and
control and performing
walkthroughs

 Risk identification and
assessment

. Q-Ensidering proposed
&xrounting policies and
ounting treatments

. I%;Ieloping our audit strategy
ardl planning the audit work to

be performed including the
approach to be adopted to
rebuild assurance following the
disclaimer of opinions that have
been issued in the prior years.

 Agreeing timetable and
deadlines

* Preliminary analytical review
» Determination of materiality

» Undertake planning work for our
vfm responsibilities

Interim

July to August 2026

Documenting systems and
controls

Performing walkthroughs
IT general controls testing
IT application controls testing

Reassessment of our audit
strategy (and revising if
necessary)

Early substantive testing of
transactions

Commence testing of opening
balances as part of the
rebuilding assurance strategy

Collate evidence to support our
VFM work, including obtaining
key documents and confirming
our understanding of
arrangements in place, including
consideration of whether a
significant weakness in
arrangements exists

Fieldwork

September to December
2026

» Executing our strategy, starting
with significant risks and other
higher-risk areas

* Receiving and reviewing the
draft financial statements

» Complete remaining audit work

required as part of the rebuilding

strategy

» Confirm our understanding of
VEM arrangements, including
determining any identified
significant weaknesses,
including participation in the
firm’s Consistency Panel
process

Communication
January 2027

» Communicating progress and
any issues arising

» Clearance meeting(s)

» Communication of identified
significant weaknesses as
appropriate throughout the audit

» Confirm outcome of rebuilding
work and its impact on our audit
report

Completion
January 2027

« Final review of financial
statements, and disclosure
checklist

* Final partner review

» Agreeing the content of the letter
of representation

* Preparing our auditor’s report,
including our VFM exception
reporting

* Reporting to the Audit
Committee

» Subsequent events procedures

* Signing our auditor’s report
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Audit risks and other significant matters

Significant risks

In this section, we have set out the significant and enhanced audit risks we have identified and our planned response. If we identify additional risks or change our risk assessment during our audit, we will
report this to you. Refer to Appendix A for definitions. We have also set out in this section of the report any other significant matters that we consider should be brought to your attention.

Revenue recognition

29¢ abed

Management override of
controls

For Middlesbrough Council we see the risk of fraud in revenue recognition as being
principally in relation to fees and charges income

Management at various levels within an organisation are in a unique position to
perpetrate fraud because of their ability to manipulate accounting records and
prepare fraudulent financial statements by overriding controls that otherwise appear
to be operating effectively.

The unpredictable in the ways in which such override could occur means we identify
a significant risk of management override of controls on our audit.

We will address this risk by carrying out a range of substantive procedures including:

 testing significant grants and capital receipts recorded around year end to ensure
they have been recognised in the appropriate year;

+ testing year end receivables; and

» obtaining direct confirmations of year-end bank balances and testing the
reconciliations to the ledger.

In line with our methodology, we plan to address the management override of
controls risk by carrying out audit work on:

» accounting estimates;
* journal entries; and

 significant transactions outside the normal course of business or otherwise
unusual.
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Audit risks and other significant matters

Significant risks

Valuation of property, plant
and equipment

€9¢ abed

The financial statements contain material entries on the balance sheet as well as
material disclosure notes in relation to the Council’s holding of property, plant and
equipment (PPE).

Although the Council employs valuation experts to provide information on valuations,
there remains a high degree of estimation uncertainty associated with the
(re)valuations of property, plant and equipment due to the significant judgements and
number of variables involved.

We will:

critically assess the Council’s arrangements for ensuring that land and buildings
valuations are reasonable and not materially misstated;

critically assess the basis of valuations, using third party trend data where
appropriate, as part of our challenge of the reasonableness of the valuations
provided by valuers;

consider the competence, skills and experience of the valuers and the
instructions issued to the valuers;

substantively test revaluations, including critically reviewing the Council’'s own
consideration of assets not revalued in the year and why they are not materially
misstated; and

where necessary, perform further procedures on individual assets to ensure the
basis of valuations is appropriate.
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Audit risks and other significant matters
Significant risks

Valuation of the net defined The financial statements contain material pension entries in respect of the retirement ~ We will:

benefit pension liability benefits. » o i
« critically evaluate the Council’s arrangements relevant controls for making

The calculation of these pension figures, both assets and liabilities, can be subject to estimates in relation to pension entries within the financial statements; and
significant volatility and includes estimates based upon a complex interaction of

actuarial assumptions. This results in an increased risk of material misstatement. CEIEMEE (e TEEEENERENEss @) e EIETS ESSImpians izt WieEmii S

made in the financial statements, using an expert commissioned by the National
Audit Office;

+ critically assess the competency, objectivity and independence of the Actuary;

+ liaise with the auditors of the Pension Fund to gain assurance that the overall
IAS19 procedures and controls in place at the Pension Fund are operating
effectively;

¥9¢ abed

» compare assumptions to expected ranges, using information provided by the
consulting actuary engaged by the National Audit Office; and

« agree data in the Actuary’s valuation report for accounting purposes to the
relevant accounting entries and disclosures in the Council’s financial statements.

forvss
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Audit risks and other significant matters
Enhanced risks

Debtors' impairment At 31 March 2025, the Council disclosed an impairment of debtors' allowance We will:

allowance totalling £28.4m as an area of estimation uncertainty. » ; ; ) L ;
« critically review the Council’s calculation of its impairment of debtors’ allowance;

and

assess whether disclosures are in line with the Code of Audit Practice, including
any exemptions relevant to non-contractual debt.

Gog obed
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Re-building assurance

Background
A range of factors have led to delays in local authority financial reporting and audit over a number of years. Legislation passed by government in 2024, the Accounts and Audit (Amendment) Regulations
2024, addresses the backlog by introducing a series of ‘backstop dates’ by when local authorities or similar bodies must publish financial statements, even if the audit is not completed.

On 3 March 2026, we disclaimed our opinion on the Council’'s 2024/25 financial statements. This followed on from disclaimed opinions issued previously in respect of the Council’s 2023/2024 accounts.
We issued a disclaimer of opinion because there was not sufficient time to complete all required audit procedures in advance of the backstop date to enable us to form an opinion on the financial
statements. As a result, we do not have assurance over all opening balances for the 2025/26 financial statements. This absence of assurance relating to previous years presents particular challenges in
relation to reserve balances as these reflect transactions posted in earlier years, including transactions which maintain the split between usable and unusable reserves that is required to comply with the
local authority financial reporting framework. We have summarised in the table below the opinions we have issued since the Amendment Regulations came into effect.

Q
Opinions issued since The Accounts and Audit (Amendment Regulations) came into effect

Kinancial Year Opinion Type Date of Opinion Commentary

o)}

O 202324 Disclaimed 28 February 2025 Insufficient time to complete all required audit procedures due to lack of assurance over opening balances.

Predecessor auditor disclaimed 2022/23 and 2021/22 accounts in December 2024.

Insufficient time to complete all required audit procedures. We planned to complete a balance sheet audit but

AN OIS ETEE ST AV were unable to finish the planned audit procedures.

Rebuilding assurance

‘Rebuilding assurance’ is the term used by the National Audit Office (‘NAQ’) in guidance issued to auditors in the form of Local Audit Reset and Recovery Implementation Guidance (LARRIGs), and
describes the process whereby auditors can, usually over more than one audit cycle, return to a position where an unmodified opinion on the financial statements can be issued. Our overall approach to
re-building assurance has been developed in line with the LARRIGs and fully complies with the Code of Audit Practice and International Standards on Auditing (UK).

The nature and extent of procedures required to re-build assurance depends on the specific circumstances in place at each entity and the outcome of a detailed risk assessment process which
considers factors at both the entity level and the financial statement level over the periods covered by our disclaimed opinions.
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Re-building assurance

Our planned work on the financial statements for 2025/26

The focus of our work in 2025/26 will be on:

» specific in-year transactions recognised in the Comprehensive Income and Expenditure Statement;

» the in-year application of statutory accounting requirements in the Movement in Reserves Statement; and

» closing balances as at 31 March 2026 for key elements of net assets and net liabilities on the Balance Sheet.

We have determined that we should focus on these areas as they will support the rebuilding of assurance in subsequent years. We will continue to work with Management to develop our timetable and
strategy for rebuilding assurance in 2026/27 and future years in line with guidance issued by the National Audit Office.

The table below sets out the planned timeline based on our current understanding and the latest available guidance.

]
Yrzar 1 2023/24 Year 2 2024/25 Year 3 2025/26 Year 4 2026/27 Year 5 2027/28

Bz ckstop date: 28 February 2025 Backstop date: 27 February 2026 Backstop date: 31 January 2027 Backstop date: 30 November 2027 Backstop date: 30 November 2028

No}'pening balances assurance for No opening balances assurance for No opening balances assurance for Partial opening balance sheet Opening balance assurance for
balance sheet balance sheet balance sheet assurance balance sheet
No income and expenditure testing No income and expenditure testing No income and expenditure testing Income and expenditure testing Income and expenditure testing

No prior year assurance for use of Partial assurance for use of reserves
No assurance for use of reserves No assurance for use of reserves No assurance for use of reserves reserves
Partial closing balance sheet audit Partial closing balance sheet audit Closing balance sheet audit Closing balance sheet audit Closing balance sheet audit
Disclaimed opinion (opening Disclaimed opinion (opening Disclaimed opinion (opening Disclaimed opinion (comparator Modified audit opinion
balances) balances) balances) CIES)
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Materiality

We consider the gross revenue expenditure of the Council to be the key focus of the users of the
financial statements. We have therefore determined our initial materiality levels using gross revenue
expenditure as the benchmark.

We expect to set financial statement materiality as 2% of gross revenue expenditure.

Based on currently available information from the prior year accounts we anticipate setting our
financial statement materiality and performance materiality at the levels set out in the table adjacent.

We will continue to monitor materiality throughout our audit to ensure it is set at an appropriate level.

We;gll accumulate misstatements identified during our audit that are above the reporting threshold
setxtit in the table adjacent, i.e., any misstatements that we identify that are above the reporting
threshold will be reported to you and management. Any misstatements that we identify that are below
that@mnount would not need to be reported because we expect that the accumulation of such
am&%hts would not have a material effect on the financial statements. If you have any queries about
our reporting threshold, please raise these with me.

Each misstatement above our reporting threshold that we identify will be classified as adjusted
(corrected by management), or unadjusted (not corrected by management). We will report all
misstatements above the reporting threshold to management and request that they are corrected. If
they are not corrected, we will report each misstatement to you as unadjusted misstatements and, if
they remain uncorrected, we will communicate the effect that they may have individually, or in
aggregate, on the financial statements and our audit opinion.

Misstatements also cover qualitative misstatements and quantitative and qualitative misstatements
and omissions relating to the notes of the financial statements.

12

We also consider whether there are any financial statement areas or disclosures where a
misstatement of an amount lower than overall materiality could reasonably be expected to influence
the economic decisions of users of the financial statements. Our assessment of the financial
statements and/or disclosures to which this applies and the specific materiality level we have set is
included in the table below.

2025-26 2024-25
£°000s £'000s

Overall materiality £10,595 £10,595
Performance materiality £5,297 £5,297
Clearly trivial £317 £317
Specific materiality

Officers' remuneration and £50 £50
termination payments

Member allowances £70 £70
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Fees

Audit fees and other services provided by Forvis Mazars LLP

Our fees (exclusive of VAT) for the audit of the financial statements for the year ended 31 March
2026, and for any non-audit assurance services or other non-audit services provided by Forvis
Mazars LLP in the period, are outlined in the table adjacent.

Our fees are designed to reflect the time, professional experience, and expertise required to
perform our audit.

The proposed fee reflects the scale fee determined by PSAA and information on how the scale
fee is set can be found on PSAA’s website. Where an auditor is required to undertake
substantially more or less work to deliver their responsibilities a fee variation may be proposed
whigis subject to approval by PSAA. Examples compiled by PSAA of circumstances that may
tri@r a fee variation are available on the PSAA website.

D
AnNhreats to our independence arising from the provision of non-audit services and the
ass%iated safeguards we have identified and/ or put in place are set out on the in the ‘Our
independence’ section of this report.

13

2025-26 proposed fee 2024-25 actual fee

Statutory audit work to

comply with the NAO Code £361,966 £208,928 *
of Audit Practice

Total audit fees £361,966 £208,928
Housing Benefits Subsidy £TBC £15.600
Assurance

Teachers’ Pensions £TBC £6,550
Total non-audit fees £TBC £22,150
Total fees £TBC £231,078

*60% of scale fee

forvss
mazars


https://www.psaa.co.uk/appointing-auditors-and-fees/auditor-appointments-and-scale-fees-2023-24-2027-28/2024-25-auditor-appointments-and-audit-fee-scale/additional-information-for-2024-25-audit-fees/5/

Our independence

We are committed to independence and confirm that we comply with the FRC’s Revised Ethical
Standard. In addition, we have set out in this section any matters or relationships that we believe
may have a bearing on our independence or the objectivity of our audit team.

Based on the information provided by you and our own internal procedures to safeguard our
independence as auditors, we confirm that, in our professional judgement, there are no
relationships between us and any of our related or subsidiary entities, and you and your
related entities, that create any unacceptable threats to our independence within the context
of the regulatory or professional requirements governing us as your auditors.

W ve policies and procedures in place that are designed to ensure that we carry out our work
witgntegrity, objectivity, and independence. These policies include:

- D partners and staff are required to complete an annual independence declaration and complete
ﬁnual ethics training,

o
« all new partners and staff are required to complete an independence confirmation,

« rotation policies covering audit engagement partners and other key members of the audit team,
and

» use by managers and partners of our client and engagement acceptance system, which requires
all non-audit services to be approved in advance by the audit engagement partner.

We confirm, as at the date of this report, that Forvis Mazars LLP, the engagement team and
others in the firm as appropriate, are independent and comply with relevant ethical and
independence requirements. However, if at any time you have concerns or questions about
our integrity, objectivity, or independence, please discuss these with me in the first instance.

14

Prior to the provision of any non-audit services, | will undertake appropriate procedures to consider
and fully assess the impact that providing the service may have on our independence as auditor.
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Value for money arrangements

The framework for our money work

We are required to form a view as to whether the Council has made proper arrangements for
securing economy, efficiency and effectiveness in its use of resources. The NAO issues guidance
to auditors that underpins the work we are required to carry out in order to form our view and sets
out the overall criterion and sub-criteria that we are required to consider.

We undertake our VFM work in accordance with the 2024 Code of Audit Practice (the Code). Our
responsibility, under the Code, is to be satisfied that the Council has proper arrangements in place,
and to report in the auditor’s report where we are not satisfied that arrangements are in place.
Where we have issued a recommendation in relation to a significant weaknesses this indicates we
are not satisfied that arrangements are in place. Separately we provide a commentary on the
Council's arrangements in the Auditor’'s Annual Report.

Spesgified reporting criteria

ThCQ ode requires us to structure our commentary to report under three specified criteria:

1. Qnancial sustainability — how the Council plans and manages its resources to ensure it can

ntinue to deliver its services;

2. _governance — how the Council ensures that it makes informed decisions and properly
manages its risks; and

3. improving economy, efficiency and effectiveness — how the Council uses information about
its costs and performance to improve the way it manages and delivers its services.

Additional
risk- based

procedures and
evaluation

Our approach

Our work falls into three primary phases as outlined opposite. We gather sufficient evidence to
support our commentary on the Council ’s arrangements and to identify and report on any Reporting
significant weaknesses in arrangements. Where significant weaknesses are identified, we are
required to report these to the Council and make recommendations for improvement. Such
recommendations can be made at any point during the audit cycle, and we are not expected to wait
until issuing our overall commentary to do so.

15

Obtaining an understanding of the Council’'s arrangements for each
specified reporting criteria. Relevant information sources will
include:

* NAO guidance and supporting information;

* information from internal and external sources including
regulators;

» knowledge from previous audits and other audit work undertaken
in the year; and

* interviews and discussions with staff and members.

Where our planning work identifies risks of significant weaknesses,
we will undertake additional procedures to determine whether there
is a significant weakness.

We will provide a summary of the work we have undertaken and our
judgements against each of the specified reporting criteria as part of
our commentary on arrangements which forms part of the Auditor’s
Annual Report.

Our commentary will also highlight:

 significant weaknesses identified and our recommendations for
improvement; and

» emerging issues or other matters that do not represent significant
weaknesses but still require attention from the Council.
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Value for money arrangements

Identified risks of significant weaknesses in arrangements
The Code of Audit Practice and Auditor Guidance Note 03 issued by the NAO require us to carry out work at the planning stage to understand the Council’s arrangements and to identify risks that significant

weaknesses in arrangements may exist.

We have not fully completed our planning and risk assessment work, the table on the next slide outlines the risks of significant weaknesses in arrangements that we identified in previous years. In addition, as
part of the previous year’s financial statement work, we identified and reported concerns around the Council’s interpretation of the CIPFA Code relating to capital accounting which needed to be addressed.
Our planning and risk assessment work will consider whether the issues identified lead to concerns about the Council’s arrangements for preparing Code compliant financial statements given the continuing
gaps in capacity in the finance team and other changes in the team.

We will report any further identified risks to the Audit Committee on completion of our planning and risk identification work.

2/ obed
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Value for money arrangements

Our work to follow-up on previous recommendations
As part of our audit work in previous years, we identified significant weaknesses in the Council’s arrangements. The table below sets out the significant weaknesses identified, our previous recommendations
and the work we intend to carry out as part of our 2025/26 audit.

Previously identified significant weakness in arrangements Relevant reporting criteria Our 2024-25 recommendations Planned procedures for 2025-26

Our work will include reviews of:

* budget setting reports, including the application

for exceptional financial support;
The Council should continue to strengthen the

;JU approach to budget setting to ensure assumptions © [oUEEER mEhl S M
Tlﬁ%Council is still reliant on EFS to set a balanced budget. Financial sustainability remain data driven and realistic, and planned * outturn reports

NG sa\clilngsk are subject ’;o a detailed delivery plans updated medium term financial plans:

~ and risk assessmen

w

» continuous improvement plan; and

* links between MTFP and other plans, for
example, people strategy.
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Value for money arrangements

Our work to follow-up on previous recommendations (continued)

Previously identified significant weakness in arrangements Relevant reporting criteria Our 2024-25 recommendations Planned procedures for 2025-26

The Council’'s DSG deficit has increased in 2024/25 from £14

million to £22 million. Based on current Council projections as at

Semtgmber 2025, the deficit will increase to £55 million in the next

th@ years. The DSG deficit is an indicator of a significant risk to

fin@cial sustainability because the Council does not have

sufiient usable reserves to cover the potential expenditure

negded. The Council has introduced mitigation arrangements and

has plans to improve arrangements further but in September 2025 Financial sustainability
the Director of Finance warned Members that the growing deficit

posed a threat to the Council’s overall financial position.

We therefore consider there to be a significant weakness in
arrangements to achieve financial sustainability, particularly in
relation to how the Council plans to bridge its funding gaps and
plans its finances to support the sustainable delivery if services in
accordance with strategic and statutory priorities

18

The Council should continue to implement
initiatives to:

improve prevention and early intervention;

transform provision and reduce costs while
maintaining standards; and

identify funding to offset high needs spend.

We will review the current position on the DSG
deficit considering the latest national guidance and
local actions.
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Value for money arrangements

Our work to follow-up on previous recommendations (continued)

Previously identified significant weakness in arrangements Relevant reporting criteria Our 2024-25 recommendations Planned procedures for 2025-26

A new Council Plan 2024-27 has been developed which Review:
articulates the Mayor’s four priorities and outlines the approach The Council should ensure the Mayor’s priorities - updated Council plan and performance
that will be taken to address those priorities. Our work, however, : are clearly linked to the strategic workplan and itoring:
. o . . _ Improving the 3 Es i ) monitoring;
identified a lack of evidence of a clear link between the Council feed down into detailed, measurable targets and _ _
PlaiVpriorities in 2024/25, the strategic workplan and the detailed staff performance appraisals. * continuous improvement plan; and
ou,t(%ames and measures reported. * partnership working.
N
N
(@)}
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Appendix A: Other communications
Audit scope and approach

Audit scope Our audit has been planned and will be performed to provide reasonable assurance that the

Our audit approach is designed to provide an audit that complies with all professional requirements. financial statements are free from material misstatement and give a true and fair view. The concept
Our audit of the financial statements will be conducted in accordance with International Standards of materiality and how we define a misstatement is explained in the ‘Materiality’ section of this

on Auditing (UK), relevant ethical and professional standards, our own audit methodology, and in report.

accordance with the terms of our engagement. Our work is focused on those aspects of your
business which we consider to have a higher risk of material misstatement, such as those impacted
by management judgement and estimation, application of new accounting standards, changes of
accounting policy, changes to operations, or areas found to contain material errors in the past.

Audit@pproach

Ourgdit approach is risk-based, and the nature, extent, and timing of our audit procedures are
drive(@primarily by the areas of the financial statements we consider to be more susceptible to
matelNal misstatement. Following our risk assessment where we assess inherent risk factors
(subjalivity, complexity, uncertainty, change and susceptibility to misstatement due to management
bias or fraud), we develop our audit strategy and design audit procedures to respond to the risks we
identify.

If we conclude that appropriately designed controls are in place, we may plan to test and rely on
those controls. If we decide controls are not appropriately designed, or if we decide that it would be
more efficient, we may take a wholly substantive approach to our audit testing if, in our professional
judgement, substantive procedures alone will provide sufficient appropriate audit evidence.
Substantive procedures are audit procedures designed to detect material misstatements at the
assertion level and comprise tests of detail (of classes of transaction, account balances, and
disclosures), and substantive analytical procedures. Irrespective of our assessed risks of material
misstatement, which takes account of our evaluation of the operating effectiveness of controls, we
are required by UK auditing standards to design and perform substantive procedures for each
material class of transaction, account balance, and disclosure.
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Appendix A: Other communications

Responsibilities

We are appointed to perform the external audit of Middlesbrough Council (the Council) for the year to 31 March 2026. The scope of our engagement is set out in the Statement of Responsibilities of Auditors
and Audited Bodies, issued by Public Sector Audit Appointments Ltd (PSAA) available from the PSAA website: Statement of responsibilities of auditors and audited bodies from 2023/24. Our
responsibilities are principally derived from the Local Audit and Accountability Act 2014 (the 2014 Act) and the Code of Audit Practice issued by the National Audit Office (NAO), as outlined below.

Audit opinion

We are responsible for forming and expressing an opinion on whether the

financial statements are prepared, in all material respects, in accordance with

the CIPFA Code of Practice on Local Authority Accounting.

Our audit does not relieve management or the Audit Committee, as Those

Charged With Governance, of their responsibilities.

The Chief Finance Officer is responsible for the assessment of

Middlesbrough Council’s ability to continue as a going concern. As auditors,

we areypequired to obtain sufficient, appropriate audit evidence regarding, and

concl on:

a) wither a material uncertainty related to going concern exists, and

b) th@appropriateness of the Chief Finance Officer’s use of the going
céMeern basis of accounting in the preparation of the financial
stajgments.

Internal control

Management is responsible for such internal control as they determine necessary
to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

We are responsible for obtaining an understanding of internal control relevant to
our audit and the preparation of the financial statements to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of Middlesbrough Council’s internal control.

Value for money arrangements

Fraud

The responsibility for safeguarding assets and for the prevention and detection of
fraud, error, and non-compliance with law or regulations rests with both you and
management. This includes establishing and maintaining internal controls over
asset protection, compliance with relevant laws and regulations, and the reliability
of financial reporting.

As part of our audit procedures in relation to fraud, we are required to inquire of you
and key management personnel, on their knowledge of instances of fraud, and their
views on the risks of fraud and on internal controls that mitigate those risks.

In accordance with International Standards on Auditing (UK), we plan and perform
our audit to obtain reasonable assurance that the financial statements taken as a
whole are free from material misstatement, whether due to fraud or error. Our audit,
however, should not be relied upon to identify all such misstatements.

Wider reporting and electors’ rights

The 2014 Act requires us to give an elector, or any representative of the elector, the
opportunity to question us about the accounts of the Council and consider
objections made to the accounts. We also have a broad range of reporting
responsibilities and powers that are unique to the audit of local authorities in the
United Kingdom.

We also report to the NAO on the consistency of the Council’s financial statements
with its Whole of Government Accounts (WGA) submission.

We are also responsible for forming a view on the arrangements that

the Council has in place to secure economy, efficiency and
effectiveness in its use of resources.

21
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Appendix A: Other communications
Required communications

This section of our report sets out the matters that we are required to report to you by UK auditing standards, including which form of our communications satisfy, or will satisfy, those requirements.

Required communication Where addressed

Our responsibilities in relation to our audit of the company’s financial statement and the responsibilities of management and those charged with governance. Audit Strategy Memorandum and
engagement letter

The planned scope and timing of our audit, including any limitations (specifically with respect to significant risks and key audit matters, if applicable). Audit Strategy Memorandum
With respect to misstatements: Audit Completion Report
fncorrected misstatements and their effect on our audit opinion;
€Dhe effect of uncorrected misstatements related to prior periods;
% request that any uncorrected misstatement is corrected; and

-o?n writing, corrected misstatements that are significant.

With respect to fraud communications: Audit Completion Report and discussion
at Audit Committee meetings, audit

planning meetings, and audit clearance
« any fraud that we have identified or information we have obtained that indicates that fraud may exist; and meetings

* inquiries with you to determine whether you have knowledge of any actual, suspected, or alleged fraud affecting the company;

« a discussion of any other matters related to fraud.
Significant matters arising during our audit in connection with the entity’s related parties including, when applicable: Audit Completion Report
* non-disclosure by management;
* inappropriate authorisation and approval of transactions;
 disagreement over disclosures;
* non-compliance with laws and regulations; and

- difficulty in identifying the party that ultimately controls the entity.
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Appendix A: Other communications
Required communications

Required communication Where addressed

Significant findings from our audit, including: Audit Completion Report

* our view about the significant qualitative aspects of accounting practices, including accounting policies, accounting estimates, and financial statement
disclosures;

« significant difficulties, if any, encountered during our audit;

* significant matters, if any, arising from our audit that were discussed with management or were the subject of correspondence with management,
« written representations that we are seeking;

n-expected modifications to our auditor’s report; and

ther matters, if any, significant to the oversight of the financial reporting process or otherwise identified during our audit that we believe are relevant to
hose charged with governance in the context of fulfilling their responsibilities.

Si%ificant deficiencies in internal controls identified during our audit. Audit Completion Report

V\ﬁ%re relevant, any issues identified with respect to authority to obtain external confirmations or inability to obtain relevant and reliable audit evidence from Audit Completion Report
other procedures.

Audit findings regarding non-compliance with laws and regulations where the non-compliance is material and believed to be intentional (subject to compliance  Audit Completion Report and Audit
with legislation on tipping off) and inquiry of you into possible instances of non-compliance with laws and regulations that may have a material effect on the Committee meetings
financial statements that you may be aware of.

With respect to going concern, events or conditions identified that may cast significant doubt on the company’s ability to continue as a going concern, Audit Completion Report
including:

» whether the event or condition constitutes a material uncertainty;
» whether the use of the going concern assumption is appropriate in the preparation and presentation of the financial statements; and

* the adequacy of related disclosures in the financial statements.

forvss
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Appendix A: Other communications
Required communications

Required communication Where addressed

Communication regarding our system of quality management, compliant with ISQM (UK) 1, developed to support the consistent performance of quality audit Audit Strategy Memorandum (the
engagements. To address the requirements of ISQM (UK) 1, our firm’s system of quality management team completes, as part of an ongoing and iterative communication adjacent satisfies this
process, key steps to assess and conclude on our firm’s system of quality management, including: requirement)

* ensuring there is an appropriate assignment of responsibilities;
« establishing and reviewing quality objectives each year, ensuring our firm’s quality objectives align with our strategies and priorities;

« identifying, reviewing, and updating quality risks each quarter, taking into consideration multiple input sources (such as FRC/ ICAEW review findings,
—Oternal monitoring findings, findings from our firm’s root cause analysis and remediation functions, etc.);

cmyjentifying, designing, and implementing responses to strengthen our firm's internal control environment and overall quality; and
-I%valuating our quality responses and remediating control gaps or deficiencies.

V\%erform an evaluation of our system of quality management on an annual basis. We publish the details of our annual evaluation, and our conclusion, in
our Transparency Report, which can be accessed on our website at: https://www.forvismazars.com/uk/en/who-we-are/corporate-publications/transparency-

reports.
We are required to communicate certain matters to you which include, but are not limited to, significant difficulties, if any, that are encountered during our Audit Completion Report, discussion at
audit. Such difficulties may include: Audit Committee meetings, and audit

* significant delays in management providing information that we require to perform our audit; SElEE S

» an unnecessarily brief time within which to complete our audit;

« extensive and unexpected effort to obtain sufficient, appropriate audit evidence;

* unavailability of expected information;

* restrictions imposed on us by management; and

 unwillingness by management to make or extend their assessment of the company’s ability to continue as a going concern when requested.

We will highlight to you on a timely basis should we encounter any such difficulties (if our audit process is unduly impeded, this could require us to issue a
modified auditor’s report).
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Appendix A: Other communications
Definitions

Materiality

25

182 abed

An expression of the relative significance or importance of a particular matter in the context of the financial statements as a whole. Misstatements in the financial statements are
considered to be material if they could, individually or in aggregate, reasonably be expected to influence the economic decisions of users based on the financial statements.

We determine materiality for the financial statements as a whole (overall materiality) using a benchmark that, in our professional judgement, is most appropriate to the company. We also
determine an amount less than materiality (performance materiality), which is applied when we carry out our audit procedures and is designed to reduce to an appropriately low level the
probability that the aggregate of uncorrected and undetected misstatements exceeds overall materiality. Further, we set a threshold above which all misstatements we identify during our
audit (adjusted and unadjusted) will be reported to you (reporting threshold). Judgements on materiality are made in light of surrounding circumstances and are affected by the size and
nature of a misstatement, or a combination of both. Judgements about materiality are based on a consideration of the common financial information needs of users as a group and not on
specific individual users.

An assessment of what is material is a matter of professional judgement and is affected by our perception of the financial information needs of the users of the financial statements. In
making our assessment we assume that users:

* have a reasonable knowledge of business, economic activities, and accounts;

* have a willingness to study the information in the financial statements with reasonable diligence;

« understand that financial statements are prepared, presented, and audited to levels of materiality;

* recognise the uncertainties inherent in the measurement of amounts based on the use of estimates, judgement, and consideration of future events; and
* will make reasonable economic decisions based on the information in the financial statements.

We consider overall materiality and performance materiality while planning and performing our audit based on quantitative and qualitative factors. When planning our audit, we make
judgements about the size of misstatements we consider to be material. This provide a basis for our risk assessment procedures, including identifying and assessing the risks of material
misstatement, and determining the nature, timing and extent of our responses to those risks. We revise materiality as our audit progresses should we become aware of information that would
have caused us to determine a different amount had we been aware of that information at the planning stage.

The overall materiality and performance materiality that we determine does not necessarily mean that uncorrected misstatements that are below materiality, individually or in aggregate,
will be considered immaterial.
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Appendix A: Other communications

Definitions
Significant risk A risk that is assessed as being at or close to the upper end of the spectrum of inherent risk, based on a combination of the likelihood of a misstatement occurring and the magnitude of
any potential misstatement. A fraud risk is always assessed as a significant risk (as required by UK auditing standards), including management override of controls and revenue
recognition.
Enhanced risk An area with an elevated risk of material misstatement at the assertion level, other than a significant risk, based on factors/ information inherent to that area. Enhanced risks require

additional consideration but do not rise to the level of a significant risk. These include but are not limited to:

* key areas of management judgement and estimation uncertainty, including accounting estimates related to material classes of transaction, account balances, and disclosures but

U which are not considered to give rise to a significant risk of material misstatement; and
Q
% * risks relating to other assertions and arising from significant events or transactions that occurred during the period.
Stadard risk A risk related to assertions over classes of transaction, account balances, and disclosures that are relatively routine, non-complex, tend to be subject to systematic processing, and
% require little or no management judgement/ estimation. Although it is considered that there is a risk of material misstatement, there are no elevated or special factors related to the

nature of the financial statement area, the likely magnitude of potential misstatements, or the likelihood of a risk occurring.

Key audit matter A matter that, in our professional judgment, was of most significance in our audit of the financial statements of the current period. Key audit matters include the most significant
assessed risks of material misstatement (whether due to fraud or error) we identified, including those which had the greatest effect on our overall audit strategy, the allocation of
resources in our audit, and directing the efforts of our engagement team.

It is important that you understand and have the opportunity to discuss with us why something is being communicated as a key audit matter and the way it is described. This report
highlights which of the significant and other risks are expected, at this stage, to be determined as key audit matters. It should be noted, however, that other audit areas may be
determined as key audit matters during our audit.
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Appendix A: Other communications
Definitions

Key audit partner  (a) An individual who is eligible for appointment as a statutory auditor and who is designated by our firm for a particular audit engagement as being primarily responsible for carrying
out the statutory audit on behalf of our firm.

(b) In the case of a group audit, any of the following: (i) an individual who is eligible for appointment as a statutory auditor and who is designated by our firm as being primarily
responsible for carrying out the statutory audit of the consolidated accounts of the group on behalf of our firm; (ii) an individual who is eligible to conduct the audit of the accounts of
any subsidiary undertaking determined by us to be a ‘material subsidiary’ and who is designated as being primarily responsible for that audit.

(c) An individual who is eligible for an appointment as a statutory auditor and who signs the audit report.

€g¢ abed
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Appendix B: Current year updates, forthcoming accounting & other issues

HM Treasury changes to non-investment asset valuation

Code of Practice on Local Authority Accounting in the United Kingdom 2025/26 (the “Code”)

Following a thematic review of non-current asset valuations for financial reporting in the public sector, HM Treasury has made a number of changes to its requirements for the valuation frequency, valuation
methodology and classification of non-investment property assets. The changes are effective from 1 April 2025 as set out in the 2025-26 Code and include:

* achange to the requirements regarding revaluation frequency. Rather than adhering to paragraph 34 of IAS 16 which requires an asset to be revalued whenever its carrying value differs materially from its
current value, entities will be required to revalue assets on a quinquennial basis, i.e. every five years, supplemented by annual indexation in the intervening years. This requirement can be adhered to either
as part of a full revaluation or as part of a rolling programme. The Code requires bodies to use the best index available to them. Should management determine that there is no appropriate index to use,
then the quinquennial valuation is supplemented by a valuation in the third year;

» revaluations carried out prior to 2025/26, in line with former requirements of the Code, remain valid throughout the transition period (being 1 April 2025 to the date the next revaluation is due for a given
a_%set). During the transition period, the maximum period between revaluations must not exceed five years; and

. & requirement to consider indicators of impairment under IAS 36 remains, so management will still be required to undertake an annual assessment of whether there are indicators of impairment, and
Were these are present, it may be necessary to undertake valuations outside of the 5-yearly valuation programme.
N
Whi& management will no longer need to consider annually whether it is necessary to revalue non-investment assets, they will need to be satisfied that they have appointed a suitably qualified valuer to
undertake the valuation of assets whenever they fall due either as part of a full valuation or a rolling programme. If local indices are used, management will need to have sufficient evidence to demonstrate
these indices are appropriate and relevant to the entity’s circumstances, and to provide this evidence to the auditor.
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Appendix B: Current year updates, forthcoming accounting & other issues

Effective for accounting periods beginning on or after 1 January 2027

IFRS 18 Presentation and Disclosure in Financial Statements

The standard was UK-adopted in December 2025, and the date of incorporation into the Code is not confirmed, though expected to be within the 2028/29 financial year. It is not yet confirmed what
interpretations and adaptations HMT will determine are necessary for implementation in the public sector. We have provided an outline of the main changes arising from IFRS 18 as unadapted and without
interpretation and will provide an update on the expected impact on the Council as and when detail is available as to when and how the standard is incorporated into the Code.

IFRS 18 Presentation and Disclosure in Financial Statements (IFRS 18) is a new standard that replaces IAS 1 Presentation of Financial Statements. The new standard aims to increase the comparability,
transparency and usefulness of information about companies’ financial performance. It introduces three key new requirements focusing on the presentation of information in the statement of profit or loss and
enhancing certain guidance on disclosures within the financial statements.

New categories and subtotals for inclusion within the statement of profit or loss
* Income and expenses are to be classified into three new defined categories: operating, investing and financing, in addition to the income taxes and discontinued operations categories.

» All companies are to present new defined subtotals — operating profit and loss, and profit or loss before financing and income taxes.

New reporting requirements on Management Performance Measures (MPMs)
« YNew requirements are introduced for management-defined performance measures (MPMs), which may also be called Alternative Performance Measures (APMs). These are described as subtotals of
¢Q income and expenses that an entity: (a) uses in public communications outside financial statements; (b) uses to communicate to users of financial statements management’s view of an aspect of the
® financial performance; and (c) are not listed within IFRS 18 or specifically required to be presented or disclosed by another IFRS Accounting Standard.
QAII MPMs are required to be disclosed in a single note in the financial statements setting out:
* an explanation of why the MPM is reported; and
» areconciliation to a directly comparable GAAP measure within IFRS 18 or another IFRS Accounting Standard.

Enhanced requirements for aggregation & disaggregating information
* Enhanced requirements are set out for the aggregation and disaggregation of items based on similar and dissimilar characteristics. Items that have dissimilar characteristics must be disaggregated
when the resulting information is material. Guidance is also included on how to describe items within the financial statements, requiring an entity to label items presented or disclosed as ‘other’ only if a
more informative label cannot be found.

* New guidance is provided on whether information should be reported in the primary financial statements or the notes. This includes guidance on presentation and disclosure of expenses classified in the
operating category, alongside introducing more prescribed requirements for an entity that classifies expenses by function as well as the requirement to disclose expenses by nature in a single note for
certain amounts - depreciation, amortisation, employee benefits, impairment and write-downs of inventories.

Many principles and requirements have been brought forward from IAS 1 to IFRS 18 such as frequency of reporting, comparative information, offsetting, capital disclosures and the requirements for the
statement of financial position and for the statement of changes in equity.
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Contact Follow us

Forvis Mazars LinkedIn
'\P":r't";efirkham X (Twitter)

Tel: +44 (0)7747 764529

mark.kirkham@mazars.co.uk Facebook

Instagram

Find out more at
www.forvismazars.com/uk
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Forvis Mazars is the brand name for the Forvis Mazars Global network (Forvis Mazars Global Limited) and its two independent
members: Forvis Mazars, LLP in the United States and Forvis Mazars Group SC, an internationally integrated partnership operating in
over 100 countries and territories. Forvis Mazars Global Limited is a UK private company limited by guarantee and does not provide
any services to clients. Forvis Mazars LLP is the UK firm of Forvis Mazars Group.

Visit forvismazars.com/global to learn more about the global network.

© Forvis Mazars 2026. All rights reserved.

forvss
mazars


https://www.forvismazars.com/global
https://www.linkedin.com/company/forvis-mazars-in-the-uk/
https://twitter.com/ForvisMazarsUK
https://www.facebook.com/people/Forvis-Mazars-in-the-UK/61560389972395/
https://instagram.com/ForvisMazarsUK/
http://www.forvismazars.com/uk

A l -\ i

Audit Strategy Memorandum - DRAFT

Teesside Pension Fund — Year ending 31 March 2026 %
-]
June 2026 )
T
£ 3

orV.
‘mazag



Audit Committee
Middlesbrough Council
PO Box 500
Middlesbrough
TS19FT

June 2026

| am pleased to present our Audit Strategy Memorandum (“ASM”) for Teesside Pension Fund for the
year ended 31 March 2026. This document will be presented at the Audit Committee meeting in
June 2026. If you would like to discuss any matters in more detail, please contact me on
Mark.Kirkham@mazars.co.uk

This report provides an overview of the planned scope and timing of our audit, including the
signifighnt and enhanced audit risks we have identified. In addition, as it is a fundamental
requ@dment that we are, and are seen to be, independent of Teesside Pension Fund this report also
sun‘ﬁ%rises our considerations and conclusions on our independence.

Two%y communication with you is key to a successful audit and is important in:
* r€@0hing a mutual understanding of the scope of our audit and our respective responsibilities;
« sharing information to assist each of us with fulfilling our respective responsibilities;
« providing you with constructive observations arising during our audit; and
 ensuring that we gain an understanding of your attitude and views in respect of the risks facing
the Pension Fund which may affect our audit, including the likelihood of those risks materialising
and how they are monitored and managed.

This report, which we have prepared following our initial planning discussions with management,
facilitates a discussion with you on our audit approach. We welcome any questions, concerns, or
input you may have on our approach.

Providing a high-quality service is extremely important to us and we strive to provide technical
excellence with the highest level of service quality, together with continuous improvement to exceed
your expectations.
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During the meeting, we would be grateful for your views/ knowledge on the following specific matters:
» whether you have identified any other risks (business, laws & regulation, fraud, going concern,
etc.) that may result in material misstatements in the financial statements; and
« if there are any matters that you consider warrant particular attention during our audit and/ or any
areas where you would like additional procedures to be undertaken.

Subject to our prior written agreement or as required by any applicable law or regulation, this report
is considered confidential and is intended solely for the Audit Committee and should not be disclosed
to any other party, used or quoted for any other purpose.

Yours faithfully,

Mark Kirkham
Forvis Mazars LLP

Forvis Mazars LLP — The Corner, Bank Chambers, 26 Mosley Street, Newcastle upon Tyne, NE1 1DF. Tel:: +44 (0) 191 383 6300 — Fax +44 (0) 191 383 6350 — www.forvismazars.com/uk
Forvis Mazars LLP is the UK firm of Forvis Mazars Global, a leading global professional services network. Forvis Mazars LLP is a limited liability partnership registered in England and Wales with registered number OC308299 and with its registered office at 30 Old Bailey, London, EC4M
PAU. Registered to carry on audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our audit registration can be viewed at www.auditregister.org.uk under reference number C001139861. VAT number: GB 839 8356 73
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Audit scope, approach, and timeline

Planning and risk
assessment

April 2026

Interim

April 2026

Fieldwork Communication
October — January 2027 January 2027

Completion
January 2027

 Planning our visit and * Documenting systems and
developing our understanding of controls
) G » Performing walkthroughs

° (DEEIIMETIHE] EEETS En * IT general controls testing
* Reassessment of our audit

C | and performing
wgKthroughs
strategy (and revising if

. Rgﬁidentification and necessary)

assessment ry
. C%éidering Soreass « Use of data analytics
aqgunting policies and « Early substantive testing of
accounting treatments transactions

» Developing our audit strategy
and planning the audit work to
be performed

» Agreeing timetable and
deadlines

* Preliminary analytical review

» Determination of materiality

» Executing our strategy, starting » Communicating progress and * Final review of financial
with significant risks and other any issues arising statements, and disclosure

higher-risk areas . Clearance meeting(s) checklist

» Use of data analytics (where
applicable)

* Communication of identified ° (Al pEGTEr e

significant weaknesses as
appropriate throughout the audit

» Agreeing the content of the letter

* Receiving and reviewing the of representation

draft financial statements . o
 Preparing our auditor’s report

* Reporting to the Audit
Committee

» Subsequent events procedures

« Signing our auditor’s report
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Audit risks and other significant matters

Significant risks

In this section, we have set out the significant and enhanced audit risks we have identified and our planned response. If we identify additional risks or change our risk assessment during our audit, we will
report this to you. Refer to Appendix A for definitions. We have also set out in this section of the report any other significant matters that we consider should be brought to your attention.

Management override of
controls

o
Q

Va%tion of investments
within level 3 of the fair

valggnierarchy
(&)

Management at various levels within an organisation are in a unique position to
perpetrate fraud because of their ability to manipulate accounting records and
prepare fraudulent financial statements by overriding controls that otherwise appear
to be operating effectively.

The unpredictable way in which such override could occur means we identify a
significant risk of management override of controls on our audit.

As at 31 March 2025 the fair value of investments classified within level 3 of the fair
value hierarchy was £2,057m. The values included in the accounts are based on
those provided by investment managers, updated by the Pension Fund for cash
movements, where the most recently available information from fund managers is at
a date prior to the year end.

Level 3 assets are those assets where values are based on unobservable inputs,
and consequently the estimation uncertainty for these assets is more significant than
for assets valued at level 1 and 2.

In line with our methodology, we plan to address the management override of

controls risk by carrying out audit work on:

* accounting estimates;

* journal entries; and

 significant transactions outside the normal course of business or otherwise
unusual.

We plan to address this risk by completing the following additional procedures on a

sample basis:

»  Compare book cost/holdings from fund manager reports to the global custodian’s
report and consider explanations for any material differences ;

» agree valuations included in the Pension Fund’s underlying financial systems to
the most up-to date supporting documentation at the time of audit including
investment manager valuation statements and cash flows for any adjustments
made to the investment manager valuation;

» agree the investment manager valuations to audited accounts or other
independent supporting documentation, where available;

» where audited accounts are available, check that they are supported by an
unmodified opinion;

» review the valuation methodologies and accounting policies in audited financial
statements and challenge of the fund manager, where required; and

* where available, review independent control assurance reports to identify any
exceptions that could present a risk of material misstatement in the Pension
Fund’s financial statements.
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Materiality

We consider the net investment assets to be the key focus of the users of the financial statements.
We have therefore determined our initial materiality levels using the market value of investment
assets reported to the Teesside Pension Fund March 2026 Committee as the benchmark.

We expect to set financial statement materiality as 1% of Net investment Assets

Based on currently available information, we anticipate setting our financial statement materiality and
performance materiality at the levels set out in the table adjacent.

Additionally, we expect to set a materiality threshold of 10% of benefits payable for auditing the fund
account. As set out in the table below, based on a month 12 trial balance provided by management in
April 2026.

We will continue to monitor materiality throughout our audit to ensure it is set at an appropriate level.

We \Eaccumulate misstatements identified during our audit that are above the reporting threshold
set 8Qin the table adjacent, i.e., any misstatements that we identify that are above the reporting
thresq%ld will be reported to you and management. Any misstatements that we identify that are below
that unt would not need to be reported because we expect that the accumulation of such

amo would not have a material effect on the financial statements. If you have any queries about
our reporting threshold, please raise these with me.

Each misstatement above our reporting threshold that we identify will be classified as adjusted
(corrected by management), or unadjusted (not corrected by management). We will report all
misstatements above the reporting threshold to management and request that they are corrected. If
they are not corrected, we will report each misstatement to you as unadjusted misstatements and, if
they remain uncorrected, we will communicate the effect that they may have individually, or in
aggregate, on the financial statements and our audit opinion

Misstatements also cover qualitative misstatements and quantitative and qualitative misstatements
and omissions relating to the notes of the financial statements.
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2025-26 2024-25
£000s £000s

Overall materiality
Performance materiality

Clearly trivial

Overall materiality — Fund
Account

Performance materiality — Fund
Account

£61,173
£36,703

£1,835

£20,637

£12,383

£55,770
£27,885

£1,673

£20,048

£10,024
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Fees

Audit fees and other services provided by Forvis Mazars LLP

Our fees (exclusive of VAT) for the audit of the financial statements for the year ended 31 March
2026, and for any non-audit assurance services or other non-audit services provided by Forvis
Mazars LLP in the period, are outlined in the table adjacent.

Our fees are designed to reflect the time, professional experience, and expertise required to
perform our audit.

The proposed fee reflects the scale fee determined by PSAA and information on how the scale
fee is set can be found on PSAA’s website. Where an auditor is required to undertake
substantially more or less work to deliver their responsibilities a fee variation may be proposed
whichGh subject to approval by PSAA. Examples compiled by PSAA of circumstances that may
trigiga fee variation are available on the PSAA website.

o
Any fpeats to our independence arising from the provision of non-audit services and the
assd&@ted safeguards we have identified and/ or put in place are set out on the in the ‘Our
indefl&dence’ section of this report.
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2025-26 proposed fee 2024-25 actual fee

Audit Work £120,098 £117,860
Additional Fees TBC £59,356
Total fees TBC £177,216
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Our independence

We are committed to independence and confirm that we comply with the FRC’s Revised Ethical Standard. In addition, we have set out in this section any matters or relationships that we believe may have a
bearing on our independence or the objectivity of our audit team.

Based on the information provided by you and our own internal procedures to safeguard our independence as auditors, we confirm that, in our professional judgement, there are no
relationships between us and any of our related or subsidiary entities, and you and your related entities, that create any unacceptable threats to our independence within the context of the
regulatory or professional requirements governing us as your auditors.

We have policies and procedures in place that are designed to ensure that we carry out our work with integrity, objectivity, and independence. These policies include:
« all partners and staff are required to complete an annual independence declaration and complete annual ethics training,
« all new partners and staff are required to complete an independence confirmation,
* rafgjion policies covering audit engagement partners and other key members of the audit team, and
» (€Q by managers and partners of our client and engagement acceptance system, which requires all non-audit services to be approved in advance by the audit engagement partner.
We t%\firm, as at the date of this report, that Forvis Mazars LLP, the engagement team and others in the firm as appropriate, are independent and comply with relevant ethical and

indeg®ndence requirements. However, if at any time you have concerns or questions about our integrity, objectivity, or independence, please discuss these with me in the first instance.
KN
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Appendix A: Other communications
Audit scope and approach

Audit scope

Our audit approach is designed to provide an audit that complies with all professional requirements.
Our audit of the financial statements will be conducted in accordance with International Standards
on Auditing (UK), relevant ethical and professional standards, our own audit methodology, and in
accordance with the terms of our engagement. Our work is focused on those aspects of your
business which we consider to have a higher risk of material misstatement, such as those impacted
by management judgement and estimation, application of new accounting standards, changes of
accounting policy, changes to operations, or areas found to contain material errors in the past.

Audit approach

Our aydit approach is risk-based, and the nature, extent, and timing of our audit procedures are
drivenﬁmarily by the areas of the financial statements we consider to be more susceptible to
mategh misstatement. Following our risk assessment where we assess inherent risk factors
(subje@vity, complexity, uncertainty, change and susceptibility to misstatement due to management
bias offdaud), we develop our audit strategy and design audit procedures to respond to the risks we
identif}s

If we conclude that appropriately designed controls are in place, we may plan to test and rely on
those controls. If we decide controls are not appropriately designed, or if we decide that it would be
more efficient, we may take a wholly substantive approach to our audit testing if, in our professional
judgement, substantive procedures alone will provide sufficient appropriate audit evidence.
Substantive procedures are audit procedures designed to detect material misstatements at the
assertion level and comprise tests of detail (of classes of transaction, account balances, and
disclosures), and substantive analytical procedures. Irrespective of our assessed risks of material
misstatement, which takes account of our evaluation of the operating effectiveness of controls, we
are required by UK auditing standards to design and perform substantive procedures for each
material class of transaction, account balance, and disclosure.
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Our audit has been planned and will be performed to provide reasonable assurance that the
financial statements are free from material misstatement and give a true and fair view. The concept
of materiality and how we define a misstatement is explained in the ‘Materiality’ section of this
report.

Management and our experts

Management makes use of experts in specific areas when preparing the Pension Fund’s financial
statements. We also use experts to assist us to obtain sufficient appropriate audit evidence on
specific items of account.

Item of account Management’s expert

Disclosure Notes on funding arrangements
and actuarial present value of promised Hymans Robertson
retirement benefits

NAO consulting actuary,
PwC.

Forvis Mazars Valuation

Investment Properties Knight Frank
team
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Appendix A: Other communications
Audit scope and approach

Service organisations

International Auditing Standards (UK) (ISAs) define service organisations as third party organisations
that provide services to the Pension Fund that are part of its information systems relevant to financial
reporting. We are required to obtain an understanding of the services provided by service
organisations as well as evaluating the design and implementation of controls over those services.
The table below summarises the service organisations used by the Pension Fund and our planned

audit approach.

Item of account Audit approach

Inggxtment valuations and related
dis¢Psures

w

Inv&dent valuations and related
dis ures

18

Investment Managers

Northern Trust (Fund’s
Custodian)

Substantive testing of in year
transactions and valuation applied to
investments at the year end.

Substantive testing of in year
transactions and valuation applied to
investments at the year end.
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Responsibilities

We are appointed to perform the external audit of Teesside Pension Fund (the Pension Fund) for the year to 31 March 2026. The scope of our engagement is set out in the Statement of Responsibilities of
Auditors and Audited Bodies, issued by Public Sector Audit Appointments Ltd (PSAA) available from the PSAA website: Statement of responsibilities of auditors and audited bodies from 2023/24. Our
responsibilities are principally derived from the Local Audit and Accountability Act 2014 (the 2014 Act) and the Code of Audit Practice issued by the National Audit Office (NAO), as outlined below.

Audit opinion Fraud

We are responsible for forming and expressing an opinion on whether the

financial statements are prepared, in all material respects, in accordance with

the CIPFA Code of Practice on Local Authority Accounting.

Our audit does not relieve management or the Audit Committee, as Those

Charged With Governance, of their responsibilities.

The Director of Finance is responsible for the assessment of Teesside

Pension Fund’s ability to continue as a going concern. As auditors, we are

requiredDb obtain sufficient, appropriate audit evidence regarding, and

conclu@on:

a) wﬁg\era material uncertainty related to going concern exists, and

b) the‘dppropriateness of the Director of Finance’s use of the going concern
ba&é’of accounting in the preparation of the financial statements.

The responsibility for safeguarding assets and for the prevention and detection of
fraud, error, and non-compliance with law or regulations rests with both you and
management. This includes establishing and maintaining internal controls over
asset protection, compliance with relevant laws and regulations, and the reliability
of financial reporting.

As part of our audit procedures in relation to fraud, we are required to inquire of you
and key management personnel, on their knowledge of instances of fraud, and their
views on the risks of fraud and on internal controls that mitigate those risks.

In accordance with International Standards on Auditing (UK), we plan and perform
our audit to obtain reasonable assurance that the financial statements taken as a
whole are free from material misstatement, whether due to fraud or error. Our audit,
however, should not be relied upon to identify all such misstatements.

(€)
Internal control . ] .
Management is responsible for such internal control as they determine necessary Wider reporting and electors’ rights .
to enable the preparation of financial statements that are free from material The 2014 Act requires us to give an elector, or any representative of the elector, the
misstatement. whether due to fraud or error. opportunity to question us about the accounts of the Pension Fund and consider
We are responsible for obtaining an understanding of internal control relevant to objections made to the accounts. This would include an objection ma‘de.to the
our audit and the preparation of the financial statements to design audit procedures accounts of the Pension Fund included in the administering authority’s financial
that are appropriate in the circumstances, but not for the purpose of expressing an statements. We also have a broad range of reporting responsibilities and powers
opinion on the effectiveness of Teesside Pension Fund’s internal control. that are unique to the audit of local authorities in the United Kingdom.
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Required communications

This section of our report sets out the matters that we are required to report to you by UK auditing standards, including which form of our communications satisfy, or will satisfy, those requirements.

Required communication Where addressed

Our responsibilities in relation to our audit of the company’s financial statement and the responsibilities of management and Those Charged With Governance.  Audit Strategy Memorandum
The planned scope and timing of our audit, including any limitations (specifically with respect to significant risks and key audit matters, if applicable). Audit Strategy Memorandum

With respect to misstatements: Audit Completion Report (and follow-up
letter, if required)

« Wcorrected misstatements and their effect on our audit opinion;
e effect of uncorrected misstatements related to prior periods;
. g)request that any uncorrected misstatement is corrected; and
w . -
* @mwriting, corrected misstatements that are significant.

Wig?*espect to fraud communications: Audit Completion Report and discussion

at Audit Committee meeting(s), audit

planning meeting(s), and audit clearance
« any fraud that we have identified or information we have obtained that indicates that fraud may exist; and meeting(s)

* inquiries with you to determine whether you have knowledge of any actual, suspected, or alleged fraud affecting the Pension Fund;

« a discussion of any other matters related to fraud.

Significant matters arising during our audit in connection with the entity’s related parties including, when applicable: Audit Completion Report (and follow-up
: . letter, if required)
* non-disclosure by management;
* inappropriate authorisation and approval of transactions;
« disagreement over disclosures;
* non-compliance with laws and regulations; and

« difficulty in identifying the party that ultimately controls the entity.

forvss
20 mazars



Appendix A: Other communications
Required communications

Required communication Where addressed

Significant findings from our audit, including:

« our view about the significant qualitative aspects of accounting practices, including accounting policies, accounting estimates, and financial statement
disclosures;

« significant difficulties, if any, encountered during our audit;

« significant matters, if any, arising from our audit that were discussed with management or were the subject of correspondence with management;
« written representations that we are seeking;

- ebected modifications to our auditor’s report; and

-&er matters, if any, significant to the oversight of the financial reporting process or otherwise identified during our audit that we believe are relevant to
@Mose Charged With Governance in the context of fulfilling their responsibilities.

Sig@cant deficiencies in internal controls identified during our audit.

N

Where relevant, any issues identified with respect to authority to obtain external confirmations or inability to obtain relevant and reliable audit evidence from
other procedures.

Audit findings regarding non-compliance with laws and regulations where the non-compliance is material and believed to be intentional (subject to compliance
with legislation on tipping off) and inquiry of you into possible instances of non-compliance with laws and regulations that may have a material effect on the
financial statements that you may be aware of.

With respect to going concern, events or conditions identified that may cast significant doubt on the company’s ability to continue as a going concern,
including:

» whether the event or condition constitutes a material uncertainty;
» whether the use of the going concern assumption is appropriate in the preparation and presentation of the financial statements; and

« the adequacy of related disclosures in the financial statements.

21

Audit Completion Report (and follow-up
letter, if required)

Audit Completion Report (and follow-up
letter, if required)

Audit Completion Report (and follow-up
letter, if required)

Audit Completion Report and Audit
Committee meeting(s)

Audit Completion Report (and follow-up
letter, if required)
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Required communications

Required communication Where addressed

Communication regarding our system of quality management, compliant with ISQM (UK) 1, developed to support the consistent performance of quality audit
engagements. To address the requirements of ISQM (UK) 1, our firm’s system of quality management team completes, as part of an ongoing and iterative
process, key steps to assess and conclude on our firm’s system of quality management, including:

* ensuring there is an appropriate assignment of responsibilities;
« establishing and reviewing quality objectives each year, ensuring our firm’s quality objectives align with our strategies and priorities;

« identifying, reviewing, and updating quality risks each quarter, taking into consideration multiple input sources (such as FRC/ ICAEW review findings,
ifikrnal monitoring findings, findings from our firm’s root cause analysis and remediation functions, etc.);

*(@entifying, designing, and implementing responses to strengthen our firm's internal control environment and overall quality; and
. gealuating our quality responses and remediating control gaps or deficiencies.

We@rform an evaluation of our system of quality management on an annual basis. We publish the details of our annual evaluation, and our conclusion, in
ourQ@ansparency Report, which can be accessed on our website at: https://www.forvismazars.com/uk/en/who-we-are/corporate-publications/transparency-
reports.

We are required to communicate certain matters to you which include, but are not limited to, significant difficulties, if any, that are encountered during our
audit. Such difficulties may include:

« significant delays in management providing information that we require to perform our audit;

* an unnecessarily brief time within which to complete our audit;

 extensive and unexpected effort to obtain sufficient, appropriate audit evidence;

« unavailability of expected information;

« restrictions imposed on us by management; and

» unwillingness by management to make or extend their assessment of the ability to continue as a going concern when requested.

We will highlight to you on a timely basis should we encounter any such difficulties (if our audit process is unduly impeded, this could require us to issue a
modified auditor’s report).

22

Audit Strategy Memorandum (the
communication adjacent satisfies this
requirement)

Audit Completion Report, discussion at
Audit Committee meeting(s), and audit
clearance meeting(s)
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Definitions

Materiality

23

60¢ abed

An expression of the relative significance or importance of a particular matter in the context of the financial statements as a whole. Misstatements in the financial statements are
considered to be material if they could, individually or in aggregate, reasonably be expected to influence the economic decisions of users based on the financial statements.

We determine materiality for the financial statements as a whole (overall materiality) using a benchmark that, in our professional judgement, is most appropriate to the company. We also
determine an amount less than materiality (performance materiality), which is applied when we carry out our audit procedures and is designed to reduce to an appropriately low level the
probability that the aggregate of uncorrected and undetected misstatements exceeds overall materiality. Further, we set a threshold above which all misstatements we identify during our
audit (adjusted and unadjusted) will be reported to you (reporting threshold). Judgements on materiality are made in light of surrounding circumstances and are affected by the size and
nature of a misstatement, or a combination of both. Judgements about materiality are based on a consideration of the common financial information needs of users as a group and not on
specific individual users.

An assessment of what is material is a matter of professional judgement and is affected by our perception of the financial information needs of the users of the financial statements. In
making our assessment we assume that users:

* have a reasonable knowledge of business, economic activities, and accounts;

* have a willingness to study the information in the financial statements with reasonable diligence;

« understand that financial statements are prepared, presented, and audited to levels of materiality;

* recognise the uncertainties inherent in the measurement of amounts based on the use of estimates, judgement, and consideration of future events; and
« will make reasonable economic decisions based on the information in the financial statements.

We consider overall materiality and performance materiality while planning and performing our audit based on quantitative and qualitative factors. When planning our audit, we make
judgements about the size of misstatements we consider to be material. This provide a basis for our risk assessment procedures, including identifying and assessing the risks of material
misstatement, and determining the nature, timing and extent of our responses to those risks. We revise materiality as our audit progresses should we become aware of information that would
have caused us to determine a different amount had we been aware of that information at the planning stage.

The overall materiality and performance materiality that we determine does not necessarily mean that uncorrected misstatements that are below materiality, individually or in aggregate,
will be considered immaterial.
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Definitions

Significant risk

Enhanced risk

St rd risk

0lLg ebed

Key audit matter

24

A risk that is assessed as being at or close to the upper end of the spectrum of inherent risk, based on a combination of the likelihood of a misstatement occurring and the magnitude of
any potential misstatement. A fraud risk is always assessed as a significant risk (as required by UK auditing standards), including management override of controls and revenue
recognition.

An area with an elevated risk of material misstatement at the assertion level, other than a significant risk, based on factors/ information inherent to that area. Enhanced risks require
additional consideration but do not rise to the level of a significant risk. These include but are not limited to:

« key areas of management judgement and estimation uncertainty, including accounting estimates related to material classes of transaction, account balances, and disclosures but
which are not considered to give rise to a significant risk of material misstatement; and

* risks relating to other assertions and arising from significant events or transactions that occurred during the period.

A risk related to assertions over classes of transaction, account balances, and disclosures that are relatively routine, non-complex, tend to be subject to systematic processing, and
require little or no management judgement/ estimation. Although it is considered that there is a risk of material misstatement, there are no elevated or special factors related to the
nature of the financial statement area, the likely magnitude of potential misstatements, or the likelihood of a risk occurring.

A matter that, in our professional judgment, was of most significance in our audit of the financial statements of the current period. Key audit matters include the most significant
assessed risks of material misstatement (whether due to fraud or error) we identified, including those which had the greatest effect on our overall audit strategy, the allocation of
resources in our audit, and directing the efforts of our engagement team.

It is important that you understand and have the opportunity to discuss with us why something is being communicated as a key audit matter and the way it is described. This report
highlights which of the significant and other risks are expected, at this stage, to be determined as key audit matters. It should be noted, however, that other audit areas may be
determined as key audit matters during our audit.
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Definitions

Key audit partner  (a) An individual who is eligible for appointment as a statutory auditor and who is designated by our firm for a particular audit engagement as being primarily responsible for carrying
out the statutory audit on behalf of our firm.

(b) In the case of a group audit, any of the following: (i) an individual who is eligible for appointment as a statutory auditor and who is designated by our firm as being primarily
responsible for carrying out the statutory audit of the consolidated accounts of the group on behalf of our firm; (ii) an individual who is eligible to conduct the audit of the accounts of
any subsidiary undertaking determined by us to be a ‘material subsidiary’ and who is designated as being primarily responsible for that audit.

(c) Anindividual who is eligible for an appointment as a statutory auditor and who signs the audit report.

L 1€ abed
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Appendix B: Current year updates, forthcoming accounting & other issues

HM Treasury changes to non-investment asset valuation

Code of Practice on Local Authority Accounting in the United Kingdom 2025/26 (the “Code”)

Following a thematic review of non-current asset valuations for financial reporting in the public sector, HM Treasury has made a number of changes to its requirements for the valuation frequency, valuation
methodology and classification of non-investment property assets. The changes are effective from 1 April 2025 as set out in the 2025-26 Code and include:

» A change to the requirements regarding revaluation frequency. Rather than adhering to paragraph 34 of IAS 16 which requires an asset to be revalued whenever its carrying value differs materially from its
current value, entities will be required to revalue assets on a quinquennial basis, i.e. every five years, supplemented by annual indexation in the intervening years. This requirement can be adhered to either
as part of a full revaluation or as part of a rolling programme. The Code requires bodies to use the best index available to them. Should management determine that there is no appropriate index to use,
then the quinquennial valuation is supplemented by a valuation in the third year.

» Revaluations carried out prior to 2025/26, in line with former requirements of the Code, remain valid throughout the transition period (being 1 April 2025 to the date the next revaluation is due for a given
asset). During the transition period, the maximum period between revaluations must not exceed five years.

*  Therequirement to consider indicators of impairment under IAS 36 remains, so management will still be required to undertake an annual assessment of whether there are indicators of impairment, and
WRSTe these are present, it may be necessary to undertake valuations outside of the 5-yearly valuation programme.

Whilgpmanagement will no longer need to consider annually whether it is necessary to revalue non-investment assets, they will need to be satisfied that they have appointed a suitably qualified valuer to
undegfgke the valuation of assets whenever they fall due either as part of a full valuation or a rolling programme. If local indices are used, management will need to have sufficient evidence to demonstrate
theselndices are appropriate and relevant to the entity’s circumstances, and to provide this evidence to the auditor.

w
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Effective for accounting periods beginning on or after 1 January 2027

IFRS 18 Presentation and Disclosure in Financial Statements

The standard was UK-adopted in December 2025, and the date of incorporation into the Code is not confirmed, though expected to be within the 2028/29 financial year. It is not yet confirmed what
interpretations and adaptations HMT will determine are necessary for implementation in the public sector. We have provided an outline of the main changes arising from IFRS 18 as unadapted and without
interpretation and will provide an update on the expected impact on the Teesside Pension Fund as and when detail is available as to when and how the standard is incorporated into the Code.

IFRS 18 Presentation and Disclosure in Financial Statements (IFRS 18) is a new standard that replaces IAS 1 Presentation of Financial Statements. The new standard aims to increase the comparability,
transparency and usefulness of information about companies’ financial performance. It introduces three key new requirements focusing on the presentation of information in the statement of profit or loss and
enhancing certain guidance on disclosures within the financial statements.

New categories and subtotals for inclusion within the statement of profit or loss
* Income and expenses are to be classified into three new defined categories: operating, investing and financing, in addition to the income taxes and discontinued operations categories.
B companies are to present new defined subtotals — operating profit and loss, and profit or loss before financing and income taxes.

New@eporting requirements on Management Performance Measures (MPMs)
+ (MNew requirements are introduced for management-defined performance measures (MPMs), which may also be called Alternative Performance Measures (APMs). These are described as subtotals of
ipcome and expenses that an entity: (a) uses in public communications outside financial statements; (b) uses to communicate to users of financial statements management’s view of an aspect of the
—fnancial performance; and (c) are not listed within IFRS 18 or specifically required to be presented or disclosed by another IFRS Accounting Standard.

« All MPMs are required to be disclosed in a single note in the financial statements setting out:
+ an explanation of why the MPM is reported, and
+ areconciliation to a directly comparable GAAP measure within IFRS 18 or another IFRS Accounting Standard.

Enhanced requirements for aggregation & disaggregating information
» Enhanced requirements are set out for the aggregation and disaggregation of items based on similar and dissimilar characteristics. ltems that have dissimilar characteristics must be disaggregated
when the resulting information is material. Guidance is also included on how to describe items within the financial statements, requiring an entity to label items presented or disclosed as ‘other’ only if a
more informative label cannot be found.

» New guidance is provided on whether information should be reported in the primary financial statements or the notes. This includes guidance on presentation and disclosure of expenses classified in the
operating category, alongside introducing more prescribed requirements for an entity that classifies expenses by function as well as the requirement to disclose expenses by nature in a single note for
certain amounts - depreciation, amortisation, employee benefits, impairment and write-downs of inventories

Many principles and requirements have been brought forward from IAS 1 to IFRS 18 such as frequency of reporting, comparative information, offsetting, capital disclosures and the requirements for the
statement of financial position and for the statement of changes in equity.
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Forvis Mazars

Mark Kirkham

Engagement Lead
Mark.Kirkham@Mazars.co.uk
Tel: +44 (0)113 394 5315
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Forvis Mazars is the brand name for the Forvis Mazars Global network (Forvis Mazars Global Limited) and its two independent
members: Forvis Mazars, LLP in the United States and Forvis Mazars Group SC, an internationally integrated partnership operating in
over 100 countries and territories. Forvis Mazars Global Limited is a UK private company limited by guarantee and does not provide
any services to clients. Forvis Mazars LLP is the UK firm of Forvis Mazars Group.

Visit forvismazars.com/global to learn more about the global network.

© Forvis Mazars 2026. All rights reserved.
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This document was classified as: OFFICIAL

Cath Andrews

Theme Report Authors 25/06/26 23/07/26 03/09/26
01/10/26 29/10/26 17/12/26 28/01/27 25/02/27 24/03/27 29/04/27 |first meeting 27/28
Governance, Risk and control Health and Safety Annual Assurance report A Johnstone
Governance, Risk and control Complaints annual assurance report A Johnstone
Governance, Risk and control Z{(ijsdlieasnsri\:glr:skssurance report expanded to include an overview on progress made in A Johnstone
Governance, Risk and control :\illsiﬁ-syear Risk Update expanded to include an overview on progress made in addressing A Johnstone
Governance, Risk and control Senior Information Risk Owner (SIRO) annual report A Johnstone
Governance, Risk and control Overview of Risks within the Strategic Risk Register — rolling programme from LMT leads | Various / A Johnstone
Governance, Risk and control Annual Assurance Report on Partnership Governance A Johnstone
Governance, Risk and control Annual Assurance Report on Decision Making C Benjamin / A Wilson
Governance, Risk and control Annual Assurance Report on Business Continuity A Johnstone
Governance, Risk and control Local Code of Corporate Governance A Johnstone
Governance, Risk and control Annual Assurance Report HR N Finnegan
Governance, Risk and control Performance Management assurance report A Johnstone
Governance, Risk and control P and Project Framework assurance report A Johnstone
Governance, Risk and control Outcome of the review of Internal Audit Services A Humble
Governance, Risk and control }E\f;\;\;ia\::nses:sraor;cbeurde;;t:r;‘%lﬁliigg\s’?caer;(;ee:mund revenue and capital budgets and the A Humble
Governance, Risk and control Annual Assurance report on actions taken to reduce the likelihood of fraud J Weston
Governance, Risk and control Annual review of the effectiveness of Internal Audit Service A Humble
Governance, Risk and control Corporate Governance urance policy, fr and i ion plan A Johnstone
8 Governance, Risk and control Annual Update on Failure to Prevent Fraud legislation J Weston
m Governance, Risk and control Role and Recuritment of an Independent Member J Weston
w Financial and governance reporting Prudential Indicators and Treasury Management Mid-Year Review J Weston
) Financial and governance reporting Prudential Indicators and Treasury Management Outturn Report 2025/26 J Weston
Financial and governance reporting Final Statement of Accounts J Weston
Financial and governance reporting Treasury Management Report J Weston
Financial and governance reporting Letter of Representation on the Accounts from the Director of Finance J Weston
Financial and governance reporting Draft Statement of accounts including AGS jov::::gse/ A
Financial and governance reporting Annual Review of Financial Procedure Rules Compliance J Weston
Financial and governance reporting Annual Procurement Report C Walker
Financial and governance reporting Annual Review on Financial Procedure Rules Compliance J Weston
Financial and governance reporting Update to Committee on Comparative Reserves Performance H Dalby
Internal Audit Head of Internal Audit Annual Report and Counter Fraud Annual Report S Cutts / J Dodsworth
Internal Audit Internal Audit Progress Report and Counter Fraud Progress Report S Cutts / J Dodsworth
Internal Audit Internal Audit Future Year Consultation Report S Cutts
Internal Audit Internal Audit and Counter Fraud Work Programme 2027/28 S Cutts / J Dodsworth
Internal Audit Head of Internal Audit Annual Report and Counter Fraud Annual Report 2027/27 S Cutt / J Dodsworth
External Audit Audit Strategy Memorandum for Teesside Pension Fund/Middlesbrough Council Thomas Backhouse /

Z| Wa)| epuaby

External Audit

Progress report — Forvis Mazars

Cath Andrew

External Audit

Pension Fund Audit Progress Report — Forvis Mazars

Thomas Backhouse
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External Audit

Forvis Mazars Auditors Annual Report

Cath Andrew

External Audit

Forvis Mazars — Audit Completion Report (backstop is end jan - may need special)

Cath Andrew

External Audit

Audit Completion report for the Pension Fund (deadline end of Jan - may need a special)

Thomas Backhouse

Accountability

Annual review of the Committee’s effectiveness

A Johnstone

Accountability

Draft Annual Report of the Committee

A Johnstone

Misc Audit Committee work programme A Johnstone
Mi Ad hoc attendance and reporting as necessary by LMT members to set out reasons why :
isc I " . Various
significant audit actions have not been delivered
Governance, Risk and control Training progamme for Audit Committee Members (June) and then progress reports as J Weston /A
necessary Johnstone

Committee ask from 11 December 2025 meeting

If not addressed, committee require an update from the Chief Officer who has not ensured
information is supplied to auditors to enable them to complete an audit on no recourse to
public funds audit

TBC - Stuart Cutts to
advise

gl ¢ abed

Deadline for final audited accounts is 30 January 2027 for 2025/6 accounts

Deadline for final audited accounts is 30 November 2027 for 2026/7 accounts

The meeting in diaries at the moment will likely be too early and may need a special meeting booked in or the February date moved
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