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AUDIT COMMITTEE

Date: Thursday, 25 July 2024
Time: 2.00 p.m.
Venue: Mandela Room, Town Hall

AGENDA
Welcome and Fire Evacuation Procedure
Apologies for Absence
Declarations of Interest
Minutes - Audit Committee - 14 March 2024
Health and Safety Annual Assurance Report 2023
Annual Report of the Senior Information Risk Owner (SIRO)
Risk Management: Annual Assurance Report 2023/24

Middlesbrough Council - Value for Money Report 2021/22 and
2022/23

Middlesbrough Council - Audit Strategy Memorandum
2023/24

Teesside Pension Fund - Audit Strategy Memorandum
2023/24

Corporate Governance Improvement Plan and Section 24
Action Plan Progress Report

Veritau Internal Audit and Counter Fraud Work Programme
2024/25

Audit Committee Forward Work Programme

Any other urgent items which in the opinion of the Chair, may
be considered.
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Audit Committee 14 March 2024

AUDIT COMMITTEE

A meeting of the Audit Committee was held on Thursday 14 March 2024.

PRESENT: Councillors J Ewan (Chair), J Kabuye (Vice-Chair), | Blades, D Coupe, B Hubbard,
| Morrish (as substitute for Councillor S Platt) and M Storey
PRESENT BY Councillor N Walker, Executive Member for Finance and Governance
INVITATION:
ALSO IN C Cooke, Elected Mayor, Councillor P Storey, Deputy Mayor
ATTENDANCE: P Jeffrey (Internal Auditor) (Veritau), M Thomas (Internal Auditor) (Veritau),
M Rutter (External Auditor) (Ernst Young),
M Kirkham (External Auditor), (Mazars)
R Tebbs (External Auditor) (Ernst Young) - Virtual Attendance
OFFICERS: C Benjamin, G Cooper, N Finnegan, A Glover, L Grabham, C Heaphy,

A Johnstone, S Lightwing and D Middleton

APOLOGIES FOR were submitted on behalf of Councillor S Platt

ABSENCE:

23/26

23/27

23/28

23/29

WELCOME AND EVACUATION PROCEDURE

The Chair welcomed all present to the meeting and read out the Building Evacuation
procedure.

DECLARATIONS OF INTEREST
There were no declarations of interest received at this point in the meeting.
MINUTES - AUDIT COMMITTEE - 1 FEBRUARY 2024

The minutes of the Audit Committee meeting held on 1 February 2024 were submitted and
approved as a correct record.

CORPORATE GOVERNANCE IMPROVEMENT PLAN AND SECTION 24 ACTION PLAN
PROGRESS REPORT

A report of the Mayor was presented that set out the key activities, progress and impact of the
Corporate Governance Improvement Plan and activity in response to the Section 24
recommendations made by the Council’'s External Auditors, since the last report to Audit
Committee.

The activities in the improvement plan comprised ten workstreams, each with a milestone
delivery plan which was monitored and reported monthly to the Leadership Team, the
Independent Improvement Advisory Board and at each full Council meeting.

97% of planned activity had either been delivered or was on-track for delivery in relation to the
Corporate Governance Improvement Plan, with seven planned activities measuring as off-
track.

94% of activity in relation to the Section 24 delivery plan was on-track or had been delivered,
with six activities showing as off-track.

The report set out the detail of the delivery plan activity, alongside supporting measures of
success that were in place to assess the impact of activity.

Reference was made to a request from a Committee Member for copies of minutes of
Middlesbrough Development Company Board Meetings.
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AGREED as follows that:

1. The information provided was received and noted.

2. Audit Committee noted the progress against the Corporate Governance Improvement
Plan and Section 24 Action Plan.

3. Copies of minutes of Middlesbrough Development Company Board Meetings would

be circulated to Committee Members.
BEST VALUE NOTICE - UPDATE

A joint report of the Chief Executive, Director of Finance and Director of Legal and
Governance Services was presented, the purpose of which was set out the content of the
‘Best Value Notice’ issued on 30 January 2024, following the expiry of the existing Notice
which had been issued for a period of 12 months in January 2023.

Since September 2022, the Council has had both a Corporate Governance Improvement Plan
and a Section 24 action plan in place to address the range of governance issues identified in
both plans. In January 2023, government issued a ‘Best Value Notice’ on a non-statutory
footing, which set out government’s concerns in relation to the Council’'s governance. That
notice was in place for 12 months, with clear expectations that should the Council fail to
respond positively to it, intervention would be moved to a statutory footing.

Following the local and Mayoral Elections held in May 2023, the Council’s approach to
improvement was refreshed and in September 2023 that revised improvement plan was
presented to Council, alongside the establishment of an Independent Improvement Advisory
Board which had been put in place to provide guidance and support to the Council on its
improvement journey, as well as provision of an independent view on progress made to date
to Government. Alongside this, there had been regular engagement with government.

The above had resulted in the Council being able to work effectively with the

Department for Levelling Up, Housing and Committees for the last 12 months to provide it with
assurance around the range of improvement measures it had put in place. This progress had
been acknowledged by government and reflected in the wording of the refreshed ‘Best Value
Notice’ which would continue to operate on a non-statutory footing for the next 6 months. The
notice set out that government expected the Council to:

. “Continue to work with the Independent Improvement Board established in
Middlesbrough to support the council to deliver the council’s locally lead improvement
strategies, organisational transformation and to monitor progress of the application of the
improvement board recommendations and delivery of improvements against the serious
concerns highlighted by the external auditor, published in July 2022, around governance
arrangements, and cultural and governance issues further investigated in the CIPFA review
published in September 2022.

. Continue in your efforts to deliver against your agreed action plan, accepted at full
Council on 30 November 2022, at pace and to meet the set milestones and success
measures established.

. Continue in your efforts to implement cultural change, particularly in relation to the
relationships between officers and members, and that this will be an important continuing
focus of the Independent Improvement Board.

. Work with the Department as you deliver on your Best Value requirement to secure
the financial recovery and return to financial sustainability through setting a balanced 3-year
MTFP over the period to 2026/27.”

In relation to transformation, the Chief Executive explained that he would be writing to
Members within the next few weeks and a series of briefings would be held over the next
month. The language used was often complex and it was vital to ensure a full understanding
of the programme and what it was trying to achieve. Transformation was a big issue and
defining services that could be delivered in a different way. Sometimes using better process
and technology would give a better outcome for residents at a better cost. The Department of
Levelling Up, Housing and Communities (DLUHC) had indicated that the Council needed to
work on areas and initiatives cross-party, and aim to get a more unanimous approach to
budget setting next year.
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AGREED as follows that the:

1. information provided was received and noted.

2. revised ‘Best Value Notice’ that had been issued by government, following the
expiration of the previous notice that was issued in January 2023 was noted.

REVIEW OF CONTRACTS AWARDED UNDER EXEMPTION FROM CONTRACT
PROCEDURE RULES

A report of the Director of Finance was presented, the purpose of which was to provide the
Committee with assurance in relation to the Council’s compliance with the Public Contract
Regulations 2015 specifically in relation to those contracts that had been awarded subject to
an exemption from the Council’'s Contract Procedure Rules (CPRs)/Standing Orders (SOs).

Exemptions were allowed under specific circumstances as set out in the CPRs/SOs in
exceptional circumstances, details of which were provided at paragraph 4.7 below. The report
provided a summary of the Council’s activity in regard to exemptions submitted and approved
under the Council’s standing Order rule 5 (in accordance with the previous contract procedure
rules). To report on the current status of those exemptions and any issues arising from their
approval.

In compliance with the section 24 recommendation made by EY in August 2023, a full review
of live contracts that had been awarded subject to an exemption from CPRs has been
undertaken. This identified the status of those contracts and sought to provide assurance to
the Committee that the Council’'s procurement practices were in accordance with Contract
Procedure rules and compliant with the Public Contract Regulations.

Details of the number of contracts awarded subject to exemptions from CPRs since April
2021, and any contracts awarded with exemptions prior to that date which were still live were
included in a table in the submitted report at paragraph 5.1. The table indicated that 4% of
exemptions received were in query by the Procurement service as a result of this process.
The detail concerning those exemptions was outlined in Appendix 1 to the submitted report,
along with the issue and resulting actions. None of the exemptions in query breached the
Public Contract Regulations 2015 in terms of the total value of expenditure exceeding the
financial limits within the regulations.

In addition, with regard to the two contracts that were let subject to an exemption which had
subsequently been subject to a contract extension, the financial values had been checked and
the total amount fell below the Public Contracts Regulations 2015. The review concluded that
all contracts that had been awarded subject to an exemption were compliant with the financial
thresholds determined under the Public Contract regulations 2015. Members could therefore
be assured that the contract procedure rules in relation to letting contracts subject to
exemptions were robust and compliant with legislative requirements.

Notwithstanding the assurance provided by the review, the Procurement Service had sought
to deliver further improvement to strengthen the governance arrangements around
procurement.

The contract procedures rules were refreshed and approved by Council as part of the
Constitution in September 2023. As a result, authorisation on exemptions had been
strengthened as follows:

. Requests for exemptions up to full contract value of £150,000 would be authorised by
Head of Strategic Commissioning and Procurement.

. Request for exemptions in excess of £150,000 would be authorised by Head of
Strategic Commissioning and Procurement, and the Director of Finance (Section 151 Officer).

. Request to extend a contract that is subject to an exemption will be signed by Head of
Strategic Commissioning & Procurement, Director of Finance and Director of Legal and
Governance (Monitoring Officer).

The authorisation process assured additional due diligence for any extension requests to an
original exemption. No extensions were permitted if the contract values would exceed the
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thresholds set out in the Public Contract Regulations. In addition the guidance stipulated that
exemptions should be for no more than two years, unless there was a defined case which
could demonstrate the value for money for a longer time period.

A clear process had been established for referencing, as prior to submission for signature a
procurement officer would explore all feasible options including the potential for call off from
frameworks, variation of existing contracts etc.

Mandatory training had been provided to all budget holders in which exemptions had been
covered, and the case for exemption to be the exception, rather than the rule, had been re-
iterated to the staff base. Finally, guidance on the staff intranet had been updated in regard to
submission of appropriate forms and associated guidance.

AGREED that the report was received and noted.
PROGRAMME AND PROJECT MANAGEMENT FRAMEWORK ASSURANCE

A report of the Director of Legal and Governance Services was presented, the purpose of
which was to outline the Council’s approach to Programme and Project Management (PPM)
and summarise activity in the past two years and planned developments for 2024 and beyond,
to provide the Committee with assurance that the Council had robust arrangements in place to
support the delivery of its strategic aims and priorities.

The Portfolio Management Office (PMO) had responsibility for the strategic oversight of the
Council’'s portfolio of programmes and projects that were managed within the corporate
Programme and Project Management Framework (PPMF), which was in place to provide a
consistent approach to PPM governance and documentation.

Currently, the PMO had oversight of the corporate portfolio comprising 21 projects, all of
which support the achievement of strategic priorities and which continued to further embed the
PPM framework across the Council, ensuring compliance through monthly project health
checks.

Projects managed within the portfolio were categorised as either Level 1 (the most complex
projects) or Level 2, and their performance was assessed and reported using Red, Amber,
and Green (RAG) indicators that measured how well the project was delivering against
expectations.

The table at paragraph 7 of the submitted report showed a positive increase in the overall
performance status of projects to date (end February 2024) in the last 12 months.

An internal audit of project management arrangements in 2023, determined that a sound
system of governance, risk management and control existed, with internal controls operating
effectively and being consistently applied to support the achievement of objectives in the area
audited. The overall opinion of the controls within the system was ‘Substantial Assurance’ in
relation to project governance arrangements in place to support the Council's strategic
objectives, with a strong commitment to the PPM framework within the Council.

The PPM Framework and documentation had recently been reviewed and refined with the
following minor amendments made to ensure the framework remains fit for purpose:

. Lowering the financial benefits thresholds in the Benefit Complexity Matrix tool, to
ensure any projects delivering savings were prioritised and were given the highest level of
governance and scrutiny.

. A revised and simplified Programme Definition document to ensure a more
appropriate and proportionate level of detail was captured.

. A revised and simplified Level One Business Case to ensure a more appropriate and
proportionate level of detail was captured.

. The development and implementation of ‘An introduction to the Council's PPM
Methodology’ online training module.

. The introduction of monthly project health checks.

A copy of the updated Portfolio, Programme and Project Management Framework: 2024-27
was attached at Appendix 1 to the submitted report.

Page 6



23/33

14 March 2024

The Council was currently mid-way through a corporate governance improvement journey and
was subject to a Best Value notice issued in January 2023, from the Department of Levelling
Up, Housing and Communities (DLUHC).

To respond effectively to the wider governance challenges facing the Council, the Corporate
Governance Improvement Plan was refreshed in September 2023 around two specific
themes: cultural transformation and financial resilience.

An Independent Improvement Advisory Board was established to provide expertise,
challenge, and advice against delivery of the revised governance improvement plan.
Progress against the plan (including the Section 24 improvements), was reported at Board
meetings, as well as each meeting of full Council and Audit Committee. Whilst Government
recognised progress made, due to the seriousness and extent of the issues identified, the
Best Value Notice had been extended for a further six months. Within this timeframe, there
was an expectation to demonstrate traction and progress on development and delivery of the
corporate transformation portfolio.

Successful Council-wide transformation of the organisation was integral to delivering the
Council Plan 2024-27, its Medium-Term Financial Plan, and removal of the Best Value Notice
through development of new approaches to the design of service delivery, driving of improved
controls and efficiencies, and implementation of effective demand management measures as
part of the wider governance improvement arrangements.

The scope, scale and pace of change required over the course of the MTFP would require
building upon these foundations, refining governance and delivery approaches, applying best
practice programme and project management principles in a pragmatic and proportional
manner, and ensuring the PMO had the capability and capacity to deliver effectively. The
Portfolio Management Office (PMO) would play a vital enabling role in the successful delivery
of the Council’'s Transformation Portfolio, and existing priority business as usual programmes
and projects, both directly linked to the achievement of a balanced budget over the next three
years.

A proposal to strengthen the capability and capacity of the PMO was currently under
consideration. To ensure the existing priority projects continued without disruption, it was
proposed that the PMO Manager continued to focus on oversight, assurance and support of
the existing Operational Portfolio, and that additional capacity was created dedicated to the
Council’'s emerging Transformation Portfolio. A proposed structure was included at paragraph
21 of the submitted report. Once new transformation capability and capacity was
implemented and embedded, a review of the PMO structure would be appropriate in
consideration of the Council’s longer-term requirements.

In response to a query from a Member it was clarified that the delivery resource required for
the PMO would be identified in the transformation report to Council.

AGREED as follows that the Audit Committee:

. Approved the revised Programme and Project Management Framework (PPMF)
2024-27.

. Noted internal audit opinion that robust arrangements were in place to govern
programme and project management within the Council.

. Noted project delivery performance over the past year.

. Noted the plans to increase PMO capability and capacity to support delivery of the

Council’'s strategic priorities, aims and emerging Transformation Programme.
HR ASSURANCE PRESENTATION

The Head of Human Resources gave the annual HR Assurance Presentation and provided
information in relation to:

. Employee Health and Wellbeing 2023/24
. Health and Wellbeing Work to Date

. Better Health at Work Award

. Employee Network Groups

. Staff Networks and Support Group
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. Absence Management
. Turnover

With regard to the People Strategy, Health and Wellbeing and Recruitment and Retention, all
the information on the intranet and staff portal would be refreshed.

Members requested further information in relation to sickness absence and the Head of HR
agreed to provide a breakdown of long term and short term absences and reasons for
absence by Directorate.

AGREED as follows that:

1. the information provided was received and noted.

2. further statistical data in relation to employee sickness absence would be provided to the
Committee.

WHISTLEBLOWING POLICY

A report of the Director of Legal and Governance was presented to provide the Audit
Committee with details of the updated Whistleblowing Policy and Procedure. A copy of the
updated document was attached at Appendix 1 to the submitted report.

The Whistleblowing Policy provided a framework for employees and contractors to raise
concerns in a confidential manner about issues happening at the Council. For example,
health and safety risks, criminal or unlawful activity, or activities that could damage the
environment. It set out how concerns could be raised and the protection that people working
for the Council had if they raised an issue.

The existing whistleblowing Policy required review every three years and this policy was the
result of the most recent review. The policy had been reviewed in conjunction with Veritau
and had been developed using their model policy.

Along with the updated policy a dedicated email address had been launched as another
avenue for concerns to be raised. Along with the updated policy a dedicated email address
had been launched as another avenue for concerns to be raised. For those employees who
did not have internet access, a toolbox talk was being developed to deliver the content in a
briefing session. Veritau was also providing some training sessions for managers and an e-
learning module.

AGREED that the updated Whistleblowing Policy and Procedure was received and noted.

LESSONS LEARNED - CORPORATE GOVERNANCE LEARNING FROM STANDARDS
INVESTIGATIONS

A joint report of the Chief Executive and Directors of Finance and Legal and Governance
Services was presented to inform Members of the Audit Committee of the outcome of an
exercise to ensure the Council took the opportunity to learn lessons from standards
complaints that had involved corporate governance issues. These issues arose from
complaints investigations that had not completed by the end of the previous administration in
relation to Elected Members who were not returned to office.

The report identified actions to strengthen Middlesbrough Council’s corporate governance
arrangements. The findings in the report were reflective of the governance concerns identified
within the draft Annual Governance Statement 2020/21 and the External Auditor’s Value for
Money judgement for the same period.

On 3 July 2023, the Council’s Standards Committee considered its quarterly report on code of
conduct complaints. During the life of the last political administration 142 complaints were
received. Ten of these complaints, had not reached a conclusion as at the 2023 local
elections and related to Members who were not re-elected into office.

The report set out the themes of the lessons that had been learned and the action taken as
follows:
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Member Induction and Training

The Council delivered an induction programme offer to members in 2019 that covered the key
corporate governance processes, the differences in roles between officers and members and
member obligations in relation to conduct. This training approach had been scaled back
during austerity to a detailed guide and a series of briefings held in the first few months of
election. While there was, and is, a member training budget, this was relatively small and had
to be used on occasion to cover other costs. The result of this was that levels of knowledge
around processes and roles and responsibilities differed across the cohort of members in
office during that

time. The Democratic Services team did not have the capacity to be able to proactively
engage with Members to ensure they attended training, gather meaningful feedback on
training and put in place a wider programme of training on a cyclical basis to ensure learning
was retained.

As a result of learning from this and as part of the Corporate Governance Improvement Plan,
there had been significant involvement from the Council’'s Organisational Development (OD)
team, who were training specialists. The OD team worked with Democratic Services,
Members and other officers to agree a revised approach to training for those members who
were inducted following the May 2023 local elections.

Additional resourcing had also been identified to fund training and development going forward
to ensure the improved offer was delivered on a cyclical basis. This was agreed by Executive
on 19 July 2023.

This issue was identified by the Council’s External auditors in the 2020/21

Audit Results report, considered by the Committee on 22 July 2022. Annual

Governance Statement actions and delivery of the Corporate Governance Improvement Plan
had included actions to strengthen training of officers and members on a range of topics.

Adherence to roles and responsibilities

Linked to the induction and training issues, a number of the standards complaints alleged that
individuals had not adhered to the remit of their role, either allegedly taking decisions that
exceeded their authority or not followed a proper governance route in order to take a decision
that they had the authority to take.

Improving understanding of roles and responsibilities and the roles and responsibilities of
officers had been a key theme that underpinned the revised member induction programme
and would continue through the delivery of additional training on corporate governance good
practice during 2023/24. There was a detailed Corporate Governance programme in place
which was being delivered to officers. All training materials had also been made available to
Members through the Council’s online training portal and included:

. Principles, Values and the Constitution.
. Procurement Procedure Rules.

. Financial Procedure Rules.

. Programme and Project Management.
. Risk Management.

. Consultation and Engagement.

. Committee Report Writing.

. Decision Making.

. GDPR and Information Governance.

Declarations of Interest

A number of complaints both within the outstanding complaints, and closed complaints during
the last administration related to declarations of interest. Compliance with declarations of
interest was also identified as an issue by the Council’'s External Auditors (EY). Since July
2022, Democratic Services team have conducted regular checks of declarations within
meetings against declarations of interests forms as part of steps to support Members in
compliance with their legal obligations. This had also included cross checking declared
information with Companies House published information. In addition, Members’ induction
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training following the May 2023 elections included refreshed content on the declarations of
interest process.

Member and Officer Relationships

There was a theme in the outstanding complaints around Member and officer relationships
and allegations of poor behaviour. This was an area of concern in the 2020/21 and 2021/22
Annual Governance Statements and also in the 2020/21 Audit Results Report.

Action to address this was undertaken within the Corporate Governance Improvement Plan
that was developed in 2022/23. The refreshed approach to this work, set out in the report to
Council on 5 July 2023, included a programme of work to continue to address the cultural
transformation within the Council across Member to Member and Member to officer
relationships.

AGREED as follows that Audit Committee noted the:

. outcome of lessons to be learned the outstanding code of conduct complaints.

. crossover between issues identified in this report and the Annual Governance
Statements for 2020/21 and 2021/22 (draft), the External Auditors Value for Money judgement
2020/21 and reports Council has considered on the Corporate Governance improvement
journey.

TEESSIDE PENSION FUND AUDIT - UPDATE

The External Auditor provided a verbal update on the status of the Teesside Pension Fund
Audit and the reset of local government audit timelines. It was anticipated that the 2021/2022
audit would be finalised within the next month and the majority of work on 2022/2023 was
completed.

In relation to the Government reset, EY had set three priorities: to focus on Value for Money,
to provide timely information and to ensure that Pension Fund Audits were progressed to
conclusion. If audits were not finished, they could be disclaimed in September 2024 under
current Government guidance. The Value for Money work would be included in the
commentary for the above audits. Potentially EY could issue a disclaimer on the Council’'s
audit, although this was not a final decision.

The Value for Money work was contained within the Statutory Recommendations Report and
this would be included in the commentary for the two audits. This would be issued by the end
of April 2024.

Members voiced concern regarding the potential for EY not to finish the outstanding audits,
especially with a new External Auditor incoming. The Auditor stated that due to the national
reset only 9% of audits had been completed on time. The Government Minister had
implemented backstops and EY were working within the framework and getting 2023/2024
audits on track. The current process was based on past experience and unrelated to the fact
that EY was not continuing as the Council’s Auditor.

AGREED that the information provided was received and noted.
INTERNAL AUDIT AND COUNTER FRAUD PROGRESS REPORT

The Head of Internal Audit presented a report to provide the Audit Committee with an update
on the internal audit and counter fraud work undertaken and information on the outcome of
Veritau’s recent external quality assessment.

The internal audit progress report was at Appendix 1 to the submitted report and included a
summary of current work in progress, internal audit priorities for the year, completed work, and
follow-up of previously agreed audit actions.

Two audits had reached draft report stage since the last progress report to Committee in
December 2023. The findings were currently being discussed with management in order to
agree actions to address the issues identified. Four audits had been finalised since the last
report to Committee. The findings from three of the audits were summarised in Annex C to the
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submitted report. A copy of the audit report on the Council’s acquisition of the former Crown
public house was attached at Appendix 2 to the submitted report.

In relation to counter fraud, the team continued to focus on prevention measures and training,
to ensure employees were alert to the risks and if they suspected fraud, to report it to Veritau.
Between 1 April 2023 and 31 January 2024, the counter fraud team received 93 referrals of
suspected fraud. These referrals covered potential council tax fraud, council tax reduction
fraud, internal fraud, blue badge fraud, and debt evasion issues and were made by members
of staff, the NFI, and the public. Thirty-one investigations had been completed this year and
there were currently twenty cases under investigation. One person had been successfully
prosecuted and four people have received formal warnings for fraud involving the council tax
reduction scheme and council tax discounts.

Investigative work in 2023/24 had identified £55k of loss due to fraud and error. The counter
fraud team supported the Council to recover losses identified as part of investigations.
Counter fraud savings were also tracked by monitoring repayments to the Council and
calculating the value of stopping ongoing frauds. To date £39k of counter fraud savings had
been identified.

The team also supported legal proceedings taken by the Council to recover £300k of
outstanding business rates from a company with substantial commercial property holdings
within Middlesbrough. The case was currently going through the court process.

In relation to the report on acquisition of the former Crown public house the Auditor
commented that the report looked back at events from the previous year and there were a
number of recommendations to assist the Council to learn lessons and put appropriate
processes in place.

Members discussed the issues raised in the report and sought assurance in relation to
responsibility and accountability. The Chief Executive commented that Councillors should be
able to place reliance on the system of internal control. The Council had a duty to ensure that
taxpayers’ money was spent appropriately and that policies for acquisition and disposal of
assets were adhered to.

AGREED that the information provided was received and noted.

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\idd|egbrough

moving forward

Report of:

Director of Legal and Governance Services (Monitoring Officer)

Submitted to:

Audit Committee

Date: 25 July 2024

Title: Health and Safety Annual Assurance Report 2023
Report for: Information

Status: Public

Strategic priority:

Quality of service

Key decision:

No

Why: Not applicable
Urgent: Not applicable
Why: Not applicable

Proposed decision(s)

That the Committee notes the arrangements in place to manage health and safety
within the Council, progress within the last year, and plans to further strengthen those

arrangements.

Executive summary

This report sets out the arrangements in place to ensure the Council meets its legal
obligations in relation to health and safety. The report sets out the Health and Safety
governance framework, actions delivered during 2023 and planned actions for 2024.
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Purpose
1. The purpose of this report is to outline the Council’s approach to health and
safety management and summarise activity in the past year and planned activity

for 2024, in order to provide the Committee with assurance that the Council has
robust arrangements in place, as required by the Health and Safety Act 1974.

Recommendations

2. That the Committee notes the arrangements in place to manage health and safety
within the Council, progress within the last year, and plans to further strengthen
those arrangements.

Rationale for the recommended decision(s)

3. To support the Committee to discharge its responsibility to maintain an
overview of arrangements in place to ensure good governance.

Background and relevant information

4. Health and safety management is the collective responsibility of all elected
members and officers of the Council, with key statutory responsibilities falling
to the Chief Executive and management as the employer.

5. The Council has in place the following governance framework structure to oversee

health and safety, ensure compliance with legal requirements and deliver
ambitions in relation to Health and Safety.

Health and Safety Governance Framework

Health and Safety Plan - three year

Health and Safety Policy

+ x 0

For example: health and safety audits, fire risk assessments, action tracking
and specific plans

Compliance

A

For example: e-learning, classroom learning and supporting

Training
guidance within procedures.

—
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Progress in delivering the Plan during 2023

6. The Health and Safety Plan within the above diagram sets out the Council’s
plans in relation for a three-year period and is supported by an action plan
which is reviewed annually. Progress on these actions is set out below.

7. The digitised health and safety management application (My Compliance)
has continued to be developed and its processes embedded within day-to-
day risk management. The system also now has a built-in legal register
which provides a detailed list of all relevant legal requirements applicable to
the Council’s health and safety management system, this is utilised by the
health and safety team to provide advice and guidance to those service areas
who need it.

8. As a significant level of data has been built up in the system it has enabled
the Council to improve the intelligence it can develop from:

incident reporting and investigation;
health and safety audits;

fire risk assessment; and

action tracking.

9. This has been used to improve understanding of the impact of violent incidents,
unblock systematic issues to improve compliance and increase Officer and
Member visibility and oversight.

10.Regular reviews of underpinning documentation with the governance
framework are undertaken. During 2023 the following procedures were
implemented and or reviewed:

Legal Register implemented.

Health and Safety Policy reviewed.

3-year strategic health and safety plan implemented.

Fire procedure and policy statement implemented.

Noise procedure implemented.

Vibration procedure implemented.

Personal Protective Equipment Procedure implemented.
Respiration Protective Equipment Procedure implemented.
Abusive, Persistent and Vexatious Policy implemented.

11.Reporting content for oversight of health and safety has also been refreshed,
utilising the new capabilities of My Compliance and Power Bl to enable reports
to focus on the lessons to be learned, trends and areas of concern, while
providing assurance as to the robust datasets in place to track health and safety
compliance.

12. A key focus of the team during 2023 has been the implementation of the health
and safety management system, this has ensured that there is a robust system in
place to support staff and Members.

13.The Council continues to deliver training and support to staff to ensure compliance
with health and safety obligations and understanding of roles and responsibilities.
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In addition to the suite of eLearning materials that were already available to all
staff, during 2023:

e Face-to-face incident investigation awareness, evacuation chair and fire
warden courses were delivered to supplement e-learning.

e Face-to-face manual handling and people handling were delivered to
support operational areas.

e elearning resources were refreshed to enhance Manual handling training.

e Personal Safety Train the Trainer course completed by 8 personnel within
the local authority in order to deliver a bespoke package in 2024 onwards.

14. A restructure of the health and safety unit occurred in May 2023 which resulted in
the health and safety unit combining with risk management to create the Risk
and Health and Safety team.

15. Current financial restraints within the local authority meant one post within the
risk and health and safety team has not been filled. This resulted in ownership
for delivery of fire risk assessments from January 2024 moving back to Asset
Management to manage and maintain until such time the post can be filled.

Health and safety activities for 2024

16.During 2024, further work will be undertaken to implement the new strategic
plan for health and safety. This ensures that the Council’s commitment to
continual improvement in health and safety management is delivered.

17.The health and safety unit will continue to monitor and assist in developing
the digital solution linking Power Bl and My Compliance in order to generate
improved intelligence on health and safety incidents. Further work is also
planned for the development of safety training information from
Middlesbrough Learns and PowerBi to further develop business intelligence
available to senior management.

18.The following policies and procedures will be produced, reviewed and
uploaded onto the intranet in line with planned refresh cycles:

Work at height procedure;
Incident management procedure;
Risk assessment procedure;
Manual handling procedure; and
Lone Working Procedure.

19. Service area health and safety audits will be completed in order to further
strengthen the Council’s health and safety arrangements.

20.Review of the management and documented inspections of fire doors within
the Council in conjunction with Asset Management to ensure compliance with
Regulatory Reform Fire Safety Order 2005, BS 9999 (2017) and BS 8214.

21.Development of bespoke Personal Safety training package, to be delivered by
gualified trainers to members and officers to enhance own personal safety
within the local authority.
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22.Underpinning the procedures and training, as set out in the governance
structure, are a series of audits that allow the Council to test compliance with
health and safety good practice. These will continue to be delivered during
the year, outcomes and actions tracked and used to shape future priorities.

23.Internal audit to complete audit in 2024 of Middlesbrough Council’s health and
safety team to check effectiveness of the health and safety management
system which has been implemented throughout the local authority.

Member and Officer Oversight

24.In addition to this annual assurance report to this committee, information on
health and safety compliance is reported on a quarterly basis to:

Departmental teams.

Trade Union representatives.

The Leadership Management Team

The Corporate Health and Safety Steering Group which comprises
Members, Officers and Trade Union representatives.

Other potential decisions and why these have not been recommended
25.Not applicable.

Impact(s) of recommended decision(s)

Financial (including procurement and Social Value)

26.There are no new direct financial considerations in relation to health and safety
management as a result of this report. By having robust plans in place, the
Councilwill mitigate the reputational and financial risks from health and safety
incidents as far as reasonably practicable.

Legal

27.Health and safety management is a part of corporate governance, and the
Councilhas a legal duty to ensure arrangements comply with the requirements of
the Health and Safety Act 1974.

Risk

28.Health and safety management positively impacts on the following risks
within the Council’s risk registers that relate to the management of health
and safety in the workplace:
e SR-05 — Serious accident or death as a result of failure to comply with
health and safety legislation and regulations.
e HSO1 — HS033 — Risks associated with the management of health,
safety and fire within Middlesbrough Council.

Human Rights, Equality and Data Protection
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29.There are no direct implications from this report on equality and diversity.
Climate Change / Environmental

30.Not applicable.

Children and Young People Cared for by the Authority and Care Leavers
31.Not applicable.

Actions to be taken to implement the recommended decision(s)

32.Not applicable.

Appendices

None.

Background papers

Body Report title Date

Corporate Affairs and Health and Safety: Annual Assurance 31 March

Audit Committee Report 2022 2023
Contact: Gary Welch, Strategic Risk and Health and Safety Manager.
Email: Gary Welch@middlesbrough.gov.uk
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Agenda Item 6

MIDDLESBROUGH COUNCIL /\/\iddlesbi rioi Eugh

moving forward

Report of: Head of Governance, Policy and Information
Submitted to: Audit Committee

Date: 25 July 2024

Title: Annual Report of the Senior Information Risk Owner (SIRO)
Report for: Information

Status: Public

Council Plan Delivering Value for Money

priority:

Key decision: Not applicable

Why: Not applicable

Subject to call in?: Not applicable

Why: Not applicable

Proposed decision(s)

That the Audit Committee notes the position in respect of information governance as set
out in the report and the arrangements in place to manage them and considers whether
the information provided is sufficient to provide them with assurance that information
governance arrangements that are in place are sufficient. If the committee is
dissatisfied, it is asked to give direction on the additional information it requires in order
to be assured about the Council’s Information Governance arrangements.

Executive summary

This report sets out arrangements in place to ensure the proper governance of
information within the Council, progress made within the 2023 calendar year, risks and
issues arising, and priorities for 2024. This report provides assurance to the Committee
that information governance (IG) policy and practice within the Council is in line with
legal obligations, and consistent with the principles of good governance.
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Purpose

1.1 To advise the Audit Committee of arrangements in place to ensure the proper

2.

governance of information within the Council, progress made within the 2023 calendar
year, risks and issues arising, and priorities for 2024/5.

Recommendations

2.1That the Audit Committee notes the position in respect of information governance as

3.

set out in the report and the arrangements in place to manage them and considers
whether the information provided is sufficient to provide them with assurance that
information governance arrangements that are in place are sufficient. If the committee
is dissatisfied, it is asked to give direction on the additional information it requires in
order to be assured about the Council’s Information Governance arrangements.

Rationale for the recommended decision(s)

3.1 Consideration of this report supports the Committee in discharging its responsibilities in

4.

relation to corporate governance, which includes information governance.
Background and relevant information

The Information Governance Framework

4.1 The Council must create, protect, manage, share and disclose information in line with a

complex legal framework. This report deals principally with information governance
arrangements relating to the following, and the risks arising from:

Data Protection Act 2018 (DPA);

UK General Data Protection Regulation 2016 (UK GDPR);

Privacy and Electronic Communications Regulations 2003 (as amended);
Environmental Information Regulations 2004 (EIR);

Freedom of Information Act 2000 (FOI);

Regulation of Investigatory Powers Act 2000 (RIPA); and

Protection of Freedoms Act 2012 (PoFA).

4.2 The Council’s activity in this area is largely regulated by the Information

Commissioner’s Office (ICO), with the Investigatory Powers Commissioner’s Office
(IPCO) acting as the regulatory body for RIPA and compliance with the Surveillance
Camera Code of Practice and the relevant provisions of POFA encouraged by the
Biometrics and Surveillance Camera Commissioner.

4.3The Head of Governance, Policy and Information acts as the Council’s Senior

Information Risk Owner (SIRO) / Senior Responsible Officer (SRO) for Biometrics and
Surveillance and RIPA, and is the owner of the Council’s Information Strategy. The
SIRO advises the Chief Executive and the Council’s management team on information
risk, reporting quarterly to the internal risk management group and annually to the
Leadership Management Team and to this Committee.
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4.4The Council has in place an Information Governance Framework (IGF) to ensure
appropriate governance arrangements are in place and policies have been regularly
refreshed prior to their set expiry dates. The diagram below, sets out the current
content of the Council’s Information Governance policy framework.

Information Governance Framework

=T -
1111 =
CrE—) ——’
Public Infi i Physical A )
Data Secure Data Records y y e ysica:
Protection Working A A 365 Email Surveillance and information and Building
What is s - Requests Security
required?
For example: privacy notices, encryption, p ds, records r i hedule, Open Data and employee training.

For ple: data p ion impact data incident management, data dardisation framework,

ECMS, mail, scanning and print, CCTV Code of Practice, RIPA and requests for information.

How will
we do it?

( uideline ( For example: information sharing, redaction, covert surveillance. j

For example: e-learning, briefing sessions, classroom learning and supporting guidance.

The Information Strategy

4.5In 2023 the Leadership Management Team requested an options appraisal on the
potential to combine a number of Council business strategies into a single Operations
Strategy. One outcome of that assessment was a decision that the Information
Strategy should remain separate and be refreshed in 2024. Action is underway to
refresh this strategy in 2024 to ensure that the Council continues to adhere to good
practice in relation to information governance and ensures that its approach to
information governance adapts and reflects to a moving policy and technical
landscape.

4.6 The 2024 refresh will focus on refreshing the assessment of the health of Council data,
identifying improvement transformation required to enable the Council’s delivery of
transformation activity, refreshing the information governance policy framework to
reflect emerging opportunities and risk, for example, opportunities around use of
artificial intelligence and policy safeguards that will need to be put in place.

Data Protection

4.7 A focus for data protection work continues to be around incidents and rights requests.
Other data protection activity over 2023 has involved cyclical reviews and updates to
information sharing agreements and privacy notices.

4.8 Mandatory training compliance has declined to 91% with areas for improvement
identified in Children’s Services, partly due to staff turn-over, and Regeneration
Services, where plans for alternative training approaches for large groups of casual
staff in cultural and creative services are being developed.

Page 21



This document was classified as: OFFICIAL

4.9The final 2 out of 63 recommendations from the 2020 Information Commissioner’s
Officer (ICO) consensual audit of the Council were implemented. Analysis of ICO
published statistics for receipt of any complaints and concerns up to June 2023,
showed Middlesbrough Council ranked 115%" equal out of 118. Within 2023 there were
no complaints or breaches referred to the Council by the ICO and of the 4 reports
made to the ICO about the Council, all were closed with no further action.

Information Security

4.10 The UK Government cyber breaches survey reported in early 2023 found that 32% of
businesses and 24% of charities overall reported breaches or attacks from the last 12
months with that figure increasing to 69% for large businesses. The robust approach to
legally required compliance checks and contracts with suppliers and others continues
to protect the Council from potential significant financial, regulatory, and other legal
risks within our supply chain.

4.11 The table below summarises the number of personal data breaches and ICT/other
security incidents (those involved lost or stolen ICT hardware or physical building
security incidents).

Reporting by Year | Personal data breaches | ICT/other security incidents
2021 100 8

2022 80 19

2023 94 20

4.12 Reported personal data breaches have increased slightly on the previous year, while
ICT/other security incidents have remained in line with the number reported in the
previous year but have changed in nature with the addition of lost/stolen identity
badges and access fobs as a reportable category. Investigations are undertaken into
every report to identify any areas of concern and appropriate actions taken, up to and
including disciplinary action if appropriate, to mitigate any unacceptable levels of risk.

4.13 Six personal data breaches were reported to the ICO in 2023 for the following reasons:

Unauthorised access to records by staff member

Prosecution legal bundle sent to wrong address

Disclosure of identity of person who reported a safeguarding concern
Manager disclosed health data about an employee to their colleague
Sub-contractor of a supplier suffered a cyber-attack

Disclosure of identity of service user to another family

4.14 Key measures that the ICO considered when assessing these breaches were the
existence, and completion, of training relevant to the breach and the existing of
processes that, if they had been followed, would have avoided the breach occurring.

4.15 Following investigation the ICO took no further action on these incidents having been
satisfied that the breaches were contained and the risk to individuals mitigated
appropriately and that the actions were attributable to human error, due to the
existence of robust controls already in place, or due to unauthorised actions of specific
staff members which were addressed with disciplinary investigation/action.
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Cyber Security

4.16 Ransomware and state-sponsored attacks continue to dominate the threat landscape
and in response, all services that the Council hosts internally i.e. within its data centres,
for either residents or staff have now been restricted to only be accessible from the
United Kingdom. There are however a small number of public facing services (such as
the Council’s website) that are exempt, where access is allowed from anywhere, other
than 16 countries that are classed as high-risk, from which all internet traffic is blocked.

4.17 Within the context of rising threat levels globally, the Council continues to maintain a
strong cyber security stance. No systems, services, or information (whether on
premises or in the Cloud) were compromised during the year and all hardware and
software continues to be supported, updated, and patched, in-line with the Council’s
policies.

4.18 All Council staff that have access to corporate devices have now been onboarded into
the Microsoft 365 platform and enrolled for Multi-Factor Authentication, which
enhances Microsoft’s ‘Conditional Access’ service to require additional authentication
when staff are using an unmanaged (personal) device. This is now enabling staff to
realise the benefits and convenience of BYOD (Bring Your Own Device) to access
cloud services, as these security enhancements have also allowed us to externally
publish our new intranet site (hosted on SharePoint) and E-mail for all staff, without any
fear of compromise or data leakage.

4.191n November 2023, the annual test of the ICT Disaster Recovery Plan for its data
centres was successfully completed. No additional technical recommendations were
noted as a result of the test and the annual maintenance schedule for critical
infrastructure components was completed without issue.

4.20 The Council still maintains the highest possible email domain security rating, which is
assessed by the Northeast WARP (Warning Advice and Reporting Point) group.

4.21 A Cyber Security Training Strategy is in development which will ensure that staff are
educated appropriately regarding modern cyber threats and their associated risks and
options for mitigation.

4.22 The Council successfully retained its annual Public Services Network (PSN)
compliance, confirmed in May 2024.

4.23 Atfter further exploration of the 1ISO27001 accreditation, which is a set of standards for
organisations that host services and store data for other organisations, which
Middlesbrough Council does not, it would not be appropriate. ICT Services will however
undertake the government’s new self-assessment programme, CAF (Cyber
Assessment Framework) towards the end of 2024, which aims to compare our cyber
security against industry standards.

4.24 The Local Government Association (LGA) has been invited to conduct a cyber security
exercise in June 2024 to test our business continuity and disaster recovery plans. The
aim of this work is to provide assurance about the reported risk controls that are in
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place to safeguard the Council’s ICT infrastructure, systems, applications, data and will
assess our response. The exercise will involve a phishing campaign and a theoretical
scenario locking staff out of business functions for service user payments. The LGA
provide a report to the Council on areas of weaknesses and strengths together with
recommendations for business continuity and ICT functional improvements.

Records Management

4.25The Council continues to actively review its physical records and the storage and
management options for them. The relocation of Council services to Fountain Court
provided an opportunity in 2022 to further digitise records. The Council continues to
assess records for digitising where there is a business case to do so. The advantage of
digitised records is that their accessibility is increased and there is a reduced amount of
physical storage space required. This is assessed against the costs of digitising.

4.26 Officers from ICT and Information Governance are working collaboratively to ensure
good records management practice is embedded within the project to move to
Microsoft SharePoint.

4.27 The team continue to complete ad hoc data audits where necessary to improve
practice. One audit was completed during 2022 and all actions have been implemented
as a result.

4.28 From time to time the Council will receive a direction to hold documentation for longer
than the planned retention schedule, to support a national inquiry. Since this was last
reported to the Committee, the requirement to retain documentation in relation to the
Independent Inquiry Child Sexual Abuse (IICSA) has been ceased. During 2022 all
councils received a direction to retain certain documentation in relation to Covid-19 by
the UK Covid-19 inquiry.

Surveillance Policy

4.29 The Council continues to operate an integrated Surveillance Policy which sets out how
and when surveillance would be authorised, conducted, reviewed and reported. During
2023 a priority for the team was to further develop training in relation to surveillance to
ensure that key staff understand when they are likely to undertake an action which
should be assessed using this policy and the differences between RIPA and non-RIPA
processes. In line with best practice, the policy was reviewed in December 2023 by the
Executive Member for Finance and Governance. The next review will be undertaken in
December 2024.

Public Information and Information Requests
Subject Access Requests

4.301n 2023, 102 individuals made subject access requests for the data held about them by
the Council. 17 of those requests were for data held in more than one service area,

meaning the number of actual responses provided totalled 128 and of those two thirds
involved service areas in Children’s Services.
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4.310nly 12 service area responses were overdue and only 2 of those were greater than 7
calendar days overdue. The reasons for those delays included problems with
engagement from the requestor to enable provision of the response in an appropriate
and safe manner and delays due to the legal requirement to consult the external
“appropriate health professional” prior to disclosure of medical information held by the
Council.

4.32 Overall, this represents a sustained improvement in the Council’'s compliance with data
protection laws around transparency and access to data in 2023, compared to
performance in 2019 where only 42% of SAR responses were “in time”.

Freedom of Information and Environmental Information Regulations (FOI and EIR)

The following table summarises statutory information requests received by the Council
over the previous two years.

Request Type 2022 2023 % in Volume
time trend
2023

Freedom of Information Act 2000 (FOIA)

FOIA requests | 1266 | 1295 | 88.6% | 1

Environmental Information Regulations 2004 (EIR)

EIR requests | 94 | 70 | 87% | &

Appeals (FOIA and EIR)

Requests to review initial responses 25 20 100% 1T

Appeals to the ICO 3 0 100% 4

% Appeals upheld in MBC'’s favour 60% 60% N/A N/A

Requests under the Freedom of Information Act 2000 increased in volume by 2.29%
during the 2023, compared to 2022. Performance reporting shows an increase in
FOI/EIR compliance with timescales. The Council received a number of complex
information requests regarding key programmes and projects and associated political
decisions. Where there are trends in data requests, the Council continues to look to
publish popular datasets in order to manage demand and reduce the need for the
public to use the FOI/ EIR process. The Council publishes a range of datasets on its
open data website.

Physical Access and Building Security

4.33 The Council has a range of policies and procedures in place which manage building
security and access to Council sites, along with a building manager model. Following a
spate of incidents, recommendations have been made about changes to building
security measures and practices. Subject to the outcomes of any wider building asset
portfolio decisions, further recommendations may be forthcoming. The Council’s Health
and Safety and Data Protection Teams continue to undertake audits of other buildings
which includes testing of physical access policies and controls.
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Priorities Risks and Opportunities for 2024

4.34 The key priority during 2024 will be to review the Information Strategy to ensure that
the operational aims of the Council align with the Strategic vision set by Members and
the organisations direction of travel, in particular in relation to the work on-going around
budget and governance.

4.35That work has already started, and the Information Strategy is in the process of being
re-built around the public sector ‘Information Principles’ — that information is a valued
asset, managed, fit for purpose, standardised and linkable, reused, published, and that
citizens and businesses can access information about themselves.

4.36 The second priority of the organisation will be the successful delivery of transition to
SharePoint. As set out above, SharePoint will transform how the Council stores, shares
and uses data on a day-to-day basis. Information governance considerations are
embedded within the scope of the project to ensure that the benefits of SharePoint are
maximised while ensuring a robust approach to information governance and security.

5. Other potential alternative(s) and why these have not been recommended
5.1 Not applicable — this report is for information only.
6. Impact(s) of the recommended decision(s)

6.1 Financial (including procurement and Social Value)

There are no new direct financial considerations in relation to the topics covered in this
report.

6.2 Legal

Information Governance is governed by UK legislation, regulation, statutory guidance and
case law. This report sets out, at a high level, measures that the Council is taking and
plans to take in order to ensure ongoing compliance with this legal framework.

6.1 Risk

Improved information governance will ensure good risk management. Continued action in
this area will positively impact on the risk within the Strategic Risk Register:

e SR-09 - If the Council’'s Corporate Governance arrangements are not fit for
purpose and appropriate action is not taken to rectify this at pace, this could
result, censure from the Council’s auditors within a public interest report that would
damage the Council’s reputation and/or in government formal intervention including
removal of powers from officers and members and direction of council spend.

6.2 Human Rights, Public Sector Equality Duty and Community Cohesion

Not applicable — this report is for information only.
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6.3 Climate Change / Environmental

Not applicable — this report is for information only.

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

Good information governance has a direct impact on the quality of services provided by
the Council and the safety and security of vulnerable children.

6.7 Data Protection

There are no data protection implications about this specific report for information.
Actions to be taken to implement the recommended decision(s)

Not applicable, as the report advises the Committee and seeks comment. The activity
outlined in the main body of the report will ensure good governance relation to information
governance.

Appendices

None.

Background papers

Body Report title Date

Corporate Audit and Affairs | Annual Report of the SIRO | 08/02/2018

Committee 07/02/2019
06/02/2020
21/04/2021
17/03/2022
16/03/2023

Contact: Ann-Marie Johnstone, Head of Policy Governance and Information

Email: ann-marie_johnstone@middlesbrough.gov.uk
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Report of:

Director of Legal and Governance Services (Monitoring Officer)

Submitted to: Audit Committee

Date: 25 July 2024

Title: Risk Management: Annual Assurance Report 2023/4
Report for: Decision

Status: Public

Council Plan
priority:

Delivering Value for Money

Key decision:

Not applicable

Why:

Not applicable

Subject to call in?:

Not applicable

Why:

Not applicable

Proposed decision(s)

That the Audit Committee notes the position in respect of risk management as set out in
the report and the arrangements in place to manage them and considers whether the
information provided is sufficient to provide them with assurance that risk management
arrangements that are in place are sufficient.
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Executive summary

This report sets out the arrangements in place to ensure the Council meets its legal
obligations in relation to Risk Management. The report sets out the Risk Management
governance framework, actions delivered during 2023 and planned actions for 2024.

Purpose

1.

The purpose of this report is to outline the Council’s approach to risk management,
summarises activity in the past year and planned activity for 2024, to provide the
Committee with assurance that the Council has robust risk management arrangements
in place.

Recommendations

That the Audit Committee notes the position in respect of risk management as set out
in the report and the arrangements in place to manage them and considers whether the
information provided is sufficient to provide them with assurance that risk management
arrangements that are in place are sufficient.

Rationale for the recommended decision(s)

3.

To support the Committee to discharge its responsibility to maintain an overview of
arrangements in place to ensure good governance.

Background and relevant information

4. Risk management is a critical element of corporate governance and is a statutory

requirement for public sector organisations. The council is required to provide for the
health and safety of its elected members, employees, and those that it serves. It has a
duty to ensure effective planning for civil emergencies and is required to protect its
assets and to take steps to minimise losses and liabilities.

Risks must be reduced to an acceptable level, or if possible, eliminated. Robust risk
management will enable the council to effectively discharge its responsibilities and
deliver its various functions. The council is committed to maintaining a systematic and
cost-effective approach to the identification and management of risk that is consistent
with best practice and complies with statutory and audit requirements.

The Council’s approach
Risk Management is the collective responsibility of all elected Members and officers of
the Council. The Council’s approach to Risk Management is articulated by the Risk

Management Framework which was reviewed by Executive in July 2023.

The Council uses risk registers to manage the various risks it identifies. The
overarching risk register is called the strategic risk register. This register captures the
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most significant risks the organisation is exposed to that could impact on its ability to
deliver its strategic priorities which are outlined in the Council Plan.

8. This strategic risk register is underpinned by directorate level risk registers which are
monitored by directors. Within project and programmes, risks are captured using
standardised project documentation which includes risk registers. There are
processes in place to ensure risks are considered either as they are managed during
business-as-usual processes or throughout the life of a project and that they are
escalated and de-escalated as appropriate.

9. In addition to annually reporting the Council’s overall approach on Risk Management
to this Committee, a summary of the Strategic Risk Register is monitored monthly in
performance deck and reviewed every three months by the Leadership and
Management Team.

10. A summary of the current Strategic Risk Register is appended to this report at
Appendix 1.

Risk Management Framework

11. The risk element of the Risk Management Framework:

» defines what Risk Management means to the Council.

= outlines the objectives and benefits of effective Risk Management.

= sets out the different roles and responsibilities held by Members and Officers in
relation to Risk Management.

= articulates the Council’s risk appetite; and

= defines the cycle it uses to manage risk.

12. There are four levels of risk registers within the organisation for business-as-usual
processes, which cover strategic level risks to Heads of Service risks and this
information is held within the Risk Management software tool used by the organisation
(Ideagen) with the appropriate level of ownership allocated to each risk. In addition to
this risk management is embedded within the Council’s Project Management
Framework.

13. The Council’s Risk and Opportunity Management policy sets out in detail how risks are
captured, scored and managed. It uses the following risk appetite for scoring, which
explains the scoring in the Strategic Risk Register which is attached to this report:
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Risk Management - Improvement Plan

A Risk Improvement Plan was developed in March 2023 for the Council to ensure that
it is committed to ensuring its Risk Management practice continues to be effective.
Actions were split into the following areas:

» Risk communication and training — Intranet updates — shared information.
= Strategic risk identification and monitoring — LMT 3 monthly reviews.
» Risk management processes - DMT monthly reviews.

Risk Communication and Training

During 2023, a risk management web page was re-developed with all documentation
being made available via the intranet. There have been improvements made within
the eLearning modules on Middlesbrough Learns. The Risk Management Group is
fully established and meets on a quarterly basis to monitor and manage risk with
internal audit also in attendance.

Risk Identification and Monitoring

Horizon scanning identifies significant emerging risks that the Council should be aware
of and how they impact on the organisation. The information from this is considered
by LMT and the outcome is reflected within risk registers as appropriate. This exercise
is repeated every 6 months.

Statistical analysis of the Council’s insurance claims was undertaken to identify any
risk trends forming and this information was reviewed by the Risk Management Group.

Risk Management Processes

Linkages with Internal Audit have been further strengthened by enabling items to be
placed on the Council’s Risk Management Group agenda and receiving the minutes of
the meetings. The Risk Business Partner now receives all final audit reports and
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19.

20.

21.

reviews them to ensure any actions from internal audits identified are put on to the risk
management software (Ideagen) for monitoring and review. Auditors have access to
the Ideagen to view risks to scope their audits and can contact the Strategic Risk and
Health and Safety Manager or Risk Business Partner should they require any support
with this.

Within the performance monthly report format there is a strategic risk section, risk
performance section and audit section. Guidance is provided for completing risk profile
requests, which service areas utilise to identify what risks they are mitigating within the
Council’s risk registers. The Risk Business Partner checks compliance on the risk
section monthly and provides feedback where required.

Internal Audit of Risk Management

An Internal Audit of the Council’s Risk Management arrangements is programmed to
be completed in 2024, any recommendations received from the audit will be
highlighted to all relevant members and officers when complete.

Risk Management Activities for 2024

During 2024/25, further work will be undertaken to build on progress made in 2023/24
part of the Council’s commitment to continual improvement in risk management
planning. Planned activity includes:

» The Communication and Engagement plan is to be reviewed to identify what work is
being developed and rolled out within directorates to ensure a coordinated
approach.

» Strategic Risk Register review by LMT incorporating any new risks, current controls,
future mitigations, and scoring. Improving compliance with the requirement to
record activity in the system. This is to be completed on a quarterly basis outside
the scope of normal LMT meetings.

» Improvements in the build in Ideagen for Directorates, giving oversight to directorate
leadership teams where there are multiple directors. The Risk Business Partner will
also attend DMT’s on a monthly cycle to improve the focus on risk and business
continuity.

» Review of Risk Management Group membership to include an LMT lead.

» |Increase risk reporting frequency to Audit Committee on risk governance and the
content of the Strategic Risk Register.

= Review of the current risk management software to ensure that it fulfils the Councils
requirements and is best value for money.

Rationale for the recommended decision

22.

To support the Committee to discharge its responsibility to maintain an overview of
corporate governance within the Council, which includes risk management.

Other potential decisions and why these have not been recommended

23.

The Committee could determine that this report is insufficient to provide it with
assurance. lItis the officers view that this is not recommended because the report sets
out in detail the governance arrangements that are in place to ensure good governance
on this matter.
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Impact(s) of recommended decision(s)

Financial (including procurement and Social Value)

24. There are no new direct financial considerations in relation to risk management as a
result of this report. By having robust risk registers in place which are regularly
reviewed at the correct levels ensures that the Council will be better placed to mitigate
against the following:

e financial implications.
e reputational damage.
Benefits arising from robust risk management are as follows:
e health and wellbeing of members, officers, and members of the public.
e informs business decisions.
e enables a more effective use of resources.
e enhances strategic and business planning; and
e strengthens contingency planning.

Legal

25. Risk Management is a part of corporate governance, the proposed activity is
consistent with and will promote the achievement of the Council’s legal duty to achieve
Best Value for Money.

Risk

26. Risk management positively impacts on all risks within the Council’s risk registers,
primarily the risk that the Council fails to achieve good governance.

Human Rights, Equality and Data Protection
27.There are no direct implications from this report on equality and diversity.

Climate Change / Environmental

28.Not applicable.

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

29.Good risk management within Children’s Services and Adult Social Care and Health
Integration directorates will ensure that the correct level of support is given to Children,
Young People and Care Leavers.

Data Protection

30.Risk management arrangements are a critical control in order to ensure compliance
with data protection legislation in particular the availability of personal data to avoid
personal data breaches.

Actions to be taken to implement the decision(s)

Page 34



Action

Responsible Officer

Deadline

Implement the actions laid
out in the plan for 2024/25

Gary Welch

31/03/2025

Appendices

Appendix 1 — Strategic Risk Register

Background papers

N/A

Contact: Gary Welch, Strategic Risk and Health and Safety Manager
Email: gary_welch@middlesbrough.gov.uk
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Strategic Risk Register 2024 as at 16/7/2024 Appendix 1

|Code HRisk Description Original Score Current Score |Target Score Managed By

Failure to set a legal and
balanced annual budget and to
maintain a sustainable Medium
Term Financial Plan (MTFP)

The Council is required to set a
legally balanced revenue budget by
11 March in advance of each
forthcoming financial year. Failure
to achieve this objective will require

II:/Ial!ure' to the s151 Officer to issue a statutory
aintain a . -
SR-01 bal d s114 Notice fo the Council 35 35 21 |Director of Finance
badance d The Council has a best value duty g
udget an to set and maintain a sustainable
MTFP =

and balanced Medium Term
Financial Plan including Impact Impact Impact

maintenance of its reserves

position to demonstrate financial
n ) resilience to be able to respond to
Q unforeseen and complex financial

(o) challenges presented by the wider
D economic environment.

|Current Mitigation Future Mitigation Responsible Officer |Director Target Date

* Responsibility and Accountability for Financial Management Development of balanced 2024/25 Director of Finance @ 11-Mar-2024
. . . Budget and MTFP to 2026/27

reinforced by Accountability Agreements for all Directors

* Monthly budget monitoring, forecasting, and tracking of savings |Refresh of the 2025-26 MTPS process |Andrew Humble D 28-Jul-2024

delivery by Directors with accountability to the Interim CEO - -

through LMT and development and delivery of financial recovery |Failure of the Recover, Reset, Deliver |~ . ¢ b0 oo D 31-Mar-2025

plans to control within approved budget Transformation Portfolio

* Monthly budget challenge sessions chaired by Director of Failure of the Recover, Reset, Deliver

Finance for all Directorates to enable development of insight, Transformation Portfolio to identify Chief Executive D 31-Mar-2025

understanding and wider collaboration of colleagues in orderto  |further savings Director of Finance

address significant financial risks. Monthly budget monitoring to be put in | Director of Children's Care; @ 31-Mar-2024

* Timely briefing of Mayor and Executive Members on significant |place Director of Children's Services

financial challenges with agreement for action.

® Quarterly budget challenge sessions chaired by the Executive

Member for Finance & Governance to engage Executive Monthly budget monitoring to be put in | Director of Adult Social Care and @ 31-Mar-2024

Members. place Health Integration

® Monthly monitoring of income budgets, council tax and business
rates collection rates and debt levels.




® Update MTFP ahead of Council Planning and budget setting
process for 2024/25.

® Implementation of budget management Power Bl dashboard
over Business World financial management system in order to
improve accessibility of financial information for Directors, Heads
of Service and Budget Manager.

*® Implementation and expansion of purchase to pay compliance
dashboards for use by Directors, Heads of Service and Budget
Managers to drive increase in compliant procurement in relation
to retrospective ordering, on vs off contract spend and use of
purchase cards

Code |Risk Description
The risk that demand and cost of
and children’s social care
continues to escalate on the scale
Volatility in the |experienced in 2022/23, is the
demand, single biggest risk to the Councils
02 complexity and |financial viability. More financially
R, cost of sustainable solutions for meeting
Q children’s social |social care needs of children need
Q care. to be secured with urgency to
@ ensure delivery within the approved
w budget for 2023/23.
\l

|Current Mitigation

Children's input
® Weekly activity data through Chat reports/ data

® Moving to monthly financial monitoring

® Development of demand model

Original Score

EE i
[a

Impact

Future Mitigation

Weekly placements panel to be put
place for high cost placements

Current Score

5.

Impact

28

Responsible Officer

Director of Children's Care

|Target Score

Probcbity

Impact

|Director

Review Placements Manager post

Claire Walker

Director of Children's Care;
Director of Children's Services;
Director of Education and

Monthly budget monitoring to be put in
place

Director of Children's Care;
Director of Children's Services

LI

Partnerships

21

Managed By

Director of Children's
Services

Target Date

30-Jun-2023

29-Feb-2024

31-Mar-2024

Code | Risk Description
The potential for underlying
Volatility in the dgma_r]d a:jncf cost plressures to
demand and arise in adult social care presents
SR-03 t of adult” a significant risk to the Council’s
cost cl> aault's | overall financial viability and
social care measures must be put in place to
manage within approved budget.

Original Score

EE i
[a

Impact

Current Score

EE i
[am)

Impact

|Target Score

Managed By

Director of Adult Social
Care and Health
Integration




|Current Mitigation

Future Mitigation

Responsible Officer

|Director

Target Date

Local Government settlement

Budget Management process

Contract management processes

Savings programme in place

Demand model in place

Monthly demand reported to DMT - activity not just finance

Monthly budget monitoring to be put in
place

Director of Adult Social Care and
Health Integration

Develop a demand model, that monitors
performance across activity demand
and unit costing, to understand ‘current
state’.

Samantha Stuart

Director of Adult Social Care and
Health Integration

Develop a forecast model, that uses the
‘current state’ model, to predict activity
demand and financials across Adults
Social Care in the next 1/2/5 years.

Samantha Stuart

31-Mar-2024

30-Sep-2024

30-Nov-2024

|Risk Description

|Code

If the Council took a decision that

Unlawful was unlawful then there is a risk of
SR-04 |decision by the |legal challenge or regulatory action

Council that could damage its reputation
g and its financial position.

Council constitution and supporting policy framework
Corporate policies and procedures

Compliance checks across key areas including HSE, Risk etc,
covering the corporate governance framework

Standard report formats

Statutory officer posts to oversee governance

Annual Governance Statement assessment process

Internal and external audit processes

Refreshed whistleblowing policy

Legal and finance report clearance process

Original Score

Future Mitigation

Refresh the committee report format

Current Score

Responsible Officer

Ann-Marie Johnstone

|Target Score

|Director

Review the report development process

Ann-Marie Johnstone

Complete delivery of the Corporate
Governance Improvement Plan

Ann-Marie Johnstone

Complete delivery of the Section 24
Action plan

Ann-Marie Johnstone

Director of Legal and Governance

Progress report on improvement against
the Best Value Notice by the
independent Board considered by
Council

Ann-Marie Johnstone

Progress report on improvement against
BV notice considered by Executive

Ann-Marie Johnstone

v O 9900

Managed By

Director of Legal and
Governance

Target Date

31-Jul-2023

31-Jul-2023

31-Jul-2024

30-Sep-2024

31-Mar-2024

30-Sep-2024

|Risk Description

|Code

Original Score

Current Score

| Target Score

Managed By




Serious accident
or death
occurred as a
result of failure
to comply with

If a serious accident or death
occurred as a result of failure to
comply with Health and safety

SR-05 legislation and regulations then this

Health and could result in financial and
safety reputational damage and individual
legislation and | Prosecutions of staff.

regulations

|Current Mitigation

Comprehensive suite of Health and Safety policies and
procedures.

Mandatory and complimentary Health and safety training for all
Council staff.

Dedicated HSE Advisor team

Incident investigation system (My Compliance) to learn from
incidents.

HSE intranet page with important HSE information

Audit schedule

HSE steering group

Management System implemented across Council premises.

Impact

Future Mitigation

Fire Safety Management Policy
Statement

Impact

Responsible Officer

Director of Regeneration; Gary
Welch

15

10

|Director

CEO to produce H&S Statement of
Intent for the Council.

Chief Executive; Gary Welch

Risk from reinforced autoclaved aerated
concrete (RAAC) collapsing in
maintained schools or other Council
assets

Director of Regeneration; Richard
Horniman

Chief Executive; Director of Legal
and Governance; Director of
Regeneration

Implementation of service area audits
by the health and safety unit to give
further assurance of sound HSMS within
directorates.

Gary Welch

Chief Executive

Target Date

31-Jul-2023

31-Jul-2023

30-Aug-2024

31-Mar-2025

|Risk Description

[(inije

If the Council is unable to
understand and implement the
requirements of the social care
reform, then it could be non-
compliant with the law, incur
unbudgeted financial pressures,
have adverse inspection outcomes
and as a result be exposed to
reputational damage and budget
pressures.

Understand and
implement the
requirements of
the social care
reform

SR-06

|Current Mitigation

® Project in place with two dedicated staff

® Governance documentation in place etc

Original Score

Impact

Future Mitigation

Current Score

Responsible Officer

10

|Target Score

10

|Director

Director of Adult Social Care and
Health Integration

Managed By

Director of Adult Social
Care and Health
Integration

Target Date

Code |Risk Description

Original Score

Current Score

|Target Score

Managed By \



If the Council is unable to recruit
and retain key staff in
Leadership Positions, then this
could impact on their ability to
provide effective leadership, deliver
critical services which could cause
harm to people and could result in
government intervention.

Unable to
recruit and
retain key staff

SR-07

|Current Mitigation

Benchmarking salaries against other local authorities and similar
roles in other disciplines to remain competitive.

Work/life balance system such as agile working, 9 day fortnight,
collaboration areas etc..

Advertising roles on multiple platforms such as Linkedin and other
saocial networking sites with the aim of reaching target audience.

{ abed

Impact
Future Mitigation

Benchmark grades and salaries against
NE local authorities

Responsible Officer

Kerry Rowe

Impact

|Director

Review recruitment process

Nicola Finnegan

Create new people and cultural
transformation strategy

Nicola Finnegan

review the people strategy after the first
year of implementation

Nicola Finnegan

Director of Legal and Governance

Recruitment of Chief Executive and
S151 Officer

Director of Legal and Governance

Track delivery of first quarterly report to
LMT on delivery against improvement
plan

vV V9000

Nicola Finnegan

Director of Legal and
Governance

Target Date

31-Jul-2023

31-Oct-2023

31-Oct-2023

31-Mar-2025

31-Mar-2025

31-Jul-2024

Code | Risk Description

If the Council fails to ensure a
sound approach to cyber
security (technology, processes
and awareness), then this could
result in a cyber-attack which
disrupts service delivery, increases
risks to service users and incurs
significant financial costs to
respond to and recover from an
attack.

Fail to ensure a
sound approach
to cyber
security

SR-08

|Current Mitigation

* Annual ICT healthchecks (Internal and external penetration
testing).

* Compliance with PSN and PCI standards.

* Internal scanning as new systems go live.

* Robust defence systems including firewalls, content filtering and
endpoint protection.

* Robust 60 day patching and maintenance cycle.

* Test complete and continue to test.

Original Score

Impact

Future Mitigation

Review Cyber Security Training
Strategy

Current Score

14

Impact

Responsible Officer

Stephanie Bradley; Ben Knudsen .

|Target Score

10

|Director

Benchmark against Cyber Assessment
Framework

Stephanie Bradley; Ben Knudsen b

Director of Legal and Governance

Complete LGA Test and Exercise

Stephanie Bradley; Gemma
Cooper; Ben Knudsen

>

Managed By

Director of Legal and
Governance; Stephanie
Bradley; Gemma
Cooper; Ben Knudsen

Target Date

30-Jun-2024

01-Dec-2024

31-Aug-2024




* Healthcheck recommendations reviewed and implemented.

* Membership of North East WARP and CiSP.

* Use of Protective DNS.

* Robust backup regime, including off-line tape backups to ensure
recovery.

|Risk Description

|Code

If the Council’'s Corporate
Governance arrangements are
not fit for purpose and
appropriate action is not taken

Corporate to rectify this at pace, this could
Governance result, censure from the Council’'s
SR-09 |arrangement auditors within a public interest
not fit for report that would damage the
purpose Council’s reputation and/or in

government formal intervention
including removal of powers from
officers and members and direction
of council spend.

|Cu:rent Mitigation

@&ernal reports commissioned on Corporate governance and
gn,wngs reflected within a Corporate Governance Improvement
lan

Improvement Board in place

Detailed improvement plan in place that has delivered a range of
changes to corporate governance processes

Annual Governance Statement process and supporting action
plan. Draft AGSs in place for both 2021/22 and 2022/23

Regular reports to Audit Committee on aspects of corporate
governance to provide assurance

Original Score

15

Impact

Future Mitigation

Complete delivery of the Section 24
Action plan

Current Score

Impact

Responsible Officer

Ann-Marie Johnstone

28

|Target Score

|Director

Refreshed approach to corporate
governance agreed by council

Ann-Marie Johnstone

Corporate peer review held to assess
process

Ann-Marie Johnstone

Develop the detailed delivery plan

Gemma Cooper

Director of Legal and Governance

Progress report from MIIAB to Council
by end March 2024

Ann-Marie Johnstone

Progress report from MIIAB to Executive
by end July 2024

Ann-Marie Johnstone

700V O0 WV

Managed By

Director of Legal and
Governance

Target Date

30-Sep-2024

31-Jul-2023

31-Jan-2025

30-Sep-2023

31-Mar-2024

31-Jul-2024

|Risk Description

|Code

Original Score

Current Score

|Target Score

Managed By




If the Council’'s ambitions for town
centre regeneration or the wider
financial sustainability of the
organisation are negatively
impacted by the establishment of a
Mayoral Development Corporation
that would take over some of the

Negative Council’s existing statutory roles.
Impact of This could potentially result in a
SR-10 |Mayoral lack of investment in the town,

reduction in the Council’s business
rates income, loss of commercial
income and reduction in asset
holdings affecting the Council’s
financial viability. Reputational
damage is also possible through
the incorrect discharge of
responsibilities such as town
planning or business rate relief.

Development
Corporation

|Current Mitigation

Q
@uncil representation on the board of the MDC
®Dshing for no detriment clauses in the MDC constitution
agement with TVCA on the development of future MDC

qrg’ects

10

Future Mitigation

Heads of Terms agreed on individual
asset transfers

Impact

Responsible Officer

Director of Regeneration

15

Impact

|Director

Delivery of planning functions until
robust alternative is in place

Director of Regeneration

Director of Regeneration

Agree robust business rates protocols

Sue Blakey; Janette Savage

70 e

Director of
Regeneration

Target Date

30-Jun-2024

31-Dec-2023

30-Aug-2024

|Risk Description

|Code

If the Council and its partners do
not have the collective capacity
to deliver system wide change to
key issues such as public health,
crime and safeguarding, then this
could result in the population’s
health, wellbeing and safety
declining.

Failed

SR-11 Partnerships

|Current Mitigation

Partnership governance register in place.

Partnership governance annual assurance report and supporting
register in place to assess the health of key partnerships.
Children's Controls

All partnerships contain TOR - Partners contribute.

External scrutiny of partnerships.

New Mayor to chair Corporate Parenting Board.

Original Score

Future Mitigation

Refresh of the Partnership Governance
register

Current Score

Impact
Responsible Officer

Ann-Marie Johnstone

21

|Target Score

|Director

Community Cohesion

Marion Walker

A\ 4

Chief Executive

10

Managed By

Chief Executive

Target Date

31-Dec-2023

19-Jul-2024




Formal reporting process in place - record of discussion and
decision making.

Adults Controls

Victim support for those within ASC who require it.
Additional resources as required,

Code | Risk Description

If the Council fail to deliver
quality practice within children’s
safeguarding services then this
may result in further government
intervention, serious harm to
individuals and loss of financial
control.

Fail to deliver
quality practice
within children’s
safeguarding
services

SR-12

|Current Mitigation

Original Score

Current Score

Impact
Future Mitigation

Implementation of post ILACs

Impact

Responsible Officer

28

get Score

10

|Director

Managed By

Director of Children's
Services

Target Date

then the Council’s financial position
will become untenable and may
result in the issuing of a S114
Notice.

transformation
successfully

|Current Mitigation

- PPMF in place

- Transformation governance arrangements and reporting
cycle agreed

- Funding of £4.827m agreed by Council to fund
transformation work

Impact
Future Mitigation

Failure of the Recover, Reset, Deliver
Transformation Portfolio

Responsible Officer

Chief Executive

|Director

Failure of the Recover, Reset, Deliver
Transformation Portfolio to identify
further savings

Chief Executive

. Director of Children's Care Q 31-Jan-2024
improvement plan
Creation and recruitment to the head of
DgJvered Children's services improvement plan Quality Principal Social Work Learning | Director of Children's Care @ 30-Sep-2023
iQprovement board in place and Review Director of Children's Services
%etrrr:lal ovr?rSIght of prog(fss from DFtE Review progress in delivery of the Director of Children's Care:
nthly performance monitoring reports ILACS improvement plan to assess : : . ? @ 30-Apr-2024
o progress and impact of actions Director of Children's Services
w Complete delivery of the ILACs Director of Children's Care;
. . . , ; 31-Jan-2025
improvement Director of Children's Services
|Code HRisk Description Original Score Current Score |Target Score Managed By
If the Council fails to transform its
service delivery model to a model
Failure to that can deliver outcomes for
SR-13 deliver residents at a reduced cost base, g 35 10 5 Gemma Cooper

Target Date

31-Mar-2025

31-Mar-2025




Agree the content and approach of the
transformation portfolio

Chief Executive

First cycle of Transformation
governance arrangements scheduled

Gemma Cooper

Develop specification for transformation
resourcing

Gemma Cooper

o000

30-Apr-2024

30-Apr-2024

30-Apr-2024

SR-14

|Code

Current Mitigation

|Risk Description

Failure to
ensure effective
governance of
the
Middlesbrough
Development
Corporation

If the Middlesbrough Development

Corporation fails to reflect the
relevant findings from the review of
Teesworks governance in its
structures, then there is a risk that
it could fail to ensure value for
money or good governance in its
decision making, which will have
an adverse impact on the
economic vitality of the Town
Centre.

©Q Teesworks report and commitment from TVCA to reflect
ings in the governance arrangements of the MDC
-]\ Council representatives on the MDC Board

Original Score

Impact

Future Mitigation

Refresh the Local Plan

sible Officer

Paul Clarke

Current Score

10

|Director

Director of Regeneration

arget Score

10

Managed By

Director of
Regeneration

Target Date

31-Mar-2025

=




This document was classified as: OFFICIAL

Agenda Item 8

MIDDLESBROUGH COUNCIL I\/\iddlesbi rioi Eugh

moving forward

' Report of: ' Director of Finance (S151 Officer)

Relevant Executive | Executive Member for Finance and Governance
Member:

' Submitted to: ' Audit Committee
' Date: | 25 July 2024
Title: Middlesbrough Council — Value for Money Interim Report —

2021/22 and 2022/23

' Report for: ' Information

' Status: ' Public
Council Plan Delivering Best Value
priority:
Key decision: No
Why: Report is for information only
Subject to call in?: No
Why: Not Applicable

Executive summary

The External Auditor, Ernst & Young (EY), has concluded their assessment work in
relation to the Council’s systems and arrangements for securing value for money on the
use of resources within the organisation. This covers the period from 1 April 2021 to 31
March 2023. The report gives their main findings on the work undertaken to date.

The Committee will be aware that the audit of the accounts process for 2021/22 and
2022/23 are still open and awaiting government guidance on how to finalise.

In line with government proposals, EY have produced the attached value for money
interim report. The findings of this overlap with the S24 recommendations issued by the
external auditor in January 2023 and for which the Council has already made significant
progress in addressing. The main issues therefore are already in the public domain.

The report also covers some other matters that the external auditor feels appropriate to
report to the Committee, in line with their remit of overall governance for the Council.
These matters are highlighted below and the implications of these are considered,
including where they may lead to previous accounts being amended and re-published.
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1. Purpose

1.1The purpose of the report is for Ernst & Young, the Council’s External Auditor, to present
their Value for Money interim report for the 2021/22 and 2022/23 financial years. This
sets out their findings and commentary on the Council’s systems and arrangements over
this period and highlights any deficiencies that require improvement for the future.

1.21t also covers some other findings that EY want to raise with the Committee following this
work. These matters relate to either governance related issues or to the accounts for the
relevant two-year period. Members will recall that the accounts for these financial years
are still open and have not yet been signed off by EY.

2. Background and relevant information

2.1 EY’s Value for Money interim report for 2021/22 and 2022/23 is attached at Appendix 1
and includes the following sections:

e Executive Summary
e Value for Money Commentary
e Other matters

2.2 The external auditor will present their report and main findings to the Committee.

2.3The context of this report is different to normal reports received from the external auditor.
The Committee is aware that there is a national backlog of local authority audits that are
still outstanding from previous financial years. This position has arisen over several
years as the audit of the financial statements has become more complex, local
authorities’ financial positions have become more fragile, and there has been problems
with capacity on the required work within both local audit teams and local authority
finance teams.

2.4 The government has undertaken consultations with the local authority sector, regulatory
bodies (including external auditors) and other system partners to establish proposals to
catch up on the current backlog. Draft proposals have been put forward but have not yet
been introduced. As a result of this, there has been a period of uncertainty where the
audit of the financial statements has been paused by EY awaiting further guidance. This
has resulted in the work required to establish an audit opinion on the draft Statement of
Accounts for 2021/22 and 2022/23 being incomplete and the accounts for these years
remaining open.

2.5The external auditor has instead concentrated on completing the work required for the
audit of the Teesside Pension Fund accounts for these two years and that required to
assess the Council’s value for money arrangement for the same period. The interim
report set out at Appendix 1 sets out EY’s findings and conclusions from this work. It
should be noted that although this is designated as an interim report on value for money.
This relates to the report being issued prior to the audit opinion for these two years.
There will be no final report issued on value for money at a subsequent stage.
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2.61In terms of the findings on value for money, many of these are already in the public

domain due to EY previously issuing a set of Section 24 recommendations at the end of
the audit process for the 2020/21 statement of accounts. These were issued as informal
recommendations in July 2022 and then formalised in January 2023. The
recommendations made already covered most of the period from 1 April 2021 to 31
March 2023 and have been reported to Audit Committee, Executive and Council
previously, as has the Council’'s response, in terms of a corporate governance
improvement and section 24 action plan.

2.7To summarise, the main areas identified for improvement by the Council in the value for

money interim report are as follows:

Member and senior officer relationships.

Asset acquisitions.

Financial sustainability.

Contracting and procurement

Oversight of Middlesbrough development company.

Provision of children’s services. (Applicable for 2021/22 only).

2.8 The auditor’s findings in these areas are set out in Appendix 1 and the main highlights

from this will be presented by EY at the meeting. Clearly, time has moved on significantly
from the end of March 2023 and the Council’s response has been significant to address
these shortcomings. However, EY need to report on these at the end of the relevant
reporting periods and it is not within their remit to consider this progress as part of their
assessment process. These will be picked up by the Council’s new external auditor,
Mazars, in their 2023/24 audit work, as this is the end of the five-year contract period for
EY with the Council.

2.91n terms of the other matters being reported, these can be summarised as follows:

Presentation of the statement of accounts.
Inspection of the accounts.

Collection Fund provisions for impairment.
Objections received within the reporting period.

2.10 In relation to the statement of accounts item raised, the Council accepts the points

from EY and has made the appropriate changes in its 2021/22 and 2022/23 accounts.
We have also introduced an internal consistency checker to ensure that these types of
issues are identified during preparation for the 2023/24 accounts and subsequent years.
This results from additional external resources being employed over the last year to help
strengthen the resilience and capacity of the internal finance team.

2.11 On the Collection Fund item, Members will be aware that the re-assessment of the

provisions for council tax and business rates is an important element of restoring the
Council’s earmarked reserves to a sustainable level following the 2023/24 financial year.
Ongoing discussions have been held with EY over the last 12 months to evidence the
council’s proposed changes to the provisions held in the 2021/22 and 2022/23 accounts.
This work, although ongoing, is substantially complete. As part of the agreement process
with EY, there may be a need to slightly amend the previous year’s accounts for this.
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Where changes are required, the S151 Officer will re-certify and re-publish updated
accounts on the Council’'s website for the relevant financial years. Any changes to prior
year’s figures will influence those in the draft accounts for 2023/24 which will be certified
and published over the next month.

3. What decision(s) are being recommended
3.1 That the Committee:

e Note the contents of the value for money interim report for 2021/22 and
2022/23.

e Discuss any appropriate matters with the external auditors and officers, in
terms of the matters being raised, and how they impact on future reports and
accounts that may come to the Committee for approval.

4. Rationale for the recommended decision(s)

4.1 The Committee is required to receive and consider the external auditor’s report as part
of its governance role and responsibility in relation to audit activities.

5. Impact(s) of the recommended decision(s)
5.1Financial (including procurement and Social Value)

All relevant financial implications are contained within the report being presented by EY
to the Committee, or in the above commentary. It should be noted that any audit fees
from the remaining work on the 2021/22 and 2022/23 accounts have been provided for
within the current financial year.

5.2Legal

The certification and publication of the Statement of Accounts (covering the financial
statements and the value for money opinion) is set out in the Accounts and Audit
Regulations 2015 and subsequent amendments. The role of the external auditors
within this is defined in the Local Audit and Accountability Act 2014. Any non-
compliance with these requirements will be highlighted to Members where appropriate.

5.3Risk

The report sets out how the external auditor has assessed the Council’s value for
money arrangements any other related items that need to be reported to the
Committee.

The governance and value for money arrangements in place within the Council need to
be robust when managing public money. It is the external auditor’s role to consider
these, provide assurance where appropriate, and report on any significant findings to
those charge with governance under the Council’s constitution.
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The assessment by EY contains an element of reputational risk in how the Council has
managed the various processes and as such, given its significant, is included within the

Council’s strategic risk register.

5.4Human Rights, Public Sector Equality Duty and Community Cohesion

There are no specific impacts or implications.

5.5Climate Change / Environmental

There are no specific impacts or implications.

5.6Children and Young People Cared for by the Authority and Care Leavers

There are no specific impacts or implications.

5.7Data Protection

There are no specific impacts or implications.

Actions to be taken to implement the recommended decision(s)

Action

Responsible Officer

Deadline

Not applicable

Appendices

2022/23.

1 Middlesbrough Council — EY Value for Money interim report for 2021/22 and

Background papers

Body

Report title

Date

Audit Committee

Draft Statement of Accounts
2022/23

1 February 2024

Audit Committee

Update on audit of accounts
progress

6 October 2023

Corporate Affairs and Audit
Committee

Timeline for Statement of
Accounts

29 June 2023

Corporate Affairs and Audit
Committee

External Audit — Value for
Money governance update

5 December 2022

Corporate Affairs and Audit
Committee

External Audit — Councll
Audit Planning report
2021/22

5 December 2022

Contact:
Email:
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10 July 2024

Audit Committee
Middlesbrough Council
Civic Centre
Middlesbrough
TS19GA

Dear Audit Committee Members
Value for Money Interim Report up to and including 31 March 2023

We are pleased to attach our interim commentary on the Value for Money (VFM) arrangements for Middlesbrough Council. This commentary
explains the work we have undertaken and highlights any significant weaknesses identified along with recommendations for improvement.
The commentary covers our interim findings for the audit years 2021/22 and 2022/23.

The Department for Levelling Up, Housing and Communities (DLUHC) has worked collaboratively with the Financial Reporting Council (FRC),
as incoming shadow system leader, and other system partners to develop measures to address the delay in local audit. The National Audit
Office (NAO) issued a consultation on 8 February 2024 seeking views on changes to the Code of Audit Practice (the Code) to support auditors
to meet backstop dates and promote more timely reporting of their work on value for money arrangements. The consultation proposes to
reduce the scope of the VFM reporting up to and including the 2022/23 financial year. At this stage, we are continuing to report VFM in line

with our existing responsibilities as set out in the 2020 Code.

This report is intended solely for the information and use of the Audit Committee and management. It is not intended to be and should not be
used by anyone other than these specified parties.

We welcome the opportunity to discuss the contents of this report with you at the Audit Committee meetingon 25 July 2024.

Yours faithfully

Stephen Reid
Partner
For and on behalf of Ernst & Young LLP

Encl
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Public Sector Audit Appointments Ltd (PSAA) issued the “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website
(https://www.psaa.co.uk/auditquality/statement-of-responsibilities/)).The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It
summarises where the different responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas. The “Terms of Appointment and further
guidance (updated July 2021)” issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National Audit Office Code of Audit Practice (the
Code) and in legislation, and covers matters of practice and procedure which are of a recurring nature. This report is made solely to Audit Committee and management of Middlesbrough Council in
accordance with the statement of responsibilities. Our work has been undertaken so that we might state to the Audit Committee and management of Middlesbrough Council those matters we are required
to state to them in this report and for no other purpose. To the fullest extent permitted by law we do not accept or assume responsibility to anyone other than the Audit Committee and management of
Middlesbrough Council for this report or for the opinions we have formed. It should not be provided to any third-party without our prior written consent.
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Executive Summary

Purpose

Auditors are required to be satisfied that the Council has made proper arrangements for securing economy, efficiency and effectivenessin its use of resources. We
do not issue a ‘conclusion’ or ‘opinion’, but where significant weaknesses are identified we will report by exception in the auditor’s opinion on the financial
statements. In addition, auditors provide an annual commentary on arrangements published as part of the Auditor's Annual Report. In doing so, we comply with the
requirements of the 2020 Code of Audit Practice (the Code) and Auditor Guidance Note 3 (AGN 03).

The purpose of this interim commentary is to explain the work we have undertaken during the period 1 April 2021 to 31 March 2023 and highlight any significant
weaknesses identified along with recommendations for improvement. It includes the significant weaknessesin arrangements we previously reported to full Council
in our ‘Value for Money Update and Issuance of Recommendations Under Section 24 Schedule 7(2) of the Local Audit and Accountability Act 2014’ report issued on
21 August 2023.

This commentary covers our interim findings for audit years 2021/22 and 2022/23. The NAO has confirmed that where VFM reporting is outstanding for more than
one year, the auditor can issue one report covering all years.

o
QThe Department for Levelling Up, Housing and Communities (DLUHC) has worked collaboratively with the Financial Reporting Council (FRC), as incoming shadow
(-Dsystem leader, and other system partners, to develop measures to address the delay in local audit. As part of the NAO consultationissued on 8 February 2024,
here is a proposal to reduce the scope of the VFM reporting up to and including the 2022/23 financial year. However, the consultation states that where auditors
ave begun or already undertaken work that no longer falls under the reduced scope (if agreed once the consultation closes), they may still report on it in
accordance with Schedule 4. We are continuingto report VFM in line with our existing responsibilities as set out in the 2020 Code to ensure a smooth transition to
the 2023/24 audit year when auditors are currently required to meet the full Code reporting responsibilities.
The report sets out the following areas which have been assessed up to the point of issuing this interim report:

* Any identified risks of significant weakness, having regard to the three specified reporting criteria;
* An explanation of the audit procedures performed to respond to the significant risks identified;

» Findings to date from our responsive procedures; and

* A summary of arrangements over the period covered by this report.

We will summarise our final view of the value for money arrangements as part of the Auditor’'s Annual Report once the audit reports have been issued for 2021/22
and 2022/23.
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Executive Summary (continued)

Risks of significant weakness

In undertaking our procedures to understand the body's arrangements against the specified reporting criteria, we identify whether there are risks of significant
weakness which require us to complete additional risk-based procedures. AGN 03 sets out considerations for auditors in completing and documenting their work and

includes consideration of:

» Our cumulative audit knowledge and experience as your auditor;

» Reports from internal audit which may provide an indication of arrangements that are not operating effectively;

* Ourreview of Council committee reports;

* Meetings with the Chief Executive, Director of Finance and Monitoring Officer (inc. current and previous postholders, where applicable);

« Information from external sources; and

«Q

Evaluation of associated documentation through our regular engagement with Council management and the finance team.

(e identified a total of 6 significant risks as part of our risk assessment procedures, cutting across each of the three specified reporting criteria. We set out our
g;tlentified significant risks and the procedures performed to respond to these risks in the table below:

Description of risk identified
Governance: Member and Senior Officer Relationships
Applicable to 2021/22 and 2022/23

As part of our 2020/21 audit, we reported significant weaknessesin the Council's
arrangements to secure value for money during the year to 31 March 2021 arising from
strained relationships between the Council's senior officers and elected members, and
between elected members, and the impact of those on the effectiveness of the Council's
governance processes.

The recommendations agreed with management to address these challenges were not
agreed until July 2022, sixteen months after the end of the period under audit, therefore
they were not in place during the year ended 31 March 2022 and implemented
commenced during the year ended 31 March 2023.

We therefore consider there to be a risk that these matters continued to have an adverse
impact on the effectiveness of the Council’s governance processes.
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Work performed to address the risk of significant weakness

We held regular discussions with stakeholders covering the relationships within the
Council throughout 2021/22 and 2022/23 as part of the finalisation of our 2020/21
audit work, which was ongoing at the time, and commencement of our 2021/22 audit
work.

We considered our own observations from direct interactions with officers and
members, and from attendance at meetings of the Corporate Affairs and Audit
Committee (Audit Committee from October 2023).

We made enquiries of management, and reviewed reports presented to full Council and
the Improvement Board, to understand the Council’s progress against the Governance
Improvement Plan.

We consideredinformation brought to our attention through correspondence received
from various stakeholders. We note that the volume of correspondence we receive in
relation to the Council is significantly higher than we would expect for this type of
entity.

We evaluated whether the above indicates that material weaknessesin arrangements
were present during 2021/22 or 2022/23, and considered the implications for our
auditor reporting.



Executive Summary (continued)

Risks of significant weakness

Description of risk identified
Governance: Asset Acquisitions
Applicable to 2022/23 only

In February 2023, the Council purchased the Crown Pub from a private owner for
£750,000. Following changes in senior management shortly afterwards, concerns
emerged over the governance processes supporting the purchase and management
requested that internal audit undertake a review of the acquisition. That review, which
coveredthe events leading up to the purchase, concluded and reported in February 2024.

Given there was sufficient concern from management over the acquisition to request a
review by internal audit, we consider there to be a risk that appropriate arrangements
were not followed in the acquisition of this property.

o
%Financial Sustainability: Financial Sustainability
U-f\pplicable to2021/22 and 2022/23

\’fhe Council experienced a significant deteriorationin its financial position between April
2021 and March 2023, in part due to significant overspends within its Children’s Services
directorate in both 2021/22 and 2022/23.

A Financial Recovery Plan was implemented in October 2022, and the Council sought
additional non-financial support from CIPFA as part of the budget setting process for the
Council's 2023/24 budget.

We therefore consider there to be a risk that the Council did not have proper
arrangements in place to manage its financial position.
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Work performed to address the risk of significant weakness

We reviewed the internal audit report into the acquisition of the Crown Pub for
indicators of weaknesses in the Council’'s arrangements.

We discussed the findings of the internal audit report with management, and observed
the discussion of the internal audit report at the Council's Audit Committee.

We evaluated whether the above indicates that a material weakness in arrangements
was present during 2022/23, and considered the implications for our auditor
reporting.

We held regular discussions with the Council's Section 151 officers, of which there
were 3 between 1 April 2021 and 31 March 2023 (the latter being a temporary acting
up of one of the Council's Deputy Section 151 officers prior to the interim appointment
of the current Section 151 officerin April 2023), Head of Financial Planning and
Support and Head of Finance & Investments to understand the Council's financial
position and actions being taken to manage financial pressures.

We reviewed the Council's quarterly Revenue and Capital Budget reporting to the
Executive.

We reviewed the Council's Financial Recovery Plan.

We reviewed the report “A review of the Council's financial position, affordability, and
financial outlook” produced by CIPFA in February 2023, and the Interim Director of
Finance's Section 25 report on the Council's 2023/24 budget.

We evaluated whether the above indicates that material weaknessesin arrangements
were present during 2021/22 or 2022/23, and considered the implications for our
auditor reporting.



Executive Summary (continued)

Risks of significant weakness

Description of risk identified Work performed to address the risk of significant weakness

Improving Economy, Efficiency and Effectiveness: Contractingand Procurement »  We discussed the contract for external social work support with management to
Applicable to 2021/22 and 2022/23 understand the nature of the concernsraised in relation to this contract.

* Wereviewed the results of a fact-finding exercise into the external social work support
contract performed by the Council's Director of Regeneration, as a member of senior
management removed from the day-to-day activities of the contract.

The Council undertakes significant procurement activity, contracting with a wide range of
suppliersin support of the delivery of Council activities. Concerns were raised to us by
senior management that one of the Council’s larger contracts for external social work
support, which ran throughout 2021/22 and was extended during 2022/23, may not have « We utilised our EY Forensics specialists to perform a review of documentation and
been procuredin accordance with the Council's policies and procedures. interviews with officers to confirm the facts in relation to the external social work

We therefore consider there to be a risk that the Council did not have proper support contract.

arrangements in place with regards to contracting and procurement activities. »  We also utilisedour EY Forensics specialists to perform a review of a sample of
contracts awarded by the Council during2021/22, to assess whether contracts were
awarded in accordance with the Council's Financial and Contract Procedure Rules.

»  We evaluated whether the above indicates that material weaknesses in arrangements
were present during 2021/22 or 2022/23, and considered the implications for our
auditor reporting.

8G abed

Improving Economy, Efficiency and Effectiveness: Oversight of Middlesbrough *  Wereviewed the internal audit report into the governance arrangements in respect of
Development Company Middlesbrough Development Company for indicators of weaknessesin the Council's

Applicable to 2021/22 and 2022/23 arrangements.
*  Wereviewedthe Executive committee paper in support of the decisionto demise

In February 2019, the Council established Middlesbrough Development Company as a Middlesbrough Development Company.

subsidiary (called MHomes Limited at the time). The activities of the subsidiary were
limited up to 31 March 2021, however the Council has delivered several significant capital « We discussed the findings of the internal audit report and content of the Executive

projects through the subsidiary since 1 April 2021. report with management.

Subsidiary companies act with a greater degree of separation from both the management <« We evaluated whether the above indicates that material weaknessesin arrangements
and elected members of the Council, and appropriate governance arrangements are were present during 2021/22 or 2022/23, and considered the implications for our
required to oversee the activities of the subsidiary and ensure that it delivers value for auditor reporting.

money with the resources provided to it by the Council.

In January 2023, the Council decided to demise the subsidiary as no longer meeting the
strategic needs of the Council. This decision was taken following a draft report from
internal audit highlighting that significant investment would be required to bring the
Council's arrangements for overseeing the subsidiary up to the expected standard.

We therefore consider there to be a risk that the Council did not have proper
arrangements in place with regards to oversight of its subsidiary.
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Executive Summary (continued)

Risks of significant weakness

Description of risk identified
Improving Economy, Efficiency and Effectiveness: Provision of Children's Services .
Applicable to 2021/22 only

On 24 January 2020, the Office for Standards in Education, Children's Services and Skills
(Ofsted) released the results of its inspection of the Council's children’s social care

services performed between 25 November 2019 and 6 December 2019. The report
concluded that the quality of the Council's children’'s services had deteriorated since the .
previous inspectionin 2015 and were now inadequate.

Following publication of the Ofsted report, management developed an Improvement Plan
to address the findings raised by Ofsted and an Independent Children’s Commissioner was
appointed to oversee progress against the Improvement Plan.

-qmplementation of the Improvement Plan remained ongoing as of 1 April 2021, therefore
9"we consider that there remains a risk that the Council did not have proper arrangements
(DN place to ensure it took properly informed decisions and deployed resources to achieve

lanned and sustainable outcomes for taxpayers and local people within its children’s
(cyocial care services during 202 1/22.

Note: In our Audit Planning Report for the year ended 31 March 2022, issued in November
2022, we included the overspends within the Council’s Children’s Services as part of this
risk and our planned audit response. We have since recognised a separate significant VFM
risk in relation to financial sustainability (see previous pages), including the overspends
within the Council’s Children’s Services directorate, and therefore narrow the scope of the
previously reported risk to focus specifically on the underlying provision of children’s
services.
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Work performed to address the risk of significant weakness

We reviewed the reports of ongoing focused and monitoring visits performed by Ofsted
for indicators of weaknesses in the Council's arrangements.

We reviewed the 12-monthreport of the Independent Children's Commissioner, issued
in July 2021, and the subsequent notification of withdrawal of the Independent
Children's Commissioner issued to the Council in November 2021.

We made enquiries of management to understand the Council’s progress against the
Children's Services Improvement Plan.

We evaluated whether the above indicates that a material weakness in arrangements
was present during 2021/22, and considered the implications for our auditor
reporting.



Executive Summary

Reporting

Our interim commentary for 2021/22 and 2022/23 is set out over pages 12 to 33. The interim commentary on these pages summarises our understanding of the
arrangements at the Council based on our evaluation of the evidence obtained in relation to the three reporting criteria (see table below) throughout 2021/22 and
2022/23. We include within the VFM commentary below the associated recommendation(s) we agreed with the Council.

In accordance with the NAO's 2020 Code, we are required to report a commentary against the three specified reporting criteria. The table below sets out the three
reporting criteria, whether we identified a risk of significant weakness as part of our planning procedures, and whether, at the time of this interim report, we have
concluded that there is a significant weakness in the body's arrangements.

B N e e Risks of significant weaknessesin Actual significant weaknesses in
P 9 arrangements identified? arrangements identified?
“UGovernance: How the Council ensures that it makes informed decisions and * Member and Senior Officer Relations * Member and Senior Officer Relations
gproperly manages its risks (2021/22 and 2022/23); (2021/22 and 2022/23);
D
o » Asset Acquisitions » Asset Acquisitions
o (2022/23 only) (2022/23 only)
Financial sustainability: How the Council plans and manages its resourcesto < Financial Sustainability « Financial Sustainability
ensure it can continue to deliver its services (2021/22 and 2022/23) (2022/23 only)
Improving economy, efficiency and effectiveness: How the Council uses » Contracting and Procurement « Contracting and Procurement
information about its costs and performance to improve the way it manages (2021/22 and 2022/23); (2021/22 and 2022/23);
and delivers its services
* Oversight of Middlesbrough » Oversight of Middlesbrough
Development Company Development Company
(2021/22 and 2022/23); (2021/22 and 2022/23)

e Provision of Children's Services
(2021/22 only)

The volume and breadth of significant weaknesses in the Council's arrangements during both 2021/22 and 2022/23, and the fact they cover all 3 of the reporting
criteria against which the Council’'s arrangements are assessed, is of significant concern. Whilst management has taken steps since the end of the periods being
reported on to address these weaknesses (see pages 31 to 33), it is likely to take sustained effort over a period of time for the Council to fully address all of the
weaknesses in its arrangements identified and demonstrate that it has robust arrangements to secure value for money in its use of resources.
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Executive Summary

Independence

The FRC Ethical Standard requires that we provide details of all relationships between Ernst & Young (EY) and the Council, and its members and senior management
and its affiliates, including all services provided by us and our network to the Council, its members and senior management and its affiliates, and other services
provided to other known connected parties that we consider may reasonably be thought to bear on the our integrity or objectivity, including those that could
compromise independence and the related safeguards that are in place and why they address the threats.

There are no relationships from 1 April 2021 to the date of this report, which we consider may reasonably be thought to bear on our independence and objectivity.

EY Transparency Report 2023

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity,
independence and integrity are maintained.
Qpetails of the key policies and processesin place within EY for maintaining objectivity and independence can be found in our annual Transparency Report which the
Qirm is required to publish by law. The most recent version of this Report is for the year end 30 June 2023:
d;Y UK 2023 Transparency Report | EY UK
H
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Value for Money Commentary

Governance: How the Council ensures that it makes informed decisions and properly manages its risks

How the body ensures it makes properly informed decisions, supported by appropriate evidence and allowing for challenge and transparency. This includes
arrangements for effective challenge from those charged with governance/audit committee

The Council has a number of Executive and other committees, operating at both Council-wide and service level, which are responsible for approving key decisions.
Committee discussions are informed by a standard reporting template which sets out the background to the decision, available alternatives to the proposed decision,
the advantages and disadvantages of available options and any financial or legal implications for the Council of the proposed action.

The Council also has an Overview and Scrutiny Board whose role is to scrutinise the performance of Council functions and the decisions taken by Executive

committees. The Overview and Scrutiny Board is supported by a number of Scrutiny Panels, with each able to refer decisions back to the Executive for further
consideration.

The Corporate Affairs and Audit Committee (restructured into the Audit Committee post 31 March 2023) receives reports on the Council's internal control
environment from internal and external audit and monitors the implementation of recommendations to address identified weaknesses.

O our value for money commentary for the year ended 31 March 2021, we reported that we had observed evidence which led us to conclude that the culture and
overnance arrangements at the Council had not been operating as expected and that this was undermining the effectiveness of the Council's governance
ramework. In addition, we reported our observation that there was a pervasive lack of trust within the Council between officers and elected members, and between
lected members, which was having a significant impact on the governance of the Council and was a contributing factor to the respective roles and responsibilities of

cafficers and members not being adhered to. The recommendations agreed with management to address these challenges were not agreed until July 2022, therefore

they were not in place during the year ended 31 March 2022, and management acknowledged at the time that relationships at the Council had continued to
deteriorate beyond 31 March 2021.

Alsoin July 2022, the Council's Chief Executive and Section 151 Officer provided an update to the Corporate Affairs and Audit Committee which articulated that, at
that time, they did not feel able to sign the Council’'s Annual Governance Statement for the year ended 31 March 2021 on the grounds that the statement did not
fully reflect the size and scale of the cultural change required at the Council.

Alongside our value for money commentary and management’s update on the Annual Governance Statement, the July 2022 meeting of the Corporate Affairs and
Audit Committee was presented with a joint paper from the Council’s Chief Executive, Section 151 Officer and Monitoring Officer entitled ‘Commencing a Corporate
Governance Improvement Journey’ which sought endorsement from the committee to appoint the Chartered Institute of Public Finance and Accountancy (CIPFA) to
undertake an initial diagnostic piece of work to better understand the cultural and governance issues which exist within the Council and propose further steps to
address these. The committee provided the requested endorsement and the CIPFA review commenced in late July 2022.

Following interviews with over 40 individuals from across the Council, including members of the Executive, political group leaders and senior officers, and a review
of other documentation, CIPFA issued the results of their review in September 2022. The review further highlighted the significance of the cultural and governance
issues at the Council, concluding:

“It is clear from what we have seen that the issues facing the Council are significant. They are having a negative impact on the culture of the Council and, as
identified by the External Auditor, affecting the Council’s ability to deliver good governance. In the context of what will be a very difficult 2023/24 budget
settlement, and a cost-of-living crisis that is affecting the lives of the citizens of Middlesbrough, the issues identified in this report have the potential to
increase the risk that the Council will not be able to deliver its priorities.
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Value for Money Commentary

The Council has an opportunity to make considerable improvements, but not without acceptance that the issues contained in this report are real, serious and
need resolution.”

Alongside their observations, CIPFA recommended the development of an action plan to address the issues raised and the use of cross-party working groups to
involve members in this process. The CIPFA report and recommendations, alongside management'’s proposal for an Improvement Board to oversee the action plan
was presented to, and approved by, a meeting of the full council in October 2022.

An updated version of the Annual Governance Statement for 2020/21 was also produced which included additional narrative highlighting further deteriorationin
relationships at the Council since 31 March 2021, concerns that there was insufficient acceptance of the significance of the culturalissues at the Council and their
impact on the Council's governance processes and, consequently, that there are significant risks to the Council being able to deliver the necessary improvement.
Similar concerns regarding the acceptance of the scale of issues at the Council and the Council’s ability to deliver improvement were also raised to us by multiple
elected members of the Council.

The Improvement Board was led by an independent chair from the Local Government Association, and membership included the Council's Mayor, the Executive
-@ember for Finance and Governance, the Chief Executive, the Monitoring Officer, political group leaders and a representative from CIPFA. The Improvement Board
Qwas supported by four task and finish sub-groups focusing on roles and responsibilities within the Council, training and development, the Council’s Constitution and

Qhe culture and communications within the Council. The first meeting of the Improvement Board took place on 2 November 2022, at which the Board approved its
q%erms of reference and an action plan based around 30-, 60- and 90- day milestones. Establishment of the task-and-finish working groups and agreement of the 30-,
‘@o- and 90- day milestones was considered ‘phase one’ of the Council’s Corporate Governance Improvement Plan.

In January 2023, the Council was issued with a Best Value notice by the Department for Levelling Up, Housing and Communities (DLUHC) in relation to the
weaknesses in the Council’s arrangements reported in our value for money commentary.

In February 2023, the Council reported to the Governance Improvement Board that all of the 30- and 60- day actions had been delivered, along with 6 of the 27 90-
day actions. It was also reported that ‘phase two’ of the Corporate Governance Improvement Plan had been substantially completed and that outstanding actions
would be incorporatedinto ‘phase three’. The Board agreed to seek finalisation of the actions for phase three of the Corporate Governance Improvement Plan ready
for approval by the Board at the end of March 2023.

Alsoin February 2023, 17 of the Council's members wrote to the Council’'s Chief Executive to express a loss of confidence in their leadership of the Council, citing
the assessment of the Council's Children’s Services in December 2019 as inadequate, the culturaland governance issuesraised in our value for money commentary
and a deterioration in the Council's financial position.

The letter sought the immediate resignation of the Chief Executive, and its signatories included the leaders of several of the Council's political groups, several
committee chairs and more than half of the Council's Executive. On 10 March 2023, the Corporate Affairs and Audit Committee approved the terms of the Chief
Executive's departure from the Council and he formally left the Council on 24 March 2023. We note that external legal advice was sought by the Council as to
whether the terms of the Chief Executive's departure represented value for money and were proportionate and appropriate prior to being submitted to the
Corporate Affairs and Audit Committee for approval. External legal advice was also sought on the correct committee, under the Council's Constitution, to approve
such terms.
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Value for Money Commentary

Also during March 2023, the Council agreed the early termination of the interim appointment of the Section 151 Officer which had been due to conclude in June
2023. The Interim Section 151 Officer left the Council on 31 March 2023.

Both the Chief Executive and Section 151 Officer posts were subsequently filled by interim appointmentsin March and April 2023, respectively. Between the
departure of the previous Interim Section 151 Officer and the appointment of the new Interim Section 151 Officer, the Council designated the Head of Financial
Planning and Support as the Council's Section 151 Officer.

As part of the follow-up of the Best Value notice by DLUHC, senior officers met with representatives of the Department on a fortnightly basis to discuss the Council’s
progress. As these meetings developed, the Department’sinterest has expanded beyond the cultural and governance issues which were the focus of the Best Value
notice to alsoinclude the Council’'s Children’s Services Improvement Plan, the Council’s financial position and the high levels of turnover in senior management
positions.

Given the Council's response to the recommendations made in our value for money commentary for the period ended 31 March 2021 did not commence until July
2022, and both officers and members have reported a continued deterioration of relationships during 2021/22, it is clear that the significant weakness in
arrangements reported in 2020/21 in relation to member and senior officer relationships remained a significant weakness throughout 2021/22.

-@uring 2022/23, the Council did take positive actions to respond to our recommendations, including the commissioning of external work by CIPFA to assist in

dentifying the root causes of relationship issues at the Council and an action plan to address them, implementation of an Improvement Board with an external chair
(and strong representation from elected members and senior officers, and reporting of these actions through full council. These steps are in-line with those we
odxpected to see from the Council in responding to our previous recommendations.

Ull is however clear that there was also significant concern amongst a number of stakeholders over the ability of the Council to deliver on these actions, characterised
by expressions of a lack of confidence in the acceptance by individuals of the significance of the governance issues identified at the Council and the commitment of
all necessary stakeholders towards meaningful change. The events of February and March 2023 demonstrate that strained relationships at the Council remained a
significant influence upon the effectiveness of governance as of March 2023, therefore we conclude that this significant weakness was not satisfactorily addressed
during 2022/23 and consider a significant weakness to have existed during this period as well.

We therefore conclude that member and senior officer relationships was a significant weakness in the Council’s arrangements during both 2021/22 and 2022/23.

We previously reported our conclusion that the Council had not made satisfactory progress in addressing this significant weakness in arrangements reported in our
value for commentary for 2020/21 as part of our report 'Value for Money Update and Issuance of Recommendations Under Section 24 Schedule 7(2) of the Local
Audit and Accountability Act 2014' report issued on 21 August 2023, which included the following statutory recommendations we issued to the Council in respect of
this significant weakness:

1. Werecommend that the Council ensures the recent progress with development of the next phase of the Corporate Governance Improvement Plan is
progressed without further delay, and that appropriate prioritisation is given to actions which address the cultural and governance issues of the
Council within the expanded scope of the revised Corporate Governance Improvement Plan.

2. Werecommend that the Council develop contingency and succession governance protocols to ensure that delivery of the Corporate Governance
Improvement Plan is not further disrupted by any future changes in one or more of the Council's senior leadership positions.
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One of the four areas of focus for the task-and-finish groups supporting the Council’s Improvement Board was focused on the Council's Constitution. During the
course of our assessment of the Council's arrangement and our response to the risks of significant weaknesses we identified, we noted several areas of poor practice
within the Council's Constitution in effect during the periods 2021/22 and 2022/23 and its implementation within the Council including:

* There are multiple references within the Constitution to job titles or grades which are not otherwise used by the Council. We noted differing interpretations within
the Council as to how these terms map onto the job titles and grades which are in use within the Council, resulting in a lack of clarity as to how the responsibilities
and approval requirements defined within the Constitutionin reference to such job titles and grades should be applied;

» Article 17 of the Constitution specifies that the Financial and Contract Procedure Rules (Standing Orders) are part of the Constitution and that “all financial
transactions and contract proceedings must be carried out in accordance with the Middlesbrough Borough Council Financial and Contract Procedure Rules”. The
Financial and Contract Procedure Rules should therefore be a key document for the Council, however it is our assessment that there is a limited understanding of
the requirements of the Financial and Contract Procedure Rules within the Council. As a result, non-adherence to the requirements of the Financial and Contract
Procedure Rules is pervasive within the Council and practices which do not meet the requirements of the Financial and Contract Procedure Rules are well
established and widely adopted. This is a contributory factor to several of the significant weaknesses in arrangements highlighted in this commentary; and

Prior to submitting the terms of the Chief Executive's departure to the Corporate Affairs and Audit Committee for approval, the Council sought legal advice as to
the correct committee under the Council’s Constitution to make this decision. This advice relied upon Article 16 of the Constitution which states that the
Corporate Affairs and Audit Committee has delegated powers to “deal with any matter, which is not an Executive function and that has not delegated to any other
committee of the Council”. In effect, this Article establishes the Corporate Affairs and Audit Committee as the committee of default or last resort for all non-
Executive decisions. In our view, it is not appropriate for the audit committee-equivalent body to take such decisions as it creates a risk of conflicts of interest for
the committee between decision making processes and the independent challenge to decisions which such bodies should provide.

99 abed

These observations were also reported as part of our report ‘Value for Money Update and Issuance of Recommendations Under Section 24 Schedule 7(2) of the
Local Audit and Accountability Act 2014’ report issued on 21 August 2023, which included the following statutory recommendation we issued to the Council in
respect of the Council’'s Constitution:

3. Werecommend that the Council prioritises the conclusion of its review and updating of the Constitution, drawing upon examples of best practice
and ensuring that the refreshed Constitution is clear in its language and requirements. Training on the refreshed Constitution should be provided to
all officers and members to ensure that changes are appropriately understood and implemented.

In December 2021, the Council contacted the owners of the Crown Pub, a prominent vacant building within the town centre, requesting engagement from the
property’'s owners in respect of the property. The letter sent by the Council to the property's owners noted the poor condition of the property and its detrimental
impact upon the town centre, and highlighted the possibility that the Council could pursue a compulsory purchase of the property if arrangementsto bring the
property back into use could not be established.

In July 2022, a representative of the property’'s owner contacted the Council to discuss planning principles in advance of a submission for planning permission for
the site. Around the same time, the Council submitted an application to the Levelling-Up Fund for £20 million of funding to support the regeneration of the town
centre. Included within the £20 million of sought funding was £7.5 million for redevelopment of the Crown pub site.
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Between August 2022 and November 2022, there was reqgular contact between the Council and representatives of the property’s owner culminating in a meeting on
29 November 2022 between the Council's Chief Executive and the property owner's representative where potential purchase of the property by the Council was
discussed. No other officers attended this meeting and it was not minuted. Following this meeting, the property owner's representative e-mailed the Chief Executive
to confirm an openness to selling the Crown Pub to the Council and cited a price of £750,000.

On 24 January 2023, the Council's Executive approved the purchase of the Crown Pub for £750,000. The supporting paper provided to the Executive in support of
this decision, which is required by The Local Authorities (Executive Arrangements) (Meetings and Access to Information) (England) Regulations 2012 to be published
at least 5 clear days before the date of the Executive meeting, included reference to the property being included in the Council’s bid to the Levelling-Up Fund and
estimated that up to £7 million might be needed for restoration and structural works to bring the property up to the required standard for future use (though no
commitment to restoration work was made as part of the Executive decision taken). Between issuance of the supporting paper and the date of the Executive
meeting, the Council learnt that its bid to the Levelling-Up Fund had been unsuccessful however this was not communicated to the Executive prior to the decision to
acquire the Crown Pub being made.

Following the changes in senior management shortly after the acquisition, the Council's new Interim Chief Executive requested a review of the purchase of the Crown

Pub by internal audit. In addition to the failure to notify the Executive that the bid to the Levelling-Up Fund for funding to purchase and redevelop the Crown Pub had
een unsuccessful, the internal audit report highlighted a number of other weaknesses in the governance processes supporting the Council’'s acquisition of the
roperty, including:

g It is unclear why the Crown Pub site was identified by the Council as a particular site of interest from December 2021, having not previously been included on lists

g of priority ‘eyesore’sites produced in June 2020 or September 2021. The Council is therefore unable to demonstrate the relative merits of pursuing this site for
redevelopment over other sites within the town;

* The Council did not produce a meaningful business case in support of the purchase which would have set out the pros and cons to inform any decision to purchase
the property, with internal audit describing the business case which had been produced as “superficial and did not present a detailed analysis of the case for
purchasing the property”. The absence of a robust business case also meant that the Council did not have a clear plan for the future use of the property, and
therefore lacked a detailed assessment of the investmentinto the property which would be required post-acquisition. The potential structural and redevelopment
costs cited in the Executive report were also likely to be inaccurate as the Council did not complete a detailed survey of the property prior to purchase;

» Poor communication between the Chief Executive and other officers resulted in the property owner’s initial proposal of a purchase price of £750,000 being
understood by officers as having been agreed by the Chief Executive. As a result, the Council did not seek to negotiate on the purchase price despite the Council’s
own valuation valuing the property at just £460,000. Officers also reported to internal audit feeling that they were being asked to complete the purchase at pace
without time to complete proper due diligence on the purchase; and

* Elements of the report submitted to the Council’s Executive in support of the decision to purchase the property were assessed by internal audit as “either missing
or misleading”. In addition to the factors already noted above, this included the report giving an impression that the purchase process was at a less advanced
stage than it really was, that a decision by DLUHC on the Council’'s applicationto the Levelling-Up Fund was further away than it actually was (the report referred
to a decision being due "in the spring™) and references being made to the potential future transfer of the property to Middlesbrough Development Corporation
without appropriate highlighting of the uncertainty of this (at the time of the report, Middlesbrough Development Corporation had not yet been established and
any assetsto be transferred to it remained subject to further decision making outside of the Council’'s control).
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In our view, there are clear indicators that the cultural and governance weaknesses at the Council were evident in the way the purchase of the Crown Pub was
completed. There are however also further clear indicators of weaknesses in the Council’s processes in support of asset acquisitions which we consider to
demonstrate a separate significant weaknessin the Council's arrangements during 2022/23. We therefore conclude that asset acquisitions was a significant
weakness in the Council's arrangements during 2022/23 and make the following recommendations:

4. We recommend that management develop an action plan to address each of the recommendations raised by internal audit in their report into the
acquisition of the Crown Pub.

5. We recommend that management review the processes for identifying and communicating where the facts or conditions set out in committee
papers change between the date on which papers are published and the date on which the committee meeting is held, to ensure that where there are
changes in circumstances relevant to decisions being made this is shared with decision makers prior to decisions being taken.

How the body monitors and assesses risk and how the body gains assurance over the effective operation of internal controls, including arrangements to prevent
;JGnd detect fraud

Qrhe Council maintains a Strategic Risk Register which is used to record and monitor the most significant risks, both financial and non-financial, identified by the
QZounciI. Beneath the Strategic Risk Reqister, each directorate maintainsits own risk register and can escalate risks up to the Strategic Risk Register when
%ufficienuy significant.

The strategic and directorate risk registers are reviewed monthly by the Leadership Management Team and directorate management teams, respectively. The
Strategic Risk Register is also reviewed quarterly by the Executive and the Overview and Scrutiny Board.

Internal audit undertake an annual programme of work to provide assurance over the operation of the Council's internal controls. Risks identified and recorded on
the Council's risk registers are used to inform the annual internal audit plan. Internal audit also provide a programme of counter-fraud activity to the Council.

How the body approaches and carries out its annual budget setting process

The Council maintains a Strategic Plan which sets out the key priorities for the Council, including those of the Mayor, over a multi-year period. The Strategic Plan
forms the basis for the Council's budget setting exercise, along with forecasts from individual directorates for existing plans and services. These are collated with
assumptions for cost pressures and future funding levels to produce a draft budget.

The draft budget is reviewed and stress tested for different scenarios by the Council's Leadership Management Team and Executive, before being issued to key
stakeholders for consultation.

Management review the responses received from stakeholder consultations and make any necessary amendments to the draft budget, before submitting the
finalised budget to meeting of the full Council for approval.
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How the body ensures effective processes and systems are in place to ensure budgetary control; to communicate relevant, accurate and timely management
information (including non-financial information where appropriate); supports its statutory financial reporting requirements; and ensures corrective action is
taken where needed

The Council delegates budgets to individual cost centre managers, who are responsible for ensuring delivery within the delegated budget. Financial training is
provided to all budget holders, who meet regularly with finance business partners to monitor financial performance.

Financial performance against budget and updated forecasts for the remainder of the year are presented to the Council's Leadership Management Team and
Executive on a quarterly basis, along with proposals for corrective actions where required.

How the body monitors and ensures appropriate standards, such as meeting legislative/regulatory requirements and standards in terms of officer or member
behaviour (such as gifts and hospitality or declarations/conflicts of interests)

The Council's Overview and Scrutiny Board monitors the performance of the Council's services and has the power to invite expert witnesses, such as professionals or
ervice users, to advise the Board. The Council's Constitution includes Codes of Conduct for both elected members and employed officers which set out the
Qexpected behaviour of individuals, including the management of conflicts of interest. Failure to adhere to the Codes of Conduct may result in disciplinary
roceedings under the Council's HR policies.

oblected members are required to complete annual declarations of any potential conflict of interest, which are maintained on a register by the Council. A gifts and

@ospitality register is also maintained and available for public inspection. Recommendations in relation to elected member training on declarations of potential
conflicts of interest and the Council's assurances over the completeness of such declarations were made as part of our commentary on the Council's arrangements
for the year ended 31 March 2021 and incorporated into the Council's Corporate Governance Improvement Plan from July 2022.
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Financial Sustainability: how the body plans and manages its resources to ensure it can continue to deliver its services
How the body plans finances to support the sustainable delivery of services in accordance with strategic and statutory priorities

The impact of changes to the Council's financial plans are modelled through a minimum of 3 years as part of the MTFP and any resulting budget gap over that period
guantified and incorporated into the following budgeting cycle. The Council aims to meet the costs of its day-to-day activities from available funding, but borrows for
capital investment purposes. The impact of planned borrowing (i.e. interest charges) is incorporated into the Council's revenue budget and MTFP.

Under the Council's constitution there is a clear delineation between the responsibility for setting the Council’s strategic objectives, which sits with members and the
Executive, and the responsibility for delivery of the operational activities which underpin the strategic objectives, which sits with officers.

Budget holders work with finance business partners to maximise the outcomes achieved for the allocated budget. The Council recognises that certain costs, such as
social care, are demand-led and mitigations for overspends are addressed to a greater extent at directorate or council level rather than by individual budget holders
for these areas.

Tor the year ended 31 March 2022, the Council reported an overspend of £2.5 million against its budgeted outturn and a further net impact of £0.4 million from the
Qiirect impacts of the Covid-19 pandemic which the Council reported separately to its main budget. Within the overall overspend of £2.5 million, the Council reported
n overspend of £7.9 million by its Children’s Services directorate, equivalentto 19% of the Children’s Services budget, which was offset by underspends in other
arts of the Council. In October 2021, the Council adopted a Flexible Use of Capital Receipts Strategy under which it released £5 million of capital receipts, against
cgualifying revenue expenditure intended to transform its services, to its General Fund for the year ended 31 March 2022 to offset the overspends against its

budget. The Council also increased the budget of its Children’s Services directorate by £6 million, 15% of its prior year budget, for the yearto 31 March 2023.

The Council was ultimately able to manage its financial position through 2021/22 without a reduction to its core reserves, and through setting a budget for
2022/23 which included a significant increase to its Children’s Services budget was taking steps to address the areas of financial pressure during 2021/22. We are
therefore content that the Council had proper arrangements during 2021/22 to manage its financial position, however there were increasing warning signs of the
challenges the Council would face during 2022/23.

By September 2022 the Council was forecasting a full-year overspend against budget of £7.7 million for Children’s Services and £9.4 million for the Council as a
whole. The Council attributed the anticipated overspend to a combination of pressures relating to additional inflation, an increased pay award, and increased
demand, placement and agency costs within Children’s Services.

In October 2022, the Council implemented a Financial Recovery Plan which sought to make additional savings of £6.9 million and generate additional revenue of
£0.5 million to mitigate the majority of the anticipated overspend against budget. The Council was able to deliver £4.8 million of the £7.4 million aggregate impact
of savings and additional revenues under the Financial Recovery Plan, which contributed to the final overspend for the year to 31 March 2023 being reduced to
£3.5 million. Further flexible use of capital receipts was used to release £0.8 million to the General Fund to partially offset the impact of this overspend on reserves.

The final overspend within Children’s Services for the year to 31 March 2023 was £10.7 million excluding the impact of flexible use of capital receipts, equivalent to
21% of its revised budget including reallocations from other directorates during the year totalling £5.5 million as well as the increase from the prior year.
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The Council has recognised that the budget baselines for its Children’s Services directorate are not deliverable and sought to ‘reset’ its budget througha £17 million
increase to its Children’s Services budget for the year to 31 March 2024, including £5.2 million included in the Children’s Services budget for the year to 31 March
2023 on an initial temporary basis being made permanent, applied on top of general increases for inflation and pay growth. In order to afford this increase, the
Council's budget for the year to 31 March 2024 also includes £9.4 million of required savings and a requirement for an additional £1.2 million from opportunities for
additional income generation. This was a significant change and challenge for the Council, which has not had to include savings targets within its budgets for a
number of years.

To provide assurance to its members over the scale of required savings, the Council requested an independent review by CIPFA of its financial position, budget
affordability, and financial outlook. This review concluded that “CIPFA expect that the Council will produce a balanced budget for 2023/24", however it also
concluded that "It is not possible for CIPFA to have confidence in the delivery against the savings targets identified for Childrens Services”. The review also raised
concerns over the low levels of reserves held by the Council, noting “The Council needs to be very clear that there is no or very limited scope for central funding of
overspends” and “Failure to deliver the planned savings will place the Council at the risk of having to issue a Section 114 Notice with expenditure likely to exceed
financial resources available to the Council”. It is our understanding that circulation of a draft version of the CIPFA report within the Council was a significant factor
in the decision by 17 of the Council’'s members to write to the Council's Chief Executive to request their resignation, as noted earlier in this commentary.

“Ghe Council ended the 2022/23 financial year with a General Fund balance of £12 million and unrestricted usable reserves of £2.8 million. With planned savings and

(cydditional income generation of £10.6 million built into the 2023/24 budget, the Council has minimal financial headroom available to absorb future financial

(oressures or the non-achievement of planned savings and, as at 31 March 2023, there was a very real risk that the Council would need to issue a Section 114

~feport within the following financial year (though this did not ultimately occur). A Section 114 Report arises when the Council’'s Section 151 Officer believes that the

Fxpenditure of the Council will exceed the resources available to it for the current financial year, or that the Council is unable to set a balanced budget for the
following financial year, and would require the Council to cease all new expenditure other than that supporting functions which are required by statute to be
delivered.

The Council is in a strained financial position and faces significant financial challenges, including high levels of demand for its social care services and the impact of
inflation. Whilst the Council has taken steps to address these challenges, including a ‘reset’ of its Children’s Services budget and implementation of both financial
recovery and savings plans, these actions have not been able to stabilise the deterioration in the Council's financial position. Without more significant intervention
during 2023/24, the Council was, at 31 March 2023, highly likely to deplete its limited remaining reserves over the following 12-18 months and, in effect, run out of
resources.

We are therefore unable to conclude that the Council has had proper arrangements in place to manage its financial position during 2022/23 and conclude that the
absence of such arrangements represents a significant weakness in the Council's arrangements to secure value for money. We have previously reported our
conclusion that the Council did not have proper arrangements in place to manage its financial position as part of our report ‘Value for Money Update and Issuance of
Recommendations Under Section 24 Schedule 7(2) of the Local Audit and Accountability Act 2014’ report issued on 21 August 2023, which included the following
statutory recommendations we issued to the Council in respect of this significant weakness:

6. We recommend that the Council builds upon the steps already taken to control its expenditure to identify specific deliverable savings over the short
term (next 12 months) and protect its limited remaining reserves. Where appropriate, this may need to include the Council changing how it meets its
statutory responsibilities and the extent to which it delivers services which are not required to discharge its statutory responsibilities.
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7. Werecommend that the Council reviews its service delivery models to ensure that they are efficient, represent value for money and achieve the
outcomes required for the resources invested. Where opportunities to improve service delivery models are identified, the Council should develop
detailed plans for implementation of service delivery transformation and how the up-front transformation costs will be funded.

8. Werecommend that the Council review its financial forecasting processes to understand why significant financial pressures, over and above those
anticipated and reflected in the Council's annual budget, have emerged within the first half of both the 2022/23 and 2023/24 financial years and
ensure future forecasting reflects the lessons learned.

How the body ensures that it identifies all the significant financial pressures that are relevant to its short and medium-term plans and builds these into them

The Council undertakes an annual exercise to set its annual budget for the following financial year and to update its Medium Term Financial Plan (MTFP), which
covers the following three years. Key inputs to this exercise include the Local Government Finance Settlement, service demand led pressures & savings, grant
funding changes, inflation and other spending and income policy adjustments.

Q¥ he Council's finance team work with the heads of individual directorates to identify cost pressures, including due to changes in demand for services, and model the
Qmpacts of different scenarios on the Council's finances. Significant changes are discussed by the Leadership Management Team and Council Executive prior to being
c\qlmplemented in the MTFP.

Ndinancial resilience is tested against various scenarios within the financial strategy, medium term financial plan modelling, capital strategy and treasury
management strategy. Responses to financial pressures are developed in conjunction with service directors and key assumptions are tested before they are
incorporated into the MTFP through reqular presentations to, and discussions with, the Leadership Management Team and Executive.

Performance against the current year's budget is monitored on a quarterly basis during the year and used to identify cost pressures which will continue to apply in
future periods and require reflecting in subsequent MTFPs.

How the body plans to bridge its funding gaps and identifies achievable savings

As part of the annual budget setting exercise, the Council identifies the level of savings required to match the anticipated net cost of services to the levels of
available funding. Where possible, the Council looks to use its revenue reserves as appropriate to smooth the impact of any savings targets over the 3-year MTFP
period rather than seeking large savings over short periods of time. Budget gaps of £0.858 millionin the 2022/23 budget and £12.059 million in the 2023/24
budget were identified.

Individual directorates are required to identify potential savings within their service area, which may arise from reductions to expenditure or increases to income.
Savings may also be identified through the Council's finance team, as they are not always directly related to service delivery. Where proposed savings may have a
significant impact on service delivery, the Council holds a public consultation prior to incorporating the saving into financial plans. The delivery of savings
programmes is subsequently included within the budget monitoring reporting process.
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The level of savings identified and incorporated into the Council's budget exceeds the required level of savings to provide additional buffer against the non-
achievement of planned savings. No required savings were identified within the 2022/23 budget, however identified savings within the 2023/24 budget exceeded
required savings by £1.5 million.

How the body ensures that its financial plan is consistent with other plans such as workforce, capital, investment, and other operational planning which may
include working with other local public bodies as part of a wider system

The Council develops its Capital Strategy and Investment Strategy alongside the MTFP and incorporates the revenue impact of planned capital expenditure and
borrowing into the MTFP.

The Council operates a finance business partner model to facilitate regular communication between finance staff and the Council's directorates to ensure that other
plans being prepared by the Council are consistent with the Council's financial planning.

The Council also requires that all decisions which are deemed significant enough to warrant approval by the senior management team or elected members are
-@pproved by the Council's Director of Finance to ensure that the financial implications of significant decisions are considered and reflected in the Council's financial

Qplanning.

(@)

D

wow the body identifies and manages risks to financial resilience, e.g. unplanned changes in demand, including challenge of the assumptions underlying its plans

The Council maintains a number of earmarked reserves, which represent amounts set aside from the Council's General Fund to be used for specified purposes in the
future. Management use earmarked reserves to allow for known or potential future cost pressures.

In addition, the Council sets a minimum level for its General Fund in order to ensure that the Council does not fully deplete its reserves through normal activities. The
Council's assessment of the minimum reserves which should be held in the General Fund has increased as a result of known financial pressures and uncertainties. A
minimum reserve balance of £11 million applied during 2021/22, an increase from £9.4 millionin 2020/21, and was increased to £12 million in the Council's
budgets for 2022/23 and 2023/24.

The Council's MTFPs produced during 2021/22 and 2022/23 included a balanced budget for the following year and indicative budgets for the two subsequent years.
The 2022/23 MTFP forecast a balanced budget in 2023/24 and a budget deficit of £2.3 million for 2024/25. In the Council's 2023/24 MTFP the deficit for
2024/25 had increased to £2.7 million and a similar £2.7 million deficit was forecast for 2025/26. Plans to address these deficits form part of the Council's MTFPs
for future periods.
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Improving economy, efficiency and effectiveness: how the body uses information about its costs and performance to improve the way it manages and delivers services

Where the body commissions or procures services, how the body ensures that this is done in accordance with relevant legislation, professional standards and
internal policies, and how the body assesses whether it is realising the expected benefits

The Council uses the North East Procurement Organisation (NEPO), a regional procurement hub for North East local government authorities, for all of its tendered
procurements. NEPO also maintain a public contracts register which lists all of the Council's current contracts. The Council also has a central procurement unit,
which provides support to individuals within the Council overseeing procurement activity through the NEPO.

The Council has a Strategic Procurement Strategy and Contract Management Framework which are used to provide a framework for the commissioning of services
and evaluation of the services received under awarded contracts. The monitoring of the performance received from suppliers is integrated into the Council's overall
processes for monitoring the delivery of its services to service users, as detailed below.

In February 2020, the Council's Executive approved the commissioning of external social work audit support for children’s services as part of the Council’'s Children's
ervices Improvement Plan. The Council awarded this contract as a direct award to the preferred supplier under the permitted exemption within the Financial and
ontract Procedure Rules for “social care services under the National Health Services and Community Care Act, 1990 or the Children Act, 1989". The contracted

(Services were assessed by the Council's procurement team as falling within this definition, however this was not confirmed by the Council’s legal team.

In July 2020, the Council directly awarded a second contract to the same supplier to provide an external team of social workers to assist the Council with the

Jngoing Children’s Services Improvement Plan. The documented rationale for direct award of the second contract was a combination of the social care-basis used
for the first contract and a further permitted exemption under the Financial and Contract Procedure Rules “for work, supplies and services which are patented or of
a proprietary or special character and for which it is not possible or desirable to obtain competitive prices”. The Council's Executive gave retrospective approval for
the contract on 14 July 2020, and in November 2020 approved a further 24 month extension of the contract.

Also in November 2020, the Council awarded a third contract to the supplier for a second external team of social workers for an intended duration of 6 months. The
Council asserts that this contract was approved through the ‘Gold Command’ process in place during the Covid-19 pandemic, however we have been unable to find
reference to it in relevant minutes from that period. We have also been unable to establish the basis on which the contract was deemed exempt and directly awarded
to the supplier. This contract was also subsequently extended, however no formal approval for this extension was documented.

In August 2022, the Council awarded a fourth contract to the supplier for a third external team of social workers. No formal approvals or exemptions were sought
prior to entering into this contract. Concerns about the awarding of this contract were raised by the Council's procurement team, with a subsequent investigation by
the Council confirming that the Council’s policies and procedures had not been followed in the awarding of the contract.

Subsequent to the contract awards and extensions documented above, the Council continued to extend the second, third and fourth contracts until April 2023
(second contract) and May 2023 (third and fourth contracts). The Council estimates that total expenditure under these four contracts to May 2023 was £4.3 million.
This significantly exceeds the thresholds under which direct award of contracts is permitted under both the Council's Financial and Contract Procedure Rules and
The Public Contracts Requlations 2015. Whilst this amount relates to the four contracts in aggregate, three of these contracts individually exceed the £663,540*
threshold at which the Council is required undertake a competitive tendering exercise under The Public Contracts Regulations 2015. It is therefore our view that in
addition to failing to comply with its own Financial and Contract Procedure Rules, the Council has failed to comply with applicable procurement l[aw in the awarding
of these contracts.

* Threshold represents the level effective from January 2022. Lower thresholds applied prior to this date.
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Where a contract is awarded under the reduced requirements of The Public Contracts Regulations 2015 (commonly referred to as being under the ‘Light Touch
Regime"), The Public Contracts Reqgulations 2015 place restrictions on the subsequent modifications which may be made to the contract whilst remaining within the
scope of the reduced requirements. Such modifications may include extension of the original contract or a change in the scope of the contract. The Council has been
unable to demonstrate that it has controls in place to monitor and assess whether modifications to its contracts made after the initial award fall within these criteria,
therefore we consider there to be an increasedrisk that the Council may have other contract arrangements which are not in accordance with The Public Contracts
Regulations 2015.

The majority of activity in procuring these contracts occurred within the Council’s Children’s Services directorate and was unknown to the Council’'s procurement
team. Accordingly, the Council had not recorded any of these contracts on its contracts register. Since the Council’s procurement team became aware of these
contracts, a control has been implemented to reconcile larger items of expenditure recorded by the Council to known contracts in order to identify any additional
unrecorded contract arrangements which may exist. Prior to late 2022 however, the Council had no such control in place and hence is unable to demonstrate that
these contracts are an isolated occurrence.

A review of those contracts which the Council had recorded on its contract register as awarded between 1 April 2021 and 31 March 2022 found that of a sample of
12 contracts enteredinto by multiple directorates, 7 were awarded using some form of exemption. In each case, the application of the exemption had been
-Gpproved by the Service Head and Head of Commissioning and Procurement however there was no further documented approval. Under the Council’s Financial and
ontract Procedure Rules, all exemptions require approval by the Section 151 Officer. Other than in a limited number of specified circumstances, the Financial and
(MContract Procedure Rules also require that exemptions are approved by the Council's Monitoring Officer. There is no requirement under the Financial and Contract
~frocedure Rules for exemptions to be approved by the Head of Commissioning and Procurement.

UI] is evident to us that the Council has a well established informal and undocumented practice when it comes to application of procurement exemptions which is
neither compliant with the requirements of the Financial and Contract Procedure Rules or as robust. Whilst the procurement of the four social care contracts, or at
least aspects of them, appear to have also occurred outside of this informal practice, the widespread non-adherence to the Council's formal policies and procedures
is likely to have been a contributory factor as to why this occurred.

In our view, non-adherence to the Council’s Financial and Contract Procedure Rules was pervasive within the Council during both 2021/22 and 2022/23 and
significantly increases the risk that exemptions were applied inappropriately and that the Council is not able to demonstrate that it was securing value for money in
its procurements. We consider that this is a significant weakness in the Council’'s arrangements to secure value for money. We have previously reported our
conclusion that the Council did not have proper arrangements in place with regards to contracting and procurement as part of our report ‘Value for Money Update
and Issuance of Recommendations Under Section 24 Schedule 7(2) of the Local Audit and Accountability Act 2014’ report issued on 21 August 2023, which
included the following statutory recommendations we issued to the Council in respect of this significant weakness:

9. We recommend that the Council conclude its review of its Financial and Contract Procedure Rules to ensure that they reflect the needs of the
Council and the expectations of members and implement the revised rules without delay. This should include being explicit on how contract
modifications should be assessed and managed, as the Financial and Contract Procedure Rules do not currently address contract extensions;

10. We recommend that, once the Financial and Contract Procedure Rules are finalised, training is provided to all officers involved in contracting,
procurement or financial decision making to ensure that the requirements of the Financial and Contract Procedure Rules are understood and
adhered to; and
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11. We recommend that the Council complete their review of all ongoing contracts which were initially awarded under an exemption but have been
subject to subsequent amendment (including extension) to identify whether they are compliant with The Public Contracts Requlations 2015. If
further non-compliance is identified, the Council should evaluate whether any remedial action is necessary.

How the body ensures it delivers its role within significant partnerships, engages with stakeholders it has identified, monitors performance against expectations,
and ensures action is taken where necessary to improve

The Council has a Partnership Governance Policy which governs how the Council develops and manages its partnerships. All new partnership arrangements are
considered to be projects and subject to the approval processes of the Council's Programme and Project Management Policy.

Each partnership arrangement has a dedicated lead manager who is responsible for managing the partnership's performance and governance. A registeris
maintained of all Council partnerships and the performance of significant partnerships is included in quarterly performance reporting to the Executive and Overview
and Scrutiny Board.

ajn September 2022, the Council concluded its first review into the partnership arrangements recorded on its Partnership Register since its Partnership Governance
%olicy was introduced in 2019/20, and intends for this to become an annual exercise.

~4 number of the Council's elected members also hold positionsin local and regional partner organisations to promote effective cross-working between partnership
Omembers.

In February 2019, the Council established MHomes Limited as a subsidiary company with the intention of using it as a housing delivery vehicle. Following a change in
political administration in the May 2019 election, the subsidiary was rebranded as Middlesbrough Development Company and the Council changed the proposed
focus of the subsidiary away from housing delivery and towards urban regeneration projects. This corresponded with a change by the Council itself towards a more
expansive capital programme focusing on redevelopment of Middlesbrough town centre. During 2021/22 and 2022/23, Middlesbrough Development Company
oversaw two large capital projects on behalf of the Council, the development of Boho Village and the redevelopment of the former Tollesby Shops site, along with a
number of smaller scale projects to restore empty homes and ‘eyesore’ sites. The activities of Middlesbrough Development Company are funded through a
combination of loan and grant funding provided by the Council.

In May 2021, 5 of the 7 members of the Council's Executive resigned citing a number of concerns over the conduct of the Council’'s Mayor and the Council requested
the Council's internal auditor investigate the concerns raised. We reported on the results of these investigations within our value for money commentary on
2020/21, however follow-up work by internal audit in relation to the governance of Middlesbrough Development Company was deferred in anticipation of additional
good practice guidance being published by CIPFA.

In May 2022, CIPFA published 'Local Authority Owned Companies: A Good Practice Guide' and the Council requested that internal audit undertake an assessment of
the governance of Middlesbrough Development Company against this good practice guidance. The Council's internal auditor undertook this review as an advisory
piece of work, and did not therefore seek to offer an overall rating on arrangements, however a draft version of their report shared with senior officers in January
2023 raised some significant concerns over the Council's oversight and governance of the subsidiary. The Council’s internal auditor issued the final version of their
report at the end of July 2023, in addition within their Annual Head of Internal Audit Report for 2022/23 they noted their review found ‘a number of weaknesses',
including in relation to:
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* Alack of clarity in respect of roles and responsibilities (including officers and members);
* The composition and training of members of the Board;

» Performance management; and

* Documentation of Board meetings.

As a result of the concerns raised in the draft report the Council's Executive agreed in January 2023 to recommend to the directors of Middlesbrough Development
Company that the subsidiary body be wound up. Within the covering report submitted to the Executive to inform this decision, the Council stated:

“As the activities of the company have turned from theoretical to actual, and the practicalities of taking and implementing board decisions have become more
complex, a number of weaknesses have been identified in the board arrangements and the relationship with the Council that would need addressing. Veritau,
the Council’sinternal auditors were asked to provide a view on the overall governance situation, and the improvements that would be required to meet the
highest standards of good governance. Early conclusions from this work include:

a. the roles and responsibilities within the company are insufficiently defined for a local authority trading company, with potential conflicts of interest arising
through lack of clarity and lack of separation. The role of the shareholder is particularly unclear; and,

b. some of the operational aspects of the company do not reflect local authority regulations, or frameworks - such as procurement, risk, performance
management and project management.

/] abed

The relationship with the company would also require further work from the Council’s perspective, as there needs to be a suitable governance structure put in
place within the Council structures to review performance, or provide the necessary oversight and accountability for it to function effectively. Specifically
issues around Information Governance, Data Protection and other legal requirements are not governed by an appropriate agreement with the Council - which
could cause unnecessary risks in the future. Additional work is also required to provide improved transparency around Value for Money and alignment of
investments with Council priorities.

It is clear from the review that revising the arrangements to follow the higher standards of governance set out by Local Partnerships, and CIPFA in their
recently published Local Authority Owned Companies - A Good Practice Guide, and to minimise any future risk to the Council would require a significant
investment of time and money to achieve. The board of the company would need to be reshaped, the staffing structure bolstered, and the arrangements the
Councilemploys to monitor and support it would need to change.

The key gaps identified in issues such as procurement and risk management would require additional staffing to be brought in to manage processes to the
standard required by local authorities (and advocated by CIPFA), as would bolstering arrangements around performance management and project
management. The current staffing/operation of the company is geared towards commercial expertise and would not therefore have the capacity or experience
to adopt the policies and frameworks to align with the Council’'s approach. Recent examples of issues around Information Governance have highlighted this
further, where the company needs to register with the Information Commissioner’s Office independently from the Council.”

Whilst the Council has taken the decision to recommend winding-up the subsidiary, this has not yet occurred and the subsidiary remains responsible for the
regeneration projects previously assigned to it. Up to the point at which the decision was taken to recommend winding-up the subsidiary, the Council had provided
£11.9 millionin funding to the subsidiary and the estimated lifetime budget of its projects was £13.3 million.
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Management assert that the financial statements of Middlesbrough Development Company are subject to external scrutiny via the subsidiary’s external auditor,
however we have been unable to corroborate that external audits of the subsidiary’s financial statements have taken place. Within the Council’s draft Statements of
Account for both 2021/22 and 2022/23, the following disclosure is made:

“Under Section 477 of the Companies Act 2006 (in respect of the current annual turnover of the company which is a deficit and the number of employees at
1) MDC is exempt from the requirement of the Act for the audit of its accounts for the financial year. However due to the need to consolidate the accounts into
the Council’'s group arrangements, the company directors have decided to appoint an external auditor and undertake an audit process.”

The disclosure within the Council's draft 2021/22 Statement of Accounts included cross-reference to the Middlesbrough Development Company website, which is no

longer available, and the draft 2022/23 Statement of Accountsincluded cross-reference to the Council's own website for copies of the Middlesbrough Development

Company financial statements. The financial statements of Middlesbrough Development Company published on the Council’'s website contain an unsigned audit

report for the year ended 31 March 2022 and are explicitly presented as unaudited for the year ended 31 March 2023. The accounts filed by Middlesbrough

Development Company with Companies House for the year ended 31 March 2022 were unaudited financial statements, and the financial statements for the year

ended 31 March 2023 are shown on the Companies House website as overdue as of June 2024. In our view, the disclosure within the Council’'s Statement of
ccounts is therefore misleading to readers of the Council’s financial statements.

QI our view, the concerns raised by the Council’s internal auditor and the subsequent assessment by the Council that “a significant investment of time and money”
ould be required to meet the standards of governance set out within the CIPFA good practice guidance are indicative that the Council did not have proper
rrangements in place to oversee the activities of its subsidiary and ensure that Middlesbrough Development Company delivered value for money with the resources

provided to it by the Council during either 2021/22 or 2022/23. Given the material levels of funding provided by the Council to Middlesbrough Development
Company, we consider that this is a significant weakness in the Council's arrangements to secure value for money. We have previously reported our conclusion that
the Council did not have proper arrangements in place with regards to its oversight of Middlesbrough Development Company as part of our report ‘Value for Money
Update and Issuance of Recommendations Under Section 24 Schedule 7(2) of the Local Audit and Accountability Act 2014' report issued on 21 August 2023, which
included the following statutory recommendations we issued to the Council in respect of this significant weakness:

12. We recommend that the Council review its oversight arrangements for Middlesbrough Development Company for the period up to the demise of the
entity, so that it can satisfy itself that Middlesbrough Development Company is delivering value for money with the resources provided to it during
this period; and

13. We recommend that the Council develop an action plan for the demise of Middlesbrough Development Company which sets out how the Council will
realise the value which has been created through the resources provided to Middlesbrough Development Company by the Council.
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How the body evaluates the services it provides to assess performance and identify areas for improvement

Business intelligence dashboards are used by both Council leadership and service line management to monitor key performance indicators across the Council’s
services and track the implementation of previously agreed actions, including progress against the milestones set out in the Council's Strategic Plan.

In January 2020, the Council's provision of childrens social care services was rated inadequate by the Office for Standards in Education, Children’s Services and
Skills (Ofsted), who noted that 'leaders have not sufficiently focused on the significant areas of weakness to ensure that the needs of children and care leavers are
properly met'. In response to the Ofsted findings, the Council implemented a Children’s Services Improvement Plan which remainedin effect at the commencement
of 2021/22. Delivery against this plan was overseen by a Multi-Agency Strategic Board, supported by a Multi-Agency Operational Board, which was described by the
Independent Children's Commissioner in July 2021 as "highly effective".

In July 2021, the Independent Children’s Commissioner issued a 12 month review on the Council'simplementation of the Children’s Services Improvement Plan
which was very positive on the progress being made by the Council, concluding that:

“Considerable progress has been made and there is evidence of real impact. Most impressively in the face of significant demand and need, the LA has tackled
legacy issues which had inflated the volume of cases in higher tiers of provision. Significant reductions in the care population have been achieved through a
focus on permanency and supporting families locally and important reductions in children on child protection plans and within social care generally have taken
place. The LA knows itself well and has clearly moved beyond having “the necessary building blocks” in place to an organisation impacting on outcomes and
progressing impressively on their improvement journey.

On this basis, | would recommend to the Minister that no further direct engagement of an appointed Commissioner is required and continued monitoring and
support toimprovement is afforded by the Advisor and core DfE team.

6/ obed

The appointment of the Independent Children’s Commissioner was formally concluded in November 2021.

Throughout 2021/22 and 2022/23, the Council received regular focused and monitoring visits from Ofsted. The findings reported by these visits consistently
recognised that the Council was making progress in addressing the findings of the 2020 Ofsted report, most significantly in the Council's understanding of the
challenges it faces, whilst acknowledging that the Council was starting from a “very low base" and a range of improvements were still required. A full reinspection of
the Council’s provision of childrens social care servicesin March 2023 resulted in an upgrading of the Council’s rating from ‘inadequate’ to ‘requires improvement to
be good’ across each of the categories assessed.

Whilst we note that the Council's Children's Services were not yet consistently delivering the expected levels of performance, especially during 2021/22, this
reflects the status of the service at the start of the 2021/22 financial year. The Council's actions during the year to 31 March 2022, as assessed by the
Commissioner for Children's Services in Middlesbrough, demonstrate that the Council had appropriate arrangementsin place during 2021/22 to deliver against the
Improvement Plan. The subsequent Ofsted inspection results of March 2023 demonstrate that the Council continued to improve the delivery of its Children’s
Services through 2022/23.

We do not therefore report a significant weakness in the Council’'s arrangements during the year ended 31 March 2022 in respect of the provision of Children’s
Services, and did not recognise this as a risk for the year ended 31 March 2023.
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How financial and performance information has been used to assess performance to identify areas for improvement

Financial performance is monitored via management accounts and presented to the Executive and the Overview and Scrutiny Board on a quarterly basis. Reporting
includes comparison of both performance to date and full-year forecasts against budgets, with explanations provided for significant variances. Comparisonis also
made to the positionin previous reporting to monitor whetherimprovement actions have had the desired impact.

Beneath the Council's high-level reporting, budgets and performance are monitored at service line and budget holder levels, with individual budget holders
responsible for ensuring delivery against delegated budgets and the accurate forecasting of future performance.

Performance against non-financial metrics, including milestones of the Council's Strategic Plan, are also presented to the Executive and Overview and Scrutiny
Board on a quarterly basis.

08 abed
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Arrangements since 31 March 2023

Our commentary on the Council’s arrangements to secure value for money in its use of resources is specific to the periods being audited, the financial years ended
31 March 2022 and 31 March 2023. Our appointment as the external auditor of the Council concludes with the audit for the year ended 31 March 2023.

The following additional information relates to the actions the Council has taken to address the significant weaknesses in arrangements reported in our commentary
since the end of the reporting periods. This information is provided for context and based on more limited audit procedures than for the period 1 April 2021 to 31
March 2023, and we do not express a view within this report on the Council's arrangements since 31 March 2023 as we are not the Council’s external auditor for
periods commencing on or after 1 April 2023.

Culture and Governance

The May 2023 election saw a change in both the Mayoral leadership of the Council and the overall political control of the Council, following on from the significant
changes in the senior officer leadership of the Council in February and March 2023 noted earlier in our commentary. In light of these changes, the Council concluded
That areview and reset of the Corporate Governance Improvement Plan would be appropriate prior to detailed development of ‘phase 3" of the Corporate
QGovernance Improvement Plan. The Council also reported that the Governance Improvement Board, which had overseen progress up to February 2023 (no meetings
ere held after this date) would be replaced with an Improvement Advisory Panel. The Improvement Advisory Panel includes external advisors and experts, including
od" independent chair.

R revised plan for ‘phase 3’ of the Council's Corporate Governance Improvement Plan was approved by full Council on 18 September 2023, alongside a proposed
action plan to respond to the statutory recommendationsissued as part of our ‘Value for Money Update and Issuance of Recommendations Under Section 24
Schedule 7(2) of the Local Audit and Accountability Act 2014’ report issued on 21 August 2023 (referred to by the Council as its ‘Section 24 Action Plan’). A
proposed updated Constitution, including updated Financial and Contract Procedure Rules, was also submitted to full Council at this time.

In January 2024, the Chief Officer Appointments Committee approved extension of the appointments of both the Council’'s Interim Chief Executive and Interim
Director of Finance to 31 March 2025 in order to provide stability to the Council’'s leadership as it continues with the implementation of the Corporate Governance
Improvement Plan and Section 24 Action Plan.

Also in January 2024, the Best Value Notice issued to the Council by DLUHC, which had been for an initial period of 12 months, was extended for an additional 6
months to July 2024. In the notification of the extension the Department acknowledged that the Council has “implemented a range of improvement measures to
begin to effectively address the identified concerns”, but highlighted that the Department “has ongoing concerns regarding your authority” and the extension was "“in
response to the need for continuing reassurance on the Council’s capacity to transform at sufficient pace".

As of March 2024, the most recent update on the progress of the Corporate Governance Improvement Plan and Section 24 Action Plan presented to full Council, the
Council was reporting that 57% of actions under the Corporate Governance Improvement Plan and 61% of the actions under the Section 24 Action Plan had been
delivered. A small number of actions, equating to 6% of actions under the Corporate Governance Improvement Plan and 8% of actions under the Section 24 Action
Plan, were reported as off-track however all other open actions were reported as being on-track for delivery by their target completion dates.

We also note that both senior officers and members have reported, both directly to us and in public meetings such as the Council’'s Audit Committee, a noticeable
positive change in culture at the Council since 31 March 2023 and more collaborative working between members and officers.
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Financial Sustainability

The Council has recognised that it commenced the 2023/24 financial year in a challenging financial position and implemented enhanced scrutiny of its financial
outturn and forecasts, with additional monthly reporting to its Leadership Management Team (LMT) and additional finance meetings with each directorate head
added to the existing quarterly reporting. Officers have also sought to engage more proactively with elected members on the Council’s financial challenges, including
introducing quarterly member-led budget challenge sessions.

Through this enhanced scrutiny of its financial position, the Council identified as early as P2 (May 2023) that it was not on track to deliver against its budget for the
year ended 31 March 2024. As of Q1 (June 2023), the Council was forecasting an overspend against its budget of £11.6 million. This represented over 9% of the
Council's annual budget. The Council only attributed £2.6 million of the anticipated overspend to non-achievement of the savings and additional income generation
included within its 2023/24 budget, with the majority relating to cost pressures not allowed for within the budget. The most significant of these included a national
pay award above the Council’s expectations, demand and inflationary pressures within both adult’s and children’s social care and rising home-to-school
transportation costs. These pressures contain a mixture of factors within the Council’s control, such as those related to how it delivers it services, and those beyond
its control, such as the national pay award.

Q¥ he Council implemented a range of measures to address the overspend for 2023/24 projected at Q1, including the use of vacancy control panels to constrain new
ecruitment to essential posts only, additional restrictions on spending issued by the Interim Director of Finance in July 2023 and an in-year uplift to fees and
charges effective from December 2023. These measures helped to reduce the forecast overspend to £8.6 million by the end Q2 (September 2023), £5.5 million by
e end of Q3 (December 2023) and £3.6 million by the end of the 2023/24 financial year (March 2024).

The continued overspend against the Council's budget has been assessed by the Council’s Interim Director of Finance as critical, with the Council unable in their view
to set a balanced budget for 2024/25, whilst maintaining adequate reserves, without exceptional financial support. In January 2024, the Council's Executive
approved submission of an applicationto DLUHC for £15 million of exceptional financial support. In March 2024, full Council approved the Council's budget for
2024/25 inclusive of £13.4 million of exceptional financial support offered by DLUHC in the form of additional Council borrowing. Had the Council’s request for
exceptional financial support not been accepted by DLUHC, the Council would have been forced to issue a Section 114 notice (see page 21).

The financial position of the Council remains precarious. The Council is reliant upon both the sale of assets and the achievement of significant planned savings for its
short-termviability, but requires more significant transformation of the way it delivers its services to become viable over the medium-to-long term. This fact is
recognised by management, with the exceptional financial support applied for by the Council including up-front funding for transformation as well as addressing
immediate day-to-day budgetary challenges. A detailed proposal setting out the proposed direction, aspirations, investment, and funding requirements of the
Council's Recover, Reset, Deliver Transformation Programme was approved by full Councilin April 2024.

The Council has also commissioned CIPFA to undertake a review of its financial management practices using the CIPFA Financial Management Model to assist it with
identifying areas where its financial management practices could be improved. The results of this review have recently been reported to the Council’'s management
and will be presented to the Council's Executive on 24 July 2024.
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Middlesbrough Development Corporation

On 13 March 2024, the Secretary of State for Levelling Up, Housing and Communities approved the transfer of a number of the Council’'s assets to the newly formed
Middlesbrough Development Corporation, which will oversee redevelopment of key sites within the town centre. Middlesbrough Development Corporationis a
subsidiary of the Tees Valley Combined Authority, and is completely separate from the Council's own subsidiary Middlesbrough Development Company.

Transfer of the Council’'s assets to Middlesbrough Development Corporation was not a decision within the control of the Council, though we note that the Council’s
members voted against endorsing the principles behind the formation of Middlesbrough Development Corporation and the transfer of Council assetsin February
2023.

The Crown Pub is included within the assets to be transferred to Middlesbrough Development Corporation, therefore future structural and restoration costs for this
property will not now fall on the Council.

g abed
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Other matters

Financial reporting

In support of our identification of risks of significant weaknessesin the Council’s arrangements to secure value for money in its use of resources, we have performed
the following procedures to ensure that the Council’'s draft Statement of Accounts for the years ended 31 March 2022 and 31 March 2023 are consistent with
underlying accounting records and have been properly prepared and presented in accordance with legislative and reporting framework requirements. These
procedures were not designed to ensure that the underlying accounting records were correct or that the draft Statements of Account were free from material error:

» Wereconciled the draft Statement of Accounts for the years ended 31 March 2022 and 31 March 2023 to the trial balances for each period obtained from the
Council's accounting system;

* We performed casting and internal consistency checks on the draft Statement of Accounts for the years ended 31 March 2022 and 31 March 2023 to ensure
that financial statements were arithmetically correct and internally consistent;

We completed the CIPFA disclosure checklists for the periods ended 31 March 2022 and 31 March 2023 to ensure that all material required disclosures had been
included within the draft Statements of Account;

We performed an overall analytical review to understand movementsin the financial statements between 2020/21 and 2021/22, and between 2021/22 and
2022/23, to identify any unusual or unexpected movements which may indicate either misstatement of the financial statements or significant changes in the
Council's underlying activities;

We reviewed the Council's bank reconciliations as at 31 March 2022 and 31 March 2023 to ensure that accounting records had been appropriately reconciled to
the bank statements; and

Gg abed

We inspected details of the accountsinspection periods notified by the Council and considered whether they met the requirements of The Accounts and Audit
Regulations 2015.

We did not identify any additional risks of significant weaknessesin the Council’s arrangements through these procedures, however we noted a number of
observations we would like to bring to the Audit Committee’s attention. These are set out on pages 36 and 37.
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Presentation of the Statement of Accounts

» In the Draft Statement of Accounts for 2021/22, the actuarial gain on pensions for the year is stated as £107.235 million on the Comprehensive Income and
Expenditure Statement and individual actuarial gains and losses on gross pension assets and liabilities agreeing to this amount are disclosed within the detailed
reconciliation of movementsin gross assets and liabilities of Note 39. The summary table at the start of Note 39 howeverincorrectly states the actuarial gain for
the year as £nil. The total net assets of the Council are also presented as net liabilities within the Narrative Report;

» In the Draft Statement of Accounts for both 2021/22 and 2022/23, the return on pensions assets and the interest on pension liabilities are disclosed as gross
income and expenditure, respectively, within Note 10. On the Comprehensive Income and Expenditure Statement the net of these two amountsis however
presented as expenditure, leading to material inconsistency between the gross income and expenditure on the primary statements and in the supporting notes.
These amounts were presented as gross income and expenditure within the Comprehensive Income and Expenditure Statement of the Council’s final Statement
of Account for 2020/21;

In the Draft Statement of Accounts for 2022/23, there are multiple errors in the presentation of the Statements of Cash Flows and supporting notes. These
include a difference of £20.985 million between the cashflows from operating activities per the single-entity Statement of Cash Flows and per the supporting
note, the Group Statement of Cash Flows cross-referring to the supporting notes to the single-entity Statement of Cash Flows for further details of operating,
financing and investing cashflows despite the Group and single-entity cashflows being different (no supporting notes to the Group Statement of Cash Flows are
disclosed) and poor alignment of line item descriptions in the single-entity Statement of Cash Flows with potential to confuse readers as to which amounts relate
to which line item descriptions; and

. 9g abed .

We noted a number of minor casting and internal consistency errors in both sets of draft statements which we would expect to be addressed by a robust quality
review process.

As set out within the Statement of Responsibilities included within both the 2021/22 and 2022/23 Draft Statement of Accounts, the Interim Director of Finance is
responsible for the preparation of the Council's statement of accounts in accordance with proper practices as set out in the CIPFA/LASAAC Code of Practice on
Local Authority Accounting. As noted above, the Draft Statement of Accounts for both 2021/22 and 2022/23 contain material misstatements or disclosure errors
therefore we would encourage management to address these observations prior to finalising the Statement of Accounts for 2021/22 and 2022/23, and to review
the quality assurance processes which support the Interim Director of Finance's sign-off of the Statement of Accounts.

Management have asserted that they have continued to work on the financial statements for both the year ended 31 March 2022 and the year ended 31 March
2023 since publication of the draft financial statements, including through development of an integrity checker to address inconsistencies between disclosures, the
impact of which will be reflected in the final financial statements for each period when published by the Council.
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Inspection of the Accounts

The Accounts and Audit Regulations 2015 require local authorities such as Middlesbrough Council to commence the inspection period for its Draft Statement of
Accounts no later than 1 June each year. For 2021/22, this date was amended by The Accounts and Audit (Amendment) Regulations 2021 to 1 August 2022. The
Council commenced its inspection period for the 2021/22 Statement of Accounts on 30 August 2022 due to a combination of capacity challenges within the
Council's Finance Team, including vacancy of the Chief Accountant post, and the external audit of the Council's 2020/21 Statement of Accounts being ongoing due
to the impact on other audit work of the cultural and governance issues reported on in our 2020/21 value for money commentary and a sector-wide technical
accountingissue in respect of infrastructure assets, and therefore did not comply with the statutory requirement. There is no requirement for the external audit of
the previous year's Statement of Accounts to be concluded prior to publication of Draft Statement of Accounts, which are unaudited, for the following year.

The Accounts and Audit Regulations 2015 also require that either within or alongside the Draft Statement of Accounts, a Draft Annual Governance Statement is

available during the inspection period. As noted on pages 13 and 14, the finalisation of the Council's Annual Governance Statement for 2020/21 was delayed due

to senior officers taking the view that they were unable to sign the Council’'s Annual Governance Statement for the year ended 31 March 2021 on the grounds that

the statement did not fully reflect the size and scale of the cultural change required at the Council. This had a knock-on impact on preparation of the Draft Annual

Governance Statement for 2021/22, and the inspection period therefore took place without this being made available contrary to the statutory requirements. The
ouncil published its Draft Annual Governance Statement for 2021/22 in December 2022 as part of the papers for the Corporate Affairs and Audit Committee, but
@has not made it available on the same part of the Council's website as the Annual Governance Statements for other periods.

mThe Council commenced its inspection period for the 2022/23 Statement of Accounts on 8 January 2024, significantly behind the statutory deadline, due primarily
0 an ongoing review of the Council's Collection Fund provisions for impairment across both the 2021/22 and 2022/23 statements (see next page). As for
021/22, the inspection period took place without publication of the Annual Governance Statement as required by the Accounts and Audit Regulations 2015. After
we reported this to management, the Council performed a second inspection period commencing 22 February 2024 following publication of a Draft Annual
Governance Statement for 2022/23.

Responsibility for ensuring the Council complies with statutory requirements relating to the inspection of the accounts rests with management.
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Other matters

Collection Fund provisions for impairment

The Council's financial statements include the Collection Fund Accounts, which set out details of the Council Tax and Non-Domestic Rates balances for which the
Council is the billing authority. Included within the Collection Fund Accounts are provisions for impairment of outstanding balances owed to the Council, as billing
authority, in relation to Council Tax and Non-Domestic Rates. Within the Council’s Draft Statement of Accounts for 2021/22, these balances totalled £25.005
million for Council Tax and £8.987 million for Non-Domestic Rates. These amounts relate to the total amounts collected by the Council, including those amounts
collected on behalf of central government, the Cleveland Police and Crime Commissioner and the Cleveland Fire Authority, however the Council also recognises its
share of these provisions within its own financial statements.

In our Audit Results Reports for the 2020/21 audit issuedin July 2022 and April 2023, we included a control observation that assumptions underpinning the
Council's provisions for impairment of irrecoverable debt had not changed for a number of years and, where adjustments had been made, there was a limited
evidence base for the size of those adjustments giving rise to a risk that they are no longer appropriate and the Council was not accurately calculating its exposure
toirrecoverable balances. We recommended that management review the assumptions used to ensure they remained appropriate. Management's response to our
_decommendation had the greatest impact on the provisions relating to Collection Fund balances, as the largest impairment provisions recognised by the Council.

Qin August 2023, management informed us that they had completed a review of the Collection Fund impairment calculations in response to our recommendation and

(-Dhad identified a potential adjustment to the draft 2021/22 financial statements which would have a material downward impact upon the valuation of provisions for
impairment. Management also advised us that the impact from this release of provisions would be carried into the Council’'s 2024/25 budget setting exercise, in-line

odvith normal practice for Collection Fund balances and as the Council's budget for 2023/24 had already been set, with the intention of being held within usable
reserves. Given the financial challenges highlighted earlier in this report, this was an important factor in the Council’s ability to set a balance budget for 2024/25
whilst beginning to rebuild the Council’s low level of reserves. It was agreed that given the significance to the Council’s overall financial position audit review of
these revised impairment calculations would be prioritised.

Following audit challenge of the methodology adopted in the determination of the revised provisions, management developed a different methodology for
determining the Collection Fund impairment provisions which increased the size of the release from provisions. We have worked with management to review the
overall methodology adopted, the key judgements and assumptions and the data used (though we have not sought to test the accuracy of input data as the focus
has been on methodology).

The Draft Statement of Accounts for 2022/23 published by the Council on 28 December 2023 included opening balances as at 1 April 2022 and closing balances as
at 31 March 2023 for the Collection Fund impairment provisions calculated in accordance with management’s revised methodology. The total Collection Fund bad
debt provisionsas at 31 March 2022 reflected in the Draft Statement of Accounts for 2022/23 was £16.484 million for Council Tax and £5.725 million for Non-
Domestic Rates. These amounts represent reductions of £8.521 million (34%) for Council Tax and £3.262 million (36%) for Non-Domestic Rates compared to the
amountsincluded within the Council's Draft Statement of Accounts for 2021/22.

Management has continued to refine their modelling of the provisions for impairment as at both 31 March 2022 and 31 March 2023 since publication of the Draft
Statement of Accounts for 2022/23 to ensure they most appropriately reflect the levels of anticipated irrecoverability within Collection Fund balances. Our
assessmentis that the revised overall methodology developed by management should be capable of determining appropriate impairment provisions for the
Collection Fund, however discussions with management are ongoing in relation to a small number of assumptions and judgements in the application of that
methodology and require conclusion before we are able to conclude on whether the revised level of impairment provisions are within an acceptable range.
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Other matters

Objection

The Local Audit and Accountability Act 2014 allows for an elector to raise an objection to the Council’'s Statement of Accounts to the external auditor, during the
accountsinspection period. where the objection concerns a matter in respect of which the external auditor could issue a Public Interest Report or seek a declaration
that an item of account is unlawful.

We received one objection in relation to the Council's Statement of Accounts for 2022/23, concerning the Council's joint application to the Levelling-Up Fund with
Redcar and Cleveland Borough Council for funding to improve accessibility in South Middlesbrough and whether the application for funding had been approved
within the Council in accordance with the Council's Financial Procedure Rules. The objection was raised to us as a request to seek a declaration that the associated
items of account were unlawful.

It was announced on 18 January 2023 that the Council's application for funding had been successful, however management have confirmed to us that no monies
were received by the Council and no expenditure to be funded by the application incurred prior to 31 March 2023. Consequently, there are no items of account
appearing within the accounts for the year ended 31 March 2023 upon which an application to the courts for a declaration that such items are contrary to law could
be made. On this basis, we decided not to accept the objection.

-qu have not sought to establish the facts in relation to the application to the Levelling-Up Fund in question and whether the application was approved in accordance
©@with the Council's Financial Procedure Rules in this specific instance, but highlight our conclusion within our value for commentary that non-adherenceto the
(MCouncil's Financial and Contract Procedure Rules was pervasive within the Council during both 2021/22 and 2022/23.

%Ne did not receive any objectionsin relation to the Council’'s Statement of Accounts for 2021/22.
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Agenda Item 9
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' Report of: ' Director of Finance (S151 Officer) |

Relevant Executive | Executive Member for Finance and Governance
Member:
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Title: ' Middlesbrough Council — Audit Strategy Memorandum 2023/24 |
' Report for: ' Information |
' Status: ' Public |

Council Plan Delivering Best Value

priority:

Key decision: No

Why: Report is for information only

Subject to call in?: No

Why: Not Applicable

Executive summary

The External Auditor, Mazars, has concluded their planning work in relation to the
financial year 2023/24 and will present the Annual Report to the Committee for
information and discussion.

The report comprises the Auditor’s proposed approach and key issues in relation to the
audit of the financial statements and on the assessment of the Council’s arrangements
for securing robust governance and Value for Money for the last financial year.

This is the first year of the new external audit contract with Mazar’s, covering the period
2023/24 to 2027/28. Members will be aware that the audit of the two previous year’s
accounts for the Council with Ernst & Young are still open and that we are expecting
these to be modified and/or disclaimed opinions, depending on government legislation
that is still to be confirmed.
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1. Purpose

1.1 The purpose of the report is for Mazars, the Council’s External Auditor, to present their
Audit Strategy Memorandum for the 2023/24 financial year. This sets out their plans for
the audit of the financial statements and value for money arrangements for the Council.

2. Background and relevant information

2.1 Mazar’'s Audit Strategy Memorandum for 2023/24 is attached at Appendix 1 and
includes the following sections:
e Engagement and responsibilities summary
The audit engagement team
Audit scope, approach, and timeline
Significant risks and other key judgement areas
Value for money arrangements
Fee for the audit and other services
Commitment to independence
Materiality and other misstatements

2.2 The external auditor will present their report and overall approach to the Committee.
3. What decision(s) are being recommended

3.1 That the Committee:

¢ Note the contents of the Audit Strategy Memorandum for the 2023/24 audit.
e Discuss any appropriate matters with the external auditors and officers which
may have a bearing on the parameters for the audit being undertaken.

4. Rationale for the recommended decision(s)

4.1 The Committee is required to receive and consider the external auditor’s report as part
of its governance role and responsibility in relation to audit activities.

5. Impact(s) of the recommended decision(s)
5.1Financial (including procurement and Social Value)

The Council decided on 23 February 2022 to ‘opt in’ to the national audit appointment
scheme undertaken by Public Sector Audit Appointments (PSAA), a government
agency for contracting external audit services. This decision covered contracts being
let for the period from 1 April 2023 to 31 March 2028 (five financial years) and would
cover both the financial statements audit and the assessment on the value for money
arrangements in place.

The Council was notified by PSAA in December 2022 that Mazars would be the new
external auditor for this period. This was in line with the requirement under the local
audit and accountability act 2014 of having an external auditor in place prior to the 31
December, before the start of each new financial year. The Mazars contract replaces
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the current arrangement with Ernst & Young who have been the Council’s auditor since
the start of the 2017/18 financial year.

The base audit fee for any local authority who opts into the national scheme is set by
PSAA, based on size and on previous audit experience and fees paid. The audit fee
for the Council for the 2023/24 audit is outlined in Section 6 of the audit strategy
memorandum at £321,074. This fee may increase based on any additional work
required by the auditor as part of their statutory role.
The fee for 2023/24 is a significant increase over the base audit fee for 2022/23 of
£111,857 but represents the additional external audit work undertaken in relation to the
Council over the last couple of completed audits. The 2023/24 fee is fully budgeted for
within the corporate part of the Council’s accounts.
5.2Legal
There are no legal implications arising from this report.
5.3Risk
The report sets out how the external auditor will assess whether:
¢ the financial statements prepared by the Council, show a true and fair view.
e the governance and value for money arrangements in place within the Council

are adequate when managing public money.

Both assessments contain an element of reputational risk in how the Council has
managed the various processes.

5.4Human Rights, Public Sector Equality Duty and Community Cohesion

There are no specific impacts or implications.
5.5Climate Change / Environmental
There are no specific impacts or implications.

5.6Children and Young People Cared for by the Authority and Care Leavers

There are no specific impacts or implications.

5.7 Data Protection

There are no specific impacts or implications.
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Actions to be taken to implement the recommended decision(s)

Action Responsible Officer Deadline

Not applicable

Appendices

'1 | Middlesbrough Council — Audit Strategy Memorandum 2023/24

Background papers

Body Report title Date
Council Appointment of External | 23 February 2022
Auditors 2023/24 — 2027/28
Contact: Justin Weston, Head of Finance and Investment
Email: justin_weston@middlesbrough.gov.uk
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This document is to be regarded as confidential to Middlesbrough Council. It has been prepared for the sole use of Audit Committee as the appropriate sub-committee charged with
governance. No responsibility is accepted to any other person in respect of the whole or part of its contents. Our written consent must first be obtained before this document, or any part
of it, is disclosed to a third party.
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Audit Committee
Middlesbrough Council
PO Box 500
Middlesbrough
TS19FT

May 2024

Dear Audit Committee Members

Draft Audit Strategy Memorandum - Year ending 31 March 2024

We are pleased to present our draft Audit Strategy Memorandum for Middlesbrough
Council for the year ending 31 March 2024. The purpose of this document is to summarise
our_audit approach, highlight significant audit risks and areas of key judgements and
proyide you with the details of our audit team. As it is a fundamental requirement that an
augior is, and is seen to be, independent of its clients, section 7 of this document also
sunmnarises our considerations and conclusions on our independence as auditors. We

congider two-way communication with you to be key to a successful audit and important in:

\l

* reaching a mutual understanding of the scope of the audit and the responsibilities of
each of us;

» sharing information to assist each of us to fulfil our respective responsibilities;

+ providing you with constructive observations arising from the audit process; and

Mazars LLP — 5t Floor, 3 Wellington Place, Leeds LS1 4AP
Tel: —0191 383 6300 — www.mazars.co.uk

» ensuring that we, as external auditors, gain an understanding of your attitude and views
in respect of the internal and external operational, financial, compliance and other risks
which may affect the audit, including the likelihood of those risks materialising and how
they are monitored and managed.

With that in mind, we see this document, which has been prepared following our initial
planning discussions with management, as being the basis for a discussion around our
audit approach, any questions, concerns or input you may have on our approach or role as
auditor. This document also contains an appendix that outlines our key communications
with you during the course of the audit and forthcoming accounting issues and other issues
that may be of interest to you.

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. If you have any concerns or comments about
this report or our audit approach, please contact me on 0113 294 2000.

Yours faithfully

Signed: {{_es_:signer1:signature }}
Mark Kirkham

Mazars LLP

Mazars LLP is the UK firm of Mazars, an integrated international advisory and accountancy organisation. 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.

We are 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: 839 8356 73
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1. Engagement and responsibilities summary

Overview of engagement

We are appointed to perform the external audit of Middlesbrough Council (the Council) for the year to 31 March 2024. 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: https://www.psaa.co.uk/managing-audit-
quality/statement-of-responsibilities-of-auditors-and-audited-bodies/. 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 overleaf.

At the time of presenting our Audit Strategy Memorandum, there are a series of active consultations in place that could impact upon both the Council’s financial statements and the work
we are required to undertake. Appendix C summarises the proposals under each of the consultations and further details can be found on the Financial Reporting Council’s website.
Should the outcome of these consultations affect the risks we have identified or the scope of our work, we will provide further information to the Committee in due course.

T

jab)
«Q

Engagement

Responsibilities

area
We are responsible for forming and expressing an opinion on whether the financial statements are prepared, in all material respects, in accordance with
the Code of Practice on Local Authority Accounting. Our audit does not relieve management or Audit Committee, as Those Charged With Governance, of
their responsibilities.

Audit opinion  The Director of Finance is responsible for the assessment of whether is it appropriate for the Council to prepare its accounts on a going concern basis. As
auditors, we are required to obtain sufficient appropriate audit evidence regarding, and conclude on:

a) whether a material uncertainty related to going concern exists; and
b) consider the appropriateness of the Director of Finance’s use of the going concern basis of accounting in the preparation of the financial statements.

i)
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1. Engagement and responsibilities summary

Overview of engagement (continued)

Engagement

area

Responsibilities

Internal
control

T

Q

(@)

(9]

H

o

@ Fraud
Wider

D reporting and

electors’
rights

/
\

B B Value for
Q money

Management is responsible for such internal control as management determines is 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.

The responsibility for safeguarding assets and for the prevention and detection of fraud, error and non-compliance with law or regulations rests with both Those
Charged With Governance and management. This includes establishing and maintaining internal controls over 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 enquire of those charged with governance, including key management, internal audit and
other key individuals where relevant as to their knowledge of instances of fraud, the risk of fraud and their views on internal controls that mitigate the fraud risks.
In accordance with International Standards on Auditing (UK), we plan and perform our audit so as to obtain reasonable assurance that the financial statements
taken as a whole are free from material misstatement, whether caused by fraud or error. However, our audit should not be relied upon to identify all such
misstatements.

We report to the NAO on the consistency of the Council’s financial statements with its Whole of Government Accounts (WGA) submission.

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 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. We discuss our approach to value for money arrangements work in section 5 of this report.
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2. Your audit engagement team

o

Q

«Q

D

=

o .

N Mark Kirkham Cath Andrew
Partner Senior Manager
mark.kirkham@mazars.co.uk cath.andrew@mazars.co.uk
0113 294 2000 0191 383 6300

In addition, an engagement quality reviewer has been appointed for this engagement.

Engagement and Your audit Audit scope, Significant risks and key
responsibilities summary engagement team approach and timeline judgement areas Valueformonsy

David Hurworth

Assistant Manager

david.hurworth@mazars.co.uk

0191 383 6300

Fees for audit and
other services

Our commitment to
independence

Materiality and
misstatements

Appendices
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3. Audit scope, approach and timeline

Risk-based Approach

Understand the Council, its business, and the

environment)
e 0 O

&ﬂ
Form our audit conclusion based on

our findings and determine key audit ‘-.
matters

Professional
scepticism

0T abed

Perform planned procedures and /
evaluate findings and, where
necessary, review the appropriateness

and sufficiency of the scope of our
audit

e
I

Respond to our identified risks by
designing appropriate and sufficient
audit procedures

environment in which it operates (including IT

Plan our audit, including determining
materiality and identifying significant
components

Perform our risk assessment to identify
risks of material misstatement,
including significant risks and areas
expected to be determined as key
audit matters

mazars
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3. Audit scope, approach and timeline

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 approach
and in accordance with the terms of our engagement. Our work is focused on those aspects of your activities 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 which have been found
to contain material errors in the past.

Audit approach

Our audit approach is risk-based, and the nature, extent, and timing of our audit procedures are primarily driven by the areas of the financial statements we consider to be more susceptible
to material misstatement. Following our risk assessment where we assess the inherent risk factors (subjectivity, complexity, uncertainty, change and susceptibility to misstatement due to
ma#@gement bias or fraud) to aid in our risk assessment, we develop our audit strategy and design audit procedures to respond to the risks we have identified.

If\ng 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 we decide that it
wo@d be more efficient to do so, we may take a wholly substantive approach to our audit testing where, in our professional judgement, substantive procedures alone will provide sufficient
apprdpriate audit evidence. Substantive procedures are audit procedures designed to detect material misstatements at the assertion level and comprise tests of detail (of classes of
traggaction, 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 to design and perform substantive procedures for each material class of transaction, account balance, and disclosure.

Our audit will be planned and performed so as 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 more detail in section 8.

The diagram on the next page outlines the procedures we perform at the different stages of the audit.
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3. Audit scope, approach and timeline

Planning and Risk Assessment April to June 2024 Interim July to August 2024
* Planning visit and developing our understanding of the Council + Documenting systems and controls
* Initial opinion and value for money risk assessments » Performing walkthroughs
* Risk identification and assessment * Interim controls testing including tests of IT general
« Considering proposed accounting treatments and accounting controls and application controls
policies » Early substantive testing of transactions

Developing the audit strategy and planning the audit work to
be performed

Agreeing timetable and deadlines
Risk assessment analytical procedures
Determination of materiality

* Reassessment of audit plan and revision if necessary

90T 90kd .

Completion to be confirmed

* Final review and disclosure checklist of financial
statements

* Final partner review

+ Agreeing content of letter of representation
* Reporting to the Audit Committee

* Reviewing subsequent events

» Signing the independent auditor’s report

Fieldwork subject to approval of draft financial statements
» Receiving and reviewing draft financial statements

» Delivering our audit strategy starting with significant risks
and high-risk areas including detailed testing of
transactions, account balances and disclosures

« Communicating progress and issues
» Clearance meeting
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3. Audit scope, approach and timeline

Management’s and our experts

Management makes use of experts in specific areas when preparing the Council’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

Defined benefit liability
and asset

Prgerty, plant and
egipment valuation

FifBincial instrument
di@osures
\l

Actuary (Hymans Robertson)

External valuer (Align
Property Services)

Arlingclose

NAQO'’s consulting actuary
(PWCQC)

In-house Mazars valuation
team, where needed

Not applicable

Service organisations

International Auditing Standards (UK) (ISAs) define service organisations as third-party
organisations that provide services to the Council 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.

We have not identified any service organisations which impact on the production on the
financial statements which have an impact on our audit.
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3. Audit scope, approach and timeline

Group audit approach

We are responsible for the audit of the group financial statements, which consolidate the
Council’'s single entity accounts with the component of Middlesbrough Development
Company. In 2023/24, the component transactions are expected to be around 1% of the
group based on operating expenditure and consequently, the company is not a significant
component.

Our group audit approach for 2023/24 will include:
» analytical procedures at group audit level supplemented by tests of detail if appropriate;

+ undertaking reasonableness checks on the information to be included in the statements
iMrelation to the entity. We will also assess the controls that management have put in
ace over the information to be included in the group accounts and assess the potential
mpact on our audit work;

. @dating our understanding of how the Council prepares its group statements and
Pmnages the consolidation process; and

» the audit of the group financial statements, ensuring appropriate consolidation
adjustments and disclosures of the information provided by the other entity.
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4. Significant risks and other key judgement areas

Following the risk assessment approach discussed in section 3 of this document, we have
identified risks relevant to the audit of financial statements. The risks that we identify are
categorised as significant, enhanced or standard. The definitions of the level of risk rating
are given below:

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 auditing standards), including management override of controls and
revenue recognition.

EnR@nced risk

Art%rea with an elevated risk of material misstatement at the assertion level, other than a
sigffficant risk, based on factors/ information inherent to that area. Enhanced risks require
addittonal consideration but do not rise to the level of a significant risk. These include but
are'&_s‘ot limited to:

ey areas of management judgement and estimation uncertainty, including accounting
estimates related to material classes of transaction, 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.

Standard 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.

Summary risk assessment

The summary risk assessment, illustrated in the table below, highlights those risks which we
deem to be significant and other enhanced risks in respect of the Council. We have
summarised our audit response to these risks on the next page.

»

A

ubiH

1. Management override of controls

2. Risk of fraud in revenue recognition

3. Valuation of the net defined benefit
liability

joeduwi
|eloueulq

4. Valuation of property, plant and

equipment
5 5. Debtors impairment allowance
2
Low Likelihood High
Key: ‘ Significant risk . Enhanced risk / significant management judgement
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4. Significant risks and other key judgement areas

Specific identified audit risks and planned testing strategy

We have presented below in more detail the reasons for the risk assessment highlighted above, and also our testing approach with respect to significant risks. An audit is a dynamic
process, should we change our view of risk or approach to address the identified risks during the course of our audit, we will report this to Audit Committee.

Significant risks

Management override of controls We plan to address the management override of controls risk
This is a mandatory significant risk on all audits due to by carrying out audit work on: accounting estimates; journal
the unpredictable way in which such override could o o O entries; and significant transactions outside the normal course
occur. of business or otherwise unusual.

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 there is a risk of material
misstatement due to fraud on

all audits.

TTT obed
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4. Significant risks and other key judgement areas

Significant risks

We plan to address this risk by carrying out a range of
substantive procedures including:

ZTTobed

Risk of fraud in revenue recognition

There is a presumption under the International Auditing
Standard that there is a significant risk of fraud in the
timing of revenue recognition leading to the material
misstatement of revenue overall. This is because
revenue is an area of particular focus by users of
financial statements and can be subject to judgements.

Valuation of net defined benefit liability

The 2023/24 financial statements are expected to
contain material pension entries in respect of the
retirement benefits.

The calculation of these pension figures, both assets
and liabilities, can be subject to significant volatility and
includes estimates based upon a complex interaction of
actuarial assumptions. This results in an increased risk
of material misstatement.

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.

We will:

critically evaluate the Council’s arrangements relevant
controls for making estimates in relation to pension entries
within the financial statements; and

challenge the reasonableness of the Actuary’s assumptions
that underpin entries 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;
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.
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4. Significant risks and other key judgement areas

Significant risks

Valuation of land, buildings and surplus assets 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

The 2023/24 financial statements are expected to
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 reasonableness of the valuations provided by valuers;
provide information on valuations, there remains a high » consider the competence, skills and experience of the
U degree of estimation uncertainty associated with the valuers and the instructions issued to the valuers;
8 (re)valuations of property, plant and equipment due to » substantively test revaluations, including critically reviewing
Q) the significant judgements and number of variables the Council’'s own consideration of assets not revalued in
—  involved. the year and why they are not materially misstated; and
('3 » where necessary, perform further audit procedures on

individual assets to ensure the basis of valuations is
appropriate.

mazars 19



4. Significant risks and other key judgement areas

Other key areas of management judgement and enhanced risks

Key areas of management judgement include accounting estimates which are material but are not considered to give rise to a significant risk of material misstatement. These areas of
management judgement represent other areas of audit emphasis.

Debtors' impairment allowance We will:

At 31 March 2023, the Council disclosed an impairment « critically review the Council’s calculation of its impairment of
of debtors' allowance totalling £27.8m as an area of debtors’ allowance; and

estimation uncertainty. » assess whether disclosures are in line with the Code of

Audit Practice, including any exemptions relevant to non-
contractual debt.

vy TT abed
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4. Significant risks and other key judgement areas

Other considerations
In consideration of ISA (UK) 260 Communication with Those Charged with Governance,
as part of our audit we obtain the views of, and enquire whether Audit Committee has
knowledge of, the following matters:
+ Did you identify any other risks (business, laws & regulation, fraud, going concern
etc.) that may result in material misstatements?
* Are you aware of any significant communications between the Group and regulators?
* Are there any matters that you consider warrant particular attention during the course
of our audit, and any areas where you would like additional procedures to be
undertaken?
We plan to do this by formal letter to Audit Committee which we will obtain prior to

co.@pleting our audit.
Q

«Q
Sighificant difficulties encountered during the course of audit
In gccordance with ISA (UK) 260 Communication with Those Charged with Governance,
we @ile required to communicate certain matters to Audit Committee which include, but are
not limited to, significant difficulties, if any, that are encountered during our audit. Such
difficulties may include matters such as:
+ 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;
« unwillingness by management to make or extend their assessment of an entity’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).

Internal audit function

Where possible we will seek to utilise the work performed by internal audit to modify the
nature, extent and timing of our audit procedures. We will meet with internal audit to
discuss the progress and findings of their work prior to the commencement of our controls
evaluation procedures.

Where we intend to rely on the work on internal audit, we will evaluate the work performed
by your internal audit team and perform our own audit procedures to determine its
adequacy for our audit.

Based on our assessment of the extent to which the internal audit function’s
organisational status and relevant policies and procedures support the objectivity of the
internal auditors, the level of competence of the internal audit function, and whether the
internal audit function applies a systematic and disciplined approach, including quality
control, we do not expect to use the work of the internal audit function for the purpose of
our audit.

Nonetheless, we will obtain a copy of the reports issued by internal audit relating to the
financial period under audit determine whether any findings will have an impact on our risk
assessment and planned audit procedures.
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5. Value for money arrangements

The framework for value for 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.

2023/24 will be the fourth audit year in which value for money (VFM) arrangements work is done
under the 2020 Code of Audit Practice (the Code). Our responsibility is to be satisfied that the
Council has proper arrangements in place and to report in the auditor’s report and/or the audit
completion certificate where we identify significant weaknesses in arrangements. Separately we
provide a commentary on the Council’s arrangements in the Auditor’s Annual Report.

Specified reporting criteria
The.Bode requires us to structure our commentary to report under three specified criteria:

1. tgnancial sustainability — how the Council plans and manages its resources to ensure it can

®@ntinue to deliver its services;
|_\

2. Bovvernance — how the Council ensures that it makes informed decisions and properly
mlanages 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.

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
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.

Planning

Additional risk
based
procedures and
evaluation

Reporting

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

e interviews and discussions.

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 in 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

mazars

23



5. Value for money arrangements

Identified risks of significant weaknesses in arrangements
The NAQO'’s guidance requires 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.

Although we have not fully completed our planning and risk assessment work, the table below outlines the risks of significant weaknesses in arrangements that we have identified to date.
We will report any further identified risks to the Audit Committee on completion of our planning and risk identification work.

l Risk of significant weakness in arrangements Fm?nc'?l. Governance RIoNINgkS Planned procedures
sustainability 3Es
(8 Financial sustainability PY We intend to review:
Ilj As part of the 2024/25 budget setting and medium- » Budget setting reports, including the application for
o term financial plan update the Council made a exceptional financial support.
request for and received exceptional financial » Budget monitoring reports.
support from the Government as the Council could e OQutturn reports.
not meet its spending commitments from its income. » Updated medium term financial plans.
» Transformation programme.
We note that the Council has taken recent reports to » Links between MTFP and other plans, e.g., people strategy.

the Executive relating to the reserves policy and a
plan for financial recovery over the period to 2026/27.
The Council has also launched a transformation
programme in April 2024 to deliver financial
recovery. There is a risk that the actions taken will
not be sufficient to address the issues raised.

24
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5. Value for money arrangements

Identified risks of significant weaknesses in arrangements (continued)

ERELIEE] Improving the | 5.1 hed procedures

Risk of significant weakness in arrangements sustainability Governance 3Es

2 Governance We intend to review:

L : .

External audit reported significant weakness in the : x]r:irun;I:Ou\?;r?;r;:r:a:z&oé:?g'

Council’s arrangements arising from strained Section 24 dati ) " I

relationships between the Council’s senior officers ¢ ection 24 recommen .a ions action plan.

and elected Members, and between elected Corporate governance improvement plan.
Q'? Members, and the impact of those on the . Response to unplanned changes and informed decision
«Q effectiveness of the Council’s governance processes. making.
® ) . Risk management arrangements.
': We are aware the Council is implementing a J Standards monitoring.
O corporate governance improvement plan to develop

the arrangements in place. There is a risk that the
actions taken will not be sufficient to address the
issues raised.

25
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5. Value for money arrangements

Identified risks of significant weaknesses in arrangements (continued)

w

02T 9bed

Risk of significant weakness in arrangements

Improving economy, efficiency and effectiveness

A number of external audit recommendations raised
issues about how the Council evaluates the services
it provides to assess performance and identify areas
for improvement and the arrangements in place for
commissioning and procuring services.

The Council’s action plans and development
workstreams include a range of measures to address
deficiencies. We also note the oversight provided by
the Independent Improvement Advisory Board. There
is a risk that the actions taken will not be sufficient to
address the issues raised.

Financial

. e Governance
sustainability

Improving the
3Es

Planned procedures

We intend to review:

» Updated Council plan and performance monitoring.

» Transformation programme.

» Partnership working.

* Procurement arrangements and response to section 24
recommendations.

* Relevant internal audit reports.
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6. Fees for audit and other services

Fees for audit and other services
Our fees (exclusive of VAT) for the audit of Middlesbrough Council for the year ended 31 March 2024, are outlined below.

Fees for work as the Council’s appointed auditor Fees for non-PSAA work
At this stage of the audit, we are not planning any divergence from the scale fees set by PSAA. We have not been separately engaged by the Council to carry out additional work.
Before agreeing to undertake any additional work, we consider whether there are any
actual, potential or perceived threats to our independence. Further information about our
Area of work 2023/24FProposed 2022/23 Scale Fee responsibilities in relation to independence is provided in section 7.
ee
£321,074 £111,857

Cod® Audit Work
«Q

¢cl®
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/. Our commitment to independence

Q Requirements
[——

Compliance

Non-audit and
Audit fees

We comply with the International Code of Ethics for Professional Accountants, including International Independence Standards issued by the
International Ethics Standards Board for Accountants together with the ethical requirements that are relevant to our audit of the financial statements in
the UK reflected in the ICAEW Code of Ethics and the FRC Ethical Standard 2019.

We are not aware of any relationship between Mazars and Middlesbrough Council that, in our professional judgement, may reasonably be thought to
impair our independence.

We are independent of Middlesbrough Council and have fulfilled our independence and ethical responsibilities in accordance with the requirements
applicable to our audit.

We have set out a summary any non-audit services provided by Mazars (with related fees) to Middlesbrough Council in Section 6, together with our audit
fees and independence assessment.
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/. Our commitment to independence

We are committed to independence and confirm that we comply with the FRC’s Ethical Standard. In addition, we have set out in this section any matters or relationships 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 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.
» all new partners and staff are required to complete an independence confirmation and complete annual ethical training.
 rotation policies covering audit engagement partners and other key members of the audit team.
» 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.

T
WeQdonfirm, as at the date of this report, that the engagement team and others in the firm as appropriate, Mazars LLP are independent and comply with relevant ethical requirements.. If at
anﬁime you have concerns or questions about our integrity, objectivity or independence, please discuss these with Mark Kirkham in the first instance.

|_\
Pripoto the provision of any non-audit services, Mark Kirkham will undertake appropriate procedures to consider and fully assess the impact that providing the service may have on our
ind&Eendence as auditor.

Principal threats to our independence and the associated safeguards we have identified and/ or put in place are set out in Terms of Appointment issued by PSAA available from the PSAA
website: Terms of Appointment from 2018/19 - PSAA. Any emerging independence threats and associated identified safeguards will be communicated in our Audit Completion Report.
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8. Materiality and misstatements

Definitions

Materiality is 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.

Materiality

We determine materiality for the financial statements as a whole (overall materiality) using
a benchmark that, in our professional judgement, is most appropriate to entity. We also
detddmine an amount less than materiality (performance materiality), which is applied when
wq&rry 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
ovdrall materiality. Further, we set a threshold above which all misstatements we identify
du our audit (adjusted and unadjusted) will be reported to Audit Committee.

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.

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.

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.

mazars

33



8. Materiality and misstatements

Materiality (continued)

We consider that gross revenue expenditure at the surplus or deficit on provision of services
level is the key focus of users of the financial statements and, as such, we base our materiality
levels around this benchmark.

We expect to set a materiality threshold of 2% of gross revenue expenditure at the surplus or
deficit on provision of services level.

As e‘@t out in the table alongside, based on the 2022/23 published financial statements we
ant@ipate overall materiality for the year ended 31 March 2024 to be in the region of £9.595m,
an{ﬁ)erformance materiality to be in the region of £4.798m.

H
Weggill continue to monitor materiality throughout our audit to ensure it is set at an appropriate
levet

2023/24
£'000s

£9,596

Overall materiality
Performance materiality

Clearly trivial

£4,798
£288
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8. Materiality and misstatements

Misstatements

We will accumulate misstatements identified during our audit that are above our determined
clearly trivial threshold.

We have set a clearly trivial threshold for individual misstatements we identify (a reporting
threshold) for reporting to Audit Committee and management that is consistent with a
threshold where misstatements below that amount would not need to be accumulated
because we expect that the accumulation of such amounts would not have a material effect
on the financial statements.

Based on our preliminary assessment of overall materiality, our proposed clearly trivial
threshold is £288,0000, based on 3% of overall materiality. If you have any queries about
thisgplease raise these with Mark Kirkham.

Q

Ea‘% misstatement above the reporting threshold that we identify will be classified as:
* Adjusted: Those misstatements that we identify and are corrected by management.
* NJnadjusted: Those misstatements that we identify that are not corrected by
anagement.

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 Audit
Committee as unadjusted misstatements and, if they remain uncorrected, we will
communicate the effect that they may have individually, or in aggregate, on our audit
opinion.

Misstatements also cover quantitative misstatements, including those relating to the notes
of the financial statements.

Reporting

adjusted misstatements;
unadjusted misstatements; and
disclosure misstatements (adjusted and unadjusted).

In summary, we will categorise and report misstatements above the reporting threshold to
Audit Committee as follows:
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Appendix A: Key communication points

We value communication with Those Charged With Governance as a two way feedback

process at the heart of our client service commitment. ISA 260 (UK) ‘Communication with

Those Charged with Governance’ and ISA 265 (UK) ‘Communicating Deficiencies In

Internal Control To Those Charged With Governance And Management’ specifically require

us to communicate a number of points with you.

Relevant points that need to be communicated with you at each stage of the audit are
outlined below.

Form, timing and content of our communications
We will present the following reports:

. AUudit Strategy Memorandum;
. ‘gjdit Completion Report; and
. &lditor’s Annual Report.

Thgs')e documents will be discussed with management prior to being presented to
yourselves and their comments will be incorporated as appropriate.

Key communication points at the planning stage as included in this Audit
Strategy Memorandum

» Ourresponsibilities in relation to the audit of the financial statements.
* The planned scope and timing of the audit.

» Significant audit risks and areas of management judgement.

*  Our commitment to independence.
* Responsibilities for preventing and detecting errors.
» Materiality and misstatements.

» Fees for audit and other services.

Key communication points at the completion stage to be included in our
Audit Completion Report

+ Significant deficiencies in internal control.

+ Significant findings from the audit.

+ Significant matters discussed with management.

+ Significant difficulties, if any, encountered during the audit.

* Qualitative aspects of the entity’s accounting practices, including accounting policies,
accounting estimates and financial statement disclosures.

* Our conclusions on the significant audit risks and areas of
management judgement.

* Summary of misstatements.
* Management representation letter.
* Our proposed draft audit report.

* Independence.
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Appendix A: Key communication points

ISA (UK) 260 ‘Communication with Those Charged with Governance’, ISA (UK) 265 ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And
Management’ and other ISAs (UK) specifically require us to communicate the following:

Required communication Where addressed

Our responsibilities in relation to the financial statement audit and those of management Audit Strategy Memorandum
and those charged with governance.

The planned scope and timing of the audit including any limitations, specifically including Audit Strategy Memorandum
witg respect to significant risks.

@
WBh respect to misstatements: Audit Completion Report

. Egncorrected misstatements and their effect on our audit opinion;
« Nhe effect of uncorrected misstatements related to prior periods;
* arequest that any uncorrected misstatement is corrected; and

* in writing, corrected misstatements that are significant.

With respect to fraud communications: Audit Completion Report and discussion at Audit Committee,

« enquiries of Audit Committee to determine whether they have a knowledge of any Audit Planning and Clearance meetings
actual, suspected or alleged fraud affecting the entity;

» any fraud that we have identified or information we have obtained that indicates that
fraud may exist; and

» adiscussion of any other matters related to fraud.
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Appendix A: Key communication points

Required communication Where addressed

Significant matters arising during the audit in connection with the entity’s related parties including, Audit Completion Report
when applicable:

* 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.

Significant findings from the audit including: Audit Completion Report

» our view about the significant qualitative aspects of accounting practices including accounting
ﬁolicies, accounting estimates and financial statement disclosures;

-é&ignificant difficulties, if any, encountered during the audit;

* (Bignificant matters, if any, arising from the audit that were discussed with management or were
Hhe subject of correspondence with management;

* QWwritten representations that we are seeking;
» expected modifications to the audit report; and

» other matters, if any, significant to the oversight of the financial reporting process or otherwise
identified in the course of the audit that we believe will be relevant to the Council or Audit Committee
in the context of fulfilling their responsibilities.

Significant deficiencies in internal controls identified during the audit. Audit Completion Report

Where relevant, any issues identified with respect to authority to obtain external confirmations or Audit Completion Report
inability to obtain relevant and reliable audit evidence from other procedures.
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Appendix A: Key communication points

Required communication Where addressed

Audit findings regarding non-compliance with laws and regulations where the non-compliance is material and believed to be intentional  Audit Completion Report and Audit Committee
(subject to compliance with legislation on tipping off) and enquiry of Audit Committee into possible instances of non-compliance with meetings
laws and regulations that may have a material effect on the financial statements and that Audit Committee may be aware of.

With respect to going concern, events or conditions identified that may cast significant doubt on the entity’s ability to continue as a Audit Completion Report
going concern, including:
* whether the events or conditions constitute a material uncertainty;
» whether the use of the going concern assumption is appropriate in the preparation and presentation of the financial statements; and
. .[tj1e adequacy of related disclosures in the financial statements.
R%orting on the valuation methods applied to the various items in the annual consolidated financial statements including any impact of Audit Completion Report
ch|a_qges of such methods
w

C&nmunication regarding our system of quality management, compliant with ISQM 1, developed to support the consistent Audit strategy memorandum

performance of quality audit engagements. To address the requirements of ISQM (UK) 1, the firm’s ISQM 1 team completes, as part of

an ongoing and iterative process, a number of key steps to assess and conclude on the firm’s System of Quality Management. These

are:

* ensure there is an appropriate assignment of responsibilities under ISQM1 and across Leadership. establish and review quality
objectives each year, ensuring ISQM (UK) 1 objectives align with the firm's strategies and priorities;

 identify, review and update quality risks each quarter, taking into consideration of number of input sources (such as FRC / ICAEW
review findings, AQT findings, RCA findings, etc.);

 identify, design and implement responses as part of the process to strengthen the firm's internal control environment and overall
quality; and

» evaluate responses to identify and remediation process / control gaps.

We perform an evaluation of our system of quality management on an annual basis. Our first evaluation was performed as of 31
August 2023. Details of that assessment and our conclusion are set out in our 2022/2023 Transparency Report, which is available on
our website.
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Appendix A: Key communication points

Required communication Where addressed

Explanation of the scope of consolidation and the exclusion criteria applied by the entity to  Audit Strategy Memorandum and/or Audit Completion Report as appropriate
the non-consolidated entities, if any, and whether those criteria applied are in accordance
with the relevant financial reporting framework.

Where applicable, identification of any audit work performed by component auditors in Audit Strategy Memorandum and/or Audit Completion Report as appropriate
relation to the audit of the consolidated financial statements other than by Mazars’ member
firms

Indication of whether all requested explanations and documents were provided by the entity Audit Completion Report

GeT obed
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Appendix B: Current year updates, forthcoming accounting & other issues

Applicable for IFRS Reporters

Current and forthcoming accounting issue
New standards and amendments
Effective for accounting periods beginning on or after 1 January 2023

Amendments to IAS 1 Presentation of Financial Statements and IFRS Practice
Statement 2 Making Materiality Judgements: Disclosure of Accounting Policies
(IssBed February 2021)

. f.%\e amendments set out new requirements for material accounting policy information to
R disclosed, rather than significant accounting policies. Immaterial accounting policy
Iaformation should not be disclosed as accounting policy information taken in isolation is

likely to be material, but it is when the information is considered together with other
information in the financial statements that may make it material.

Amendments to IAS 8 Accounting Policies, Changes in Accounting Estimates and
Errors: Definition of Accounting Estimates (Issued February 2021)

* The amendment introduces a new definition for accounting estimates and clarifies how
entities should distinguish changes in accounting policies from changes in accounting
estimates. The distinction is important because changes in accounting estimates are
applied prospectively only to future transactions and other future events, but changes in
accounting policies are generally applied retrospectively to past transactions and other
past events.

IFRS 17 Insurance Contracts (issued May 2017) and Amendments to IFRS 17
Insurance Contracts (Issued June 2020)

* IFRS 17 is a new standard that will replace IFRS 4 Insurance Contracts (IFRS 4). The
standard sets out the principles for the recognition, measurement, presentation and
disclosure about insurance contracts issued, and reinsurance contracts held, by
entities.

Amendments to IFRS 17 Insurance Contracts: Initial Application of IFRS 17 and IFRS
9 Financial Instruments (Issued December 2021)

* The amendments address potential mismatches between the measurement of financial
assets and insurance liabilities in the comparative period because of different
transitional requirements in IFRS 9 and IFRS 17. The amendments introduce a
classification overlay under which a financial asset is permitted to be presented in the
comparative period as if the classification and measurement requirements of IFRS 9 had
been applied to that financial asset in the comparative period. The classification overlay
can be applied on an instrument-by-instrument basis.

IFRS 17 Insurance Contracts has not yet been adopted by the FReM. Adoption in the
FReM is expected to be from April 2025; early adoption is not permitted.
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Appendix B: Current year updates, forthcoming accounting & other issues

Applicable for IFRS Reporters

Current and forthcoming accounting issue (continued)
New standards and amendments (continued)
Effective for accounting periods beginning on or after 1 January 2024

The information detailed on this slide is for wider IFRS information only. They will be
subject to inclusion within the FReM and Code as determined by FRAB.

Amendments to IAS 1 Presentation of Financial Statements: Classification of
LiaBllities as Current or Non-current (Issued January 2020), Deferral of Effective Date
(Isgled July 2020) and Non-current Liabilities with Covenants (Issued October 2022)

. l%e January 2020 amendments clarify the requirements for classifying liabilities as
gyrrent or non-current in IAS 1 by providing clarification surrounding: when to assess
chdssification; understanding what is an ‘unconditional right’; whether to determine
classification based on an entity’s right versus discretion and expectation; and dealing
with settlements after the reporting date.

The October 2022 amendments specify how covenants should be taken into account in
the classification of a liability as current or non-current. Only covenants with which an
entity is required to comply with by the reporting date affect the classification as current
or non-current. Classification is not therefore affected if the right to defer settlement of a
liability for at least 12 months is subject to compliance with covenants at a date after the
reporting date. These amendments also clarify the disclosures about the nature of
covenants, so that users of financial statements can assess the risk that non-current
debts accompanied by covenants may become repayable within 12 months.

Amendments to IAS 16 Leases: Lease Liability in Sale and Leaseback (Issued
September 2022)

» The amendments include additional requirements to explain how to subsequently
measure the lease liability in a sale and leaseback transaction, specifically how to
include variable lease payments.

For further information, please refer to our blog article: Amendments to IFRS 16 Leases —
Lease Liability in a Sale and Leaseback

Amendments to IAS 7 Statement of Cash Flows and IFRS 7 Financial Instruments:
Disclosures: Supplier Finance Arrangements (Issued May 2023)

» The amendments introduce changes to the disclosure requirements around supplier
finance arrangements with the intention of providing more detailed information to help
users analyse and understand the effects of such arrangements.

The amendments provide an overarching disclosure objective to ensure that users of
financial statements are able to assess the effects of such arrangements on an entity’s
liabilities and cash flows, as well as some additional disclosure requirements relating to
the specific terms and conditions of the arrangement, quantitative information about
changes in financial liabilities that are part of the supplier financing arrangement, and
about an entity’s exposure to liquidity risk.

For further information, please refer to our blog article: IASB publishes final amendments
on supplier finance arrangements
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Appendix C: Consultations on measures to tackle the local government financial

reporting and audit backlog

As we outline in the introduction to this report, there are a number of consultations currently
taking place that may have implications for: the format and content of the Council’s financial
statements, the work we are required to undertake under the Code of Audit Practice and
the timetable for the publication of the audited statements of account.

In this Appendix, we summarise the proposals in each of the consultations for information.

CIPFA/ILASAAC consultation on short-term measures to aid the recovery of local
authority reporting and audit

Thig- consultation proposes amendments to the Code of Practice on Local Authority
Acegunting (the Accounting Code), applicable only to relevant bodies in England. The

pr(%)sals are to:
* Extend the current temporary solution for accounting for infrastructure assets beyond

%24/25;

* Remove some disclosure requirements relating to a body’s net defined benefit liabilities /
assets; and

» Simplify the measurement for operational property, plant and equipment in specific
circumstances up to 2025/26.

DLUHC consultation on addressing the local audit backlog in England

This consultation proposes a range of measures aimed at ‘clear the backlog and put the
system on a sustainable footing’ and outlines two key phases of recovery up to 2027/28. A
key aspect of the proposals is to require Category 1 bodies, such as the Council, to publish
audited financial statements by a series of backstop dates. This proposal will be put in
place by amending the Accounts and Audit Regulations 2015. For statements of account
for financial years up to and including 2022/23, this would mean audited accounts will need
to be published by 30 September 2024 unless a pre-defined exemption criteria has been

met (such as there being an outstanding objection to the accounts at the backstop date).
The consultation sets out other proposals including:

» Publishing a list of bodies and audit firms which do not meet the statutory deadline for
publishing audited statements of account; and

» Setting out ‘backstop’ dates for each financial year up to and including 2027/28.

In including a statutory backstop date for the publication of audited statements of account,
the consultation makes it clear that the DLUHC expects that this will give rise to auditors
issuing modified audit reports where they have not been able to complete their work on the
financial statements.

NAO consultation on draft amendments to the Code of Audit Practice

This consultation has been launched alongside DLUHC’s consultation on amendments to
the Accounts and Audit Regulations 2015 and seeks to introduce measures that support
more timely auditor reporting. The principal changes to the Code of Audit Practice being
proposed are to:

* Require the auditor to issue an opinion on the financial statements by the ‘backstop’
date outlined in the amended Accounts and Audit Regulations 2015, whether this
opinion is modified or not (subject to a number of exemptions);

* Allow the auditor to apply a reduced scope of work in relation to VFM arrangements
work for outstanding audits up to and including 2022/23; and

* Require the auditor to publish the Auditor's Annual Report by 30 November each year
from the 2023/24 audit year, and for this report to provide a summary of progress on the
audit at the time of issue (even if the audit is not complete).
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Mark Kirkham, Partner

Mazars

5t Floor

3 Wellington Place
Leads

LS+ 4AP

Mazars is an internationally integrated partnership, specialising in audit, accountancy, advisory, tax
and legal services*. Operating in over 90 countries and territories around the world, we draw on the
expertise of 40,400 professionals — 24,400 in Mazars’ integrated partnership and 16,000 via the
Mazars North America Alliance — to assist clients of all sizes at every stage in their development.

*where permitted under applicable country laws.
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Agenda Item 10

MIDDLESBROUGH COUNCIL I\/\iddlesbi rioi Eugh

moving forward

' Report of: ' Director of Finance (S151 Officer) |

Relevant Executive | Executive Member for Finance and Governance
Member:

' Submitted to: ' Audit Committee
' Date: | 25 July 2024 |
Title: | Teesside Pension Fund — Audit Strategy Memorandum 2023/24 |
' Report for: ' Information |
' Status: ' Public |

Council Plan Delivering Best Value

priority:

Key decision: No

Why: Report is for information only

Subject to call in? No

Why: Not Applicable

Executive summary

The External Auditor, Mazars, has concluded their planning work in relation to the
financial year 2023/24 and will present the Annual Report to the Committee for
information and discussion.

The report comprises the Auditor’s proposed approach and key issues in relation to the
audit of the accounts for the Teesside Pension Fund.

This is the first year of the new external audit contract with Mazar’s, covering the period
2023/24 to 2027/28. Members will be aware that the audit of the two previous year’s
accounts for the Council and Pension Fund with Ernst & Young are still open and that
we are expecting these to be modified and/or disclaimed opinions, depending on
government legislation that is still to be confirmed.
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1. Purpose

1.1 The purpose of the report is for Mazars, the Council’s External Auditor, to present their
Audit Strategy Memorandum for the 2023/24 financial year. This sets out their plans for
the audit of the financial statements for the Teesside Pension Fund.

2. Background and relevant information

2.1 Mazar’'s Audit Strategy Memorandum for 2023/24 is attached at Appendix 1 and
includes the following sections:
e Engagement and responsibilities summary
The audit engagement team
Audit scope, approach, and timeline
Significant risks and other key judgement areas
Value for money arrangements
Fee for the audit and other services
Commitment to independence
Materiality and other misstatements

2.2 The external auditor will present their report and overall approach to the Committee.
The Teesside Pension Fund is accounted for separately from the Council’s financial
statements, albeit both are incorporated in the overall Council’s Statement of Accounts.

3. What decision(s) are being recommended

3.1 That the Committee:

e Note the contents of the Audit Strategy Memorandum for the 2023/24 audit.
e Discuss any appropriate matters with the external auditors and officers which
may have a bearing on the parameters for the audit being undertaken.

4. Rationale for the recommended decision(s)

4.1 The Committee is required to receive and consider the external auditor’s report as part
of its governance role and responsibility in relation to audit activities.

5. Impact(s) of the recommended decision(s)
5.1Financial (including procurement and Social Value)

The Council decided on 23 February 2022 to ‘opt in’ to the national audit appointment
scheme undertaken by Public Sector Audit Appointments (PSAA), a government
agency for contracting external audit services. This decision covered contracts being
let for the period from 1 April 2023 to 31 March 2028 (five financial years) and would
cover both the financial statements audit and the assessment on the value for money
arrangements in place. The Council decision also covered the accounts for the
Teesside Pension Fund.

The Council was notified by PSAA in December 2022 that Mazars would be the new
external auditor for this period. This was in line with the requirement under the local
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audit and accountability act 2014 of having an external auditor in place prior to the 31
December, before the start of each new financial year. The Mazars contract replaces
the current arrangement with Ernst & Young who have been the Council’s auditor since
the start of the 2017/18 financial year.
The base audit fee for any body who opts into the national scheme is set by PSAA,
based on size and on previous audit experience and fees paid. The audit fee for the
Council for the 2023/24 audit is outlined in Section 5 of the audit strategy memorandum
at £120,380. This fee may increase based on any additional work required by the
auditor as part of their statutory role.
The fee for 2023/24 is a significant increase over the base audit fee for 2022/23 of
£37,054 but represents the additional external audit work undertaken in relation to the
Council over the last couple of completed audits. The 2023/24 fee is fully budgeted for
against the Teesside pension fund accounts.

5.2Legal

There are no legal implications arising from this report.
5.3Risk
The report sets out how the external auditor will assess whether:
e the financial statements prepared by the Council, show a true and fair view.

The contain an element of reputational risk in how the Council has managed the
various processes.

5.4Human Rights, Public Sector Equality Duty and Community Cohesion

There are no specific impacts or implications.

5.5Climate Change / Environmental

There are no specific impacts or implications.

5.6Children and Young People Cared for by the Authority and Care Leavers

There are no specific impacts or implications.

5.7 Data Protection

There are no specific impacts or implications.
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Actions to be taken to implement the recommended decision(s)

Action Responsible Officer Deadline

Not applicable

Appendices

'1 | Teesside Pension Fund — Audit Strategy Memorandum 2023/24

Background papers

Body Report title Date
Council Appointment of External | 23 February 2022
Auditors 2023/24 — 2027/28
Contact: Justin Weston, Head of Finance and Investment
Email: justin_weston@middlesbrough.gov.uk
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Audit Committee
Middlesbrough Council
PO Box 500
Middlesbrough
TS19FT

24 May 2024

Dear Audit Committee Members

Draft Audit Strategy Memorandum - Year ending 31 March 2024

We are pleased to present our draft Audit Strategy Memorandum for Teesside Pension Fund for the year ending 31 March 2024. The purpose of this document is to summarise our audit approach, highlight significant audit risks
and areas of key judgements and provide you with the details of our audit team. As it is a fundamental requirement that an auditor is, and is seen to be, independent of its clients, section 7 of this document also summarises our
considerations and conclusions on our independence as auditors. We consider two-way communication with you to be key to a successful audit and important in:

» reaching a mutual understanding of the scope of the audit and the responsibilities of each of us;

» SK@ring information to assist each of us to fulfil our respective responsibilities;

&b

. (%viding you with constructive observations arising from the audit process; and

« gasuring that we, as external auditors, gain an understanding of your attitude and views in respect of the internal and external operational, financial, compliance and other risks facing Teesside Pension Fund which may affect
= audit, including the likelihood of those risks materialising and how they are monitored and managed.
\l
With that in mind, we see this document, which has been prepared following our initial planning discussions with management, as being the basis for a discussion around our audit approach, any questions, concerns or input you
may have on our approach or role as auditor. This document also contains an appendix that outlines our key communications with you during the course of the audit and forthcoming accounting issues and other issues that may be
of interest to you.

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. If you have any
concerns or comments about this report or our audit approach, please contact me on 0113 294 2000.

Yours faithfully

Mark Kirkham
Mazars LLP

Mazars LLP — 5" Floor, 3 Wellington Place, Leeds, LS1 4AP

Tel: 0191 383 6300 — www.mazars.co.uk

Mazars LLP is the UK firm of Mazars, an integrated international advisory and accountancy organisation. 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.
We are 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: 839 8356 73
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1. Engagement and responsibilities summary

Overview of engagement

We are appointed to perform the external audit of Teesside Pension Fund (the Pension Fund) for the year to 31 March 2024. 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: https://www.psaa.co.uk/managing-audit-quality/statement-of-responsibilities-of-auditors-and-audited-bodies/. 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 overleaf.

At the time of presenting our Audit Strategy Memorandum, there are a series of active consultations in place that could impact upon both the Pension Fund’s financial statements and the work we are required to undertake.
Appendix C summarises the proposals under each of the consultations and further details can be found on the Financial Reporting Council’s website. Should the outcome of these consultations affect the risks we have identified

or the scope of our work, we will provide further information to the Committee in due course.

Engagement area Responsibilities

We are responsible for forming and expressing an opinion on whether the financial statements are prepared, in all material respects, in accordance with the Code of Practice on
Local Authority Accounting. Our audit does not relieve management or Audit Committee, as Those Charged With Governance, of their responsibilities.

The Director of Finance is responsible for the assessment of whether is it appropriate for the Fund to prepare its accounts on a going concern basis. As auditors, we are required
to obtain sufficient appropriate audit evidence regarding, and conclude on:

a) whether a material uncertainty related to going concern exists; and

b) consider the appropriateness of the Director of Finance’s use of the going concern basis of accounting in the preparation of the financial statements.

Audit opinion
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1. Engagement and responsibilities summary

Overview engagement responsibilities

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 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 whether is

it appropriate for the Pension Fund to prepare its accounts on a going

concern basis. As auditors, we are required to obtain sufficient

appreqriate audit evidence regarding, and conclude on:

a) qhether a material uncertainty related to going concern exists; and

b) (@bnsider the appropriateness of the Director of Finance’s use of
®e going concern basis of accounting in the preparation of the
Ewancial statements.

o)
o

Internal control
Management is responsible for such internal control as management
determines is 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
Teesside Pension Fund'’s internal control.

Responsibilities

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 Those Charged With Governance and management. This
includes establishing and maintaining internal controls over 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 enquire of
Those Charged With Governance, including key management include Internal
audit, other key individuals where relevant as to their knowledge of instances of
fraud, the risk of fraud and their views on internal controls that mitigate the fraud
risks. In accordance with International Standards on Auditing (UK), we plan and
perform our audit so as to obtain reasonable assurance that the financial
statements taken as a whole are free from material misstatement, whether
caused by fraud or error. However, our audit 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 accounting records of the
Pension Fund and consider any objection made to the accounts. This
would include an objection made to the accounts of the Pension Fund
included in the administering authority’s financial statements. We also have
a broad range of reporting responsibilities and powers that are unique to
the audit of local authorities in the United Kingdom.

Consistency Statement

We are responsible for forming and expressing an opinion on the
consistency of the financial statements within the Pension Fund’s annual
report and the Pension Fund’s financial statements included in the
Statement of Accounts of Middlesbrough Council.
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2. Your audit engagement team

Below is your audit engagement team and their contact details.

ZST abed

Mark Kirkham

Engagement Lead

mark.kirkham@mazars.co.uk

0113 294 2000

/

Thomas Backhouse

Engagement Manager

thomas.backhouse@mazars.co.uk

07890 949 525
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3. Audit scope, approach and timeline

Risk-based Approach

Understand the Pension Fund, its business, and the
environment in which it operates (including IT
environment)

Form our audit conclusion based on our

- ) . Plan our audit, including determining materiality
findings and determine key audit matters

and identifying significant components

Professional
scepticism

¥GT abed

Perform planned procedures and evaluate
findings and, where necessary, review the
appropriateness and sufficiency of the scope of
our audit

Perform our risk assessment to identify risks of
material misstatement, including significant
risks and areas expected to be determined as
key audit matters

Respond to our identified risks by
designing appropriate and sufficient audit
procedures

mazars
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3. Audit scope, approach and timeline

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 approach and in accordance with the terms of our
engagement. Our work is focused on those aspects of your activities 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 which have been found to contain material errors in the past.

Audit approach

Our audit approach is risk-based, and the nature, extent, and timing of our audit procedures are primarily driven by the areas of the financial statements we consider to be more susceptible to material misstatement. Following our
risk assessment where we assess the inherent risk factors (subjectivity, complexity, uncertainty, change and susceptibility to misstatement due to management bias or fraud) to aid in our risk assessment, we develop our audit
strategy and design audit procedures to respond to the risks we have identified.

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 we decide that it would be more efficient to do so, we may
takégwholly substantive approach to our audit testing where, in our professional judgement, substantive procedures alone will provide sufficient appropriate audit evidence. Substantive procedures are audit procedures designed
to d@bect 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
mal?ésml misstatement, which takes account of our evaluation of the operating effectiveness of controls, we are required to design and perform substantive procedures for each material class of transaction, account balance, and
dis ure.

=
Our¢gqdit will be planned and performed so as 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
misgAtement is explained in more detail in section 7.

The diagram on the next page outlines the procedures we perform at the different stages of the audit.
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3. Audit scope, approach and timeline

Planning and Risk Assessment April 2024

Planning visit and developing our understanding of the Pension Fund
Initial opinion risk assessment

Risk identification and assessment

Considering proposed accounting treatments and accounting policies
Developing the audit strategy and planning the audit work to be performed
Agreeing timetable and deadlines

Risk assessment analytical procedures
Determination of materiality

ompletion January 2025
Final review and disclosure checklist of financial statements
Final partner review
Agreeing content of letter of representation
Reporting to the Audit Committee
Reviewing subsequent events

.. .. ..96T80ed. ... ..

Signing the independent auditor’s report

Interim April to July 2024

* Documenting systems and controls

* Performing walkthroughs

» Interim controls testing including tests of IT general controls
» Early substantive testing of transactions

* Reassessment of audit plan and revision if necessary

Fieldwork October 2024 to January 2025
* Receiving and reviewing draft financial statements

» Delivering our audit strategy starting with significant risks and high-risk
areas including detailed testing of transactions, account balances and
disclosures

» Communicating progress and issues
» Clearance meeting

mazars
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3. Audit scope, approach and timeline

Management’s and our experts Service organisations
Management makes use of experts in specific areas when preparing the Pension Fund’s financial statements. International Auditing Standards (UK) (ISAs) define service organisations as third-party organisations that
We also use experts to assist us to obtain sufficient appropriate audit evidence on specific items of account. provide services to the [Council] 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 Management’s expert Items of account Audit approach

Disclosure Notes on funding Investment Valuations and Substantive testing of in year
arrangements and actuarial : . Investment Managers transactions and valuation applied
. Hymans Robertson NAO consulting actuary, PwC.
prgaent value of promised y 9 y related disclosures to investments at the year end.
retkément benefits
Q Investment Valuations and Substantive testing of in year
«Q related disclosures Northern Trust (Fund’s Custodian) transactions and valuation applied
@ to investments at the year end.
|_\
0]
\l
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4. Significant risks and other key judgement areas

Following the risk assessment approach discussed in section 3 of this document, we have identified risks
relevant to the audit of financial statements. The risks that we identify are categorised as significant, enhanced
or standard. The definitions of the level of risk rating are given below:

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 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:

. areas of management judgement and estimation uncertainty, including accounting estimates related to
terial classes of transaction, account balances, and disclosures but which are not considered to give rise
a significant risk of material misstatement; and

. ks relating to other assertions and arising from significant events or transactions that occurred during the
riod.
TN
Ul
stak@ard 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.

Summary risk assessment

The summary risk assessment, illustrated in the table below, highlights those risks which we deem to be significant
and other enhanced risks in respect of the Pension Fund. We have summarised our audit response to these risks on
the next page.

A
I
S
’ 1. Management override of controls
I 2. Valuation of investments within Level 3 of the
o ° fair value hierarchy
8.
L
5
T
Q
a
-
]
=

v

Low Likelihood High

Key: ‘ Significant risk . Enhanced risk / significant management judgement
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4. Significant risks and other key judgement areas

Specific identified audit risks and planned testing strategy

We have presented below in more detail the reasons for the risk assessment highlighted above, and also our testing approach with respect to significant risks. An audit is a dynamic process, should we change our view of risk or
approach to address the identified risks during the course of our audit, we will report this to the Audit Committee.

Significant risks

Management override of controls We plan to address the management override of controls risk by carrying out
This is a mandatory significant risk on all audits due to the audit work on: accounting estimates; journal entries; and significant
unpredictable way in which such override could occur. transactions outside the normal course of business or otherwise unusual.

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
there is a risk of material misstatement due to fraud on

all audits.

09T abed -
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4. Significant risks and other key judgement areas

Significant risks

Valuation of investments within level 3 of the fair value
hierarchy

As at 31 March 2023 the fair value of investments classified within
level 3 of the fair value hierarchy was £1,197m, which accounted for
23.7% of investment assets. 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.

T9T abed

O

We plan to address this risk by completing the following additional
procedures on a sample basis:

* agree holdings from fund manager reports to the global custodian’s report;

* 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 through review of accounting policies
within 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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4. Significant risks and other key judgement areas

Other considerations

In consideration of ISA (UK) 260 Communication with Those Charged with Governance, as part of our audit
we obtain the views of, and enquire whether the Audit Committee has knowledge of, the following matters:
» Did you identify any other risks (business, laws & regulation, fraud, going concern etc.) that may result in
material misstatements?
» Are you aware of any significant communications between the Group and regulators?
* Are there any matters that you consider warrant particular attention during the course of our audit, and
any areas where you would like additional procedures to be undertaken
We plan to do this by formal letter to the Audit Committee which we will obtain prior to completing our audit.

29T abed

Significant difficulties encountered during the course of audit

In accordance with ISA (UK) 260 Communication with Those Charged with Governance, we are required to
communicate certain matters to the Audit Committee which include, but are not limited to, significant
difficulties, if any, that are encountered during our audit. Such difficulties may include matters such as:

» 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 an entity’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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5. Fees for audit and other services

Fees for audit and other services

Our fees (exclusive of VAT) for the audit of Teesside Pension Fund for the year ended 31 March 2024 are outlined below.

Fees for work as the Pension Fund’s appointed auditor

At this stage of the audit, we are not planning any divergence from the scale fees set by PSAA.

2023/24 Proposed Fee 2022/23 Actual Fee

PSAﬁscaIe fee £102,380 £37,054
Feé’ariation in respect of additional work TBC N/A
req@Ded to comply with ISA540

|_\
Aud@elated fees

N
Audit work carried out for employer body TBC N/A

Fees for non-PSAA work

We have not been separately engaged by the Council to carry out additional work. Before agreeing to undertake
any additional work, we consider whether there are any actual, potential or perceived threats to our independence.
Further information about our responsibilities in relation to independence is provided in section 6.
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6. Our commitment to independence

Requirements Accountants together with the ethical requirements that are relevant to our audit of the financial statements in the UK reflected in the ICAEW Code of Ethics and the FRC Ethical Standard

Q We comply with the International Code of Ethics for Professional Accountants, including International Independence Standards issued by the International Ethics Standards Board for
= 2019.

We are not aware of any relationship between Mazars and Teesside Pension Fund that, in our professional judgement, may reasonably be thought to impair our independence.

GE A EED We are independent of Teesside Pension Fund and have fulfilled our independence and ethical responsibilities in accordance with the requirements applicable to our audit.

Non-audit and We have set out a summary any non-audit services provided by Mazars (with related fees) to Teesside Pension Fund in Section 5, together with our audit fees and independence
Audit fees assessment.

v

We committed to independence and confirm that we comply with the FRC’s Ethical Standard. In addition, we have set out in this section any matters or relationships we believe may have a bearing on our independence or the
objagjivity of our audit team.
Q
Bas@ 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
subgidiary entities, and you and your related entities, that create any unacceptable threats to our independence within the regulatory or professional requirements governing us as your auditors.
(o))
We &BVe 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.
« all new partners and staff are required to complete an independence confirmation and complete annual ethical training.
« rotation policies covering audit engagement partners and other key members of the audit team.
» 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 the engagement team and others in the firm as appropriate, Mazars LLP are independent and comply with relevant ethical requirements. However, if at any time you have concerns or
questions about our integrity, objectivity or independence, please discuss these with Mark Kirkham in the first instance.

Prior to the provision of any non-audit services, Mark Kirkham will undertake appropriate procedures to consider and fully assess the impact that providing the service may have on our independence as auditor.

Principal threats to our independence and the associated safeguards we have identified and/ or put in place are set out in Terms of Appointment issued by PSAA available from the PSAA website: Terms of Appointment from
2018/19 - PSAA. Any emerging independence threats and associated identified safeguards will be communicated in our Audit Completion Report.
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/. Materiality and misstatements

Definitions

Materiality is 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.

Materiality

our professional judgement, is most appropriate to entity. We also determine an amount less than materiality

(p mance materiality), which is applied when we carry out our audit procedures and is designed to reduce to
an gppropriately low level the probability that the aggregate of uncorrected and undetected misstatements
exc?gjs overall materiality. Further, we set a threshold above which all misstatements we identify during our
audgtpdjusted and unadjusted) will be reported to the Audit Committee.

W:§ermine materiality for the financial statements as a whole (overall materiality) using a benchmark that, in

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;

e 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.

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.

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.
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/. Materiality and misstatements

Materiality (continued)

We consider that net assets is the key focus of users of the financial statements and, as such, we base our
materiality levels around this benchmark.

We expect to set a materiality threshold of 1.0% of net assets.
As set out in the table below, based on currently available information, we anticipate overall materiality for the
year ended 31 March 2024 to be in the region of £51.946m, and performance materiality to be in the region of

£25.973m.

We will continue to monitor materiality throughout our audit to ensure it is set at an appropriate level.

2023/24
£'000s

)
Ogwrall materiality £51.946m
(@)
(9]
Pgormance materiality £25.973m
(@)
Sp@ific materiality for the Fund Account:
» Fund Account — overall materiality £16.236m
» Fund Account — performance materiality £8.118m
Clearly trivial threshold £1.558m

Misstatements

We will accumulate misstatements identified during our audit that are above our determined clearly trivial
threshold.

We have set a clearly trivial threshold for individual misstatements we identify (a reporting threshold) for
reporting to the Audit Committee and management that is consistent with a threshold where misstatements
below that amount would not need to be accumulated because we expect that the accumulation of such
amounts would not have a material effect on the financial statements.

Based on our preliminary assessment of overall materiality, our proposed clearly trivial threshold is £1.558m
based on 3% of overall materiality. If you have any queries about this, please raise these with Mark Kirkham.

Each misstatement above the reporting threshold that we identify will be classified as:
* Adjusted: Those misstatements that we identify and are corrected by management.
» Unadjusted: Those misstatements that we identify that are 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 the Audit Committee as unadjusted
misstatements and, if they remain uncorrected, we will communicate the effect that they may have individually,
or in aggregate, on our audit opinion.

Misstatements also cover quantitative misstatements, including those relating to the notes of the financial
statements.

Reporting

In summary, we will categorise and report misstatements above the reporting threshold to the Audit Committee
as follows:

* adjusted misstatements;

* unadjusted misstatements; and

» disclosure misstatements (adjusted and unadjusted).
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Appendix A: Key communication points

We value communication with Those Charged With Governance as a two way feedback process at the heart of * Responsibilities for preventing and detecting errors.
our client service commitment. ISA 260 (UK) ‘Communication with Those Charged with Governance’ and ISA
265 (UK) ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And * Materiality and misstatements.

Management’ specifically require us to communicate a number of points with you.

» Fees for audit and other services.
Relevant points that need to be communicated with you at each stage of the audit are outlined below.

Form, timing and content of our communications Key communication points at the completion stage to be included in our
Audit Completion Report

We will present the following reports:

» Significant deficiencies in internal control.
e Our Audit Strategy Memorandum; 'gni icencies it

. Our Audit Completion Report: and » Significant findings from the audit.

gditor’s Annual Report » Significant matters discussed with management.
a .

« Significant difficulties, if any, encountered during the audit.
The@2 documents will be discussed with management prior to being presented to yourselves and their gnificant difficuities y 9

conpments will be incorporated as appropriate. « Qualitative aspects of the entity’s accounting practices, including accounting policies, accounting estimates

I:l and financial statement disclosures.
Key communication points at the planning stage as included in this Audit . Our conclusions on the significant audit risks and areas of
Strategy Memorandum management judgement.
« Our responsibilities in relation to the audit of the financial statements. *  Summary of misstatements.
* The planned scope and timing of the audit. * Management representation letter.
« Significant audit risks and areas of management judgement. *  Our proposed draft audit report.
*  Our commitment to independence. * Independence.
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Appendix A: Key communication points

ISA (UK) 260 ‘Communication with Those Charged with Governance’, ISA (UK) 265 ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And Management’ and other ISAs (UK) specifically require
us to communicate the following:

Required communication Where addressed

Our responsibilities in relation to the financial statement audit and those of management and Those Charged Audit Strategy Memorandum
With Governance.

The planned scope and timing of the audit including any limitations, specifically including with respect to Audit Strategy Memorandum
sigﬁicant risks.

jab)

Q : : :
WD respect to misstatements: Audit Completion Report

» ancorrected misstatements and their effect on our audit opinion;
. Me effect of uncorrected misstatements related to prior periods;
* arequest that any uncorrected misstatement is corrected; and

* in writing, corrected misstatements that are significant.

With respect to fraud communications: Audit Completion Report and discussion at Audit Committee

+ enquiries of the Audit Committee to determine whether they have a knowledge of any actual, suspected or Audit Planning and Clearance meetings
alleged fraud affecting the entity;

» any fraud that we have identified or information we have obtained that indicates that fraud may exist; and
» adiscussion of any other matters related to fraud.
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Appendix A: Key communication points

Required communication Where addressed

Significant matters arising during the audit in connection with the entity’s related parties including, Audit Completion Report
when applicable:

* 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.

Significant findings from the audit including: Audit Completion Report

« dur view about the significant qualitative aspects of accounting practices including accounting policies,
ccounting estimates and financial statement disclosures;

* (pignificant difficulties, if any, encountered during the audit;

* significant matters, if any, arising from the audit that were discussed with management or were the subject
~sf correspondence with management;

» “written representations that we are seeking;
» expected modifications to the audit report; and

» other matters, if any, significant to the oversight of the financial reporting process or otherwise identified in the
course of the audit that we believe will be relevant to the Pension Fund or the Audit Committee in the context of
fulfilling their responsibilities.

Significant deficiencies in internal controls identified during the audit. Audit Completion Report

Where relevant, any issues identified with respect to authority to obtain external confirmations or inability to Audit Completion Report
obtain relevant and reliable audit evidence from other procedures.
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Appendix A: Key communication points

Required communication Where addressed

Audit findings regarding non-compliance with laws and regulations where the non-compliance is material and believed to be intentional Audit Completion Report and Audit Committee meetings
(subject to compliance with legislation on tipping off) and enquiry of the Audit Committee into possible instances of non-compliance with
laws and regulations that may have a material effect on the financial statements and that the Audit Committee may be aware of.

With respect to going concern, events or conditions identified that may cast significant doubt on the entity’s ability to continue as a going Audit Completion Report
concern, including:

» whether the events or conditions constitute a material uncertainty;
» whether the use of the going concern assumption is appropriate in the preparation and presentation of the financial statements; and
+ Te adequacy of related disclosures in the financial statements.

«Q

D
Remrting on the valuation methods applied to the various items in the annual financial statements including any impact of changes of such Audit Completion Report
metpds

AN

Indication of whether all requested explanations and documents were provided by the entity Audit Completion Report

Communication regarding our system of quality management, compliant with ISQM 1, developed to support the consistent performance of Audit strategy memorandum
quality audit engagements. To address the requirements of ISQM (UK) 1, the firm’s ISQM 1 team completes, as part of an ongoing and
iterative process, a number of key steps to assess and conclude on the firm’'s System of Quality Management:
» Ensure there is an appropriate assignment of responsibilities under ISQM1 and across Leadership
« Establish and review quality objectives each year, ensuring ISQM (UK) 1 objectives align with the firm's strategies and priorities
» ldentify, review and update quality risks each quarter, taking into consideration of number of input sources (such as FRC / ICAEW
review findings, AQT findings, RCA findings, etc.)
» Identify, design and implement responses as part of the process to strengthen the firm's internal control environment and overall quality
» Evaluate responses to identify and remediation process / control gaps

We perform an evaluation of our system of quality management on an annual basis. Our first evaluation was performed as of 31 August
2023. Details of that assessment and our conclusion are set out in our 2022/2023 Transparency Report, which is available on our website
here.
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Appendix B: Current year updates, forthcoming accounting & other issues

Applicable for IFRS Reporters

Current and forthcoming accounting issue

New standards and amendments
Effective for accounting periods beginning on or after 1 January 2023

Amendments to IAS 1 Presentation of Financial Statements and IFRS Practice Statement 2
Making Materiality Judgements: Disclosure of Accounting Policies (Issued February 2021)

+ The amendments set out new requirements for material accounting policy information to be
disclosed, rather than significant accounting policies. Immaterial accounting policy information
uld not be disclosed as accounting policy information taken in isolation is unlikely to be
material, but it is when the information is considered together with other information in the
t?'gancial statements that may make it material.

=
\l

Am@idments to IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors:
Definition of Accounting Estimates (Issued February 2021)

* The amendment introduces a new definition for accounting estimates and clarifies how entities
should distinguish changes in accounting policies from changes in accounting estimates. The
distinction is important because changes in accounting estimates are applied prospectively only
to future transactions and other future events, but changes in accounting policies are generally
applied retrospectively to past transactions and other past events.

IFRS 17 Insurance Contracts (issued May 2017) and Amendments to IFRS 17 Insurance
Contracts (Issued June 2020)

* IFRS 17 is a new standard that will replace IFRS 4 Insurance Contracts (IFRS 4). The standard
sets out the principles for the recognition, measurement, presentation and disclosure about
insurance contracts issued, and reinsurance contracts held, by entities.

Amendments to IFRS 17 Insurance Contracts: Initial Application of IFRS 17 and IFRS 9
Financial Instruments (Issued December 2021)

* The amendments address potential mismatches between the measurement of financial assets
and insurance liabilities in the comparative period because of different transitional requirements in
IFRS 9 and IFRS 17. The amendments introduce a classification overlay under which a financial
asset is permitted to be presented in the comparative period as if the classification and
measurement requirements of IFRS 9 had been applied to that financial asset in the comparative
period. The classification overlay can be applied on an instrument-by-instrument basis.

IFRS 17 Insurance Contracts has not yet been adopted by the FReM. Adoption in the FReM is
expected to be from April 2025; early adoption is not permitted.
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Appendix B: Current year updates, forthcoming accounting & other issues

Applicable for IFRS Reporters

Current and forthcoming accounting issue (continued)
New standards and amendments (continued)

Effective for accounting periods beginning on or after 1 January 2024

The information detailed on this slide is for wider IFRS information only. They will be subject to
inclusion within the FReM and Code as determined by FRAB.

o
Am@hdments to IAS 1 Presentation of Financial Statements: Classification of Liabilities as
C nt or Non-current (Issued January 2020), Deferral of Effective Date (Issued July 2020)
an |_\on-current Liabilities with Covenants (Issued October 2022)

. Ee January 2020 amendments clarify the requirements for classifying liabilities as current or
on-current in IAS 1 by providing clarification surrounding: when to assess classification;
understanding what is an ‘unconditional right’; whether to determine classification based on an
entity’s right versus discretion and expectation; and dealing with settlements after the reporting
date.

The October 2022 amendments specify how covenants should be taken into account in the
classification of a liability as current or non-current. Only covenants with which an entity is
required to comply with by the reporting date affect the classification as current or non-current.
Classification is not therefore affected if the right to defer settlement of a liability for at least 12
months is subject to compliance with covenants at a date after the reporting date. These
amendments also clarify the disclosures about the nature of covenants, so that users of financial
statements can assess the risk that non-current debts accompanied by covenants may become
repayable within 12 months.

Amendments to IAS 16 Leases: Lease Liability in Sale and Leaseback (Issued September
2022)

* The amendments include additional requirements to explain how to subsequently measure the
lease liability in a sale and leaseback transaction, specifically how to include variable lease
payments.

For further information, please refer to our blog article: Amendments to IFRS 16 Leases — Lease
Liability in a Sale and Leaseback

Amendments to IAS 7 Statement of Cash Flows and IFRS 7 Financial Instruments:
Disclosures: Supplier Finance Arrangements (Issued May 2023)

* The amendments introduce changes to the disclosure requirements around supplier finance
arrangements with the intention of providing more detailed information to help users analyse and
understand the effects of such arrangements.

The amendments provide an overarching disclosure objective to ensure that users of financial
statements are able to assess the effects of such arrangements on an entity’s liabilities and cash
flows, as well as some additional disclosure requirements relating to the specific terms and
conditions of the arrangement, quantitative information about changes in financial liabilities that
are part of the supplier financing arrangement, and about an entity’s exposure to liquidity risk.

For further information, please refer to our blog article: /IASB publishes final amendments on
supplier finance arrangements
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Appendix C: Consultations on measures to tackle the local government financial

reporting and audit backlog

As we outline in the introduction to this report, there are a number of consultations currently taking place that
may have implications for: the format and content of the Pension Fund’s financial statements, the work we are
required to undertake under the Code of Audit Practice and the timetable for the publication of the audited
statements of account.

In this Appendix, we summarise the proposals in each of the consultations for information.

CIPFA/LASAAC consultation on short-term measures to aid the recovery of local authority reporting
and audit

This consultation proposes amendments to the Code of Practice on Local Authority Accounting (the Accounting
Code), applicable only to relevant bodies in England. The proposals are to:

« Extend the current temporary solution for accounting for infrastructure assets beyond 2024/25;

o
* Bemove some disclosure requirements relating to a body’s net defined benefit liabilities / assets; and
«Q

«  @mplify the measurement for operational property, plant and equipment in specific circumstances up to

RO05/26.
\l
\l

DLUHC consultation on addressing the local audit backlog in England

This consultation proposes a range of measures aimed at ‘clear the backlog and put the system on a
sustainable footing’ and outlines two key phases of recovery up to 2027/28. A key aspect of the proposals is to
require Category 1 bodies, such as the Pension Fund, to publish audited financial statements by a series of
backstop dates. This proposal will be put in place by amending the Accounts and Audit Regulations 2015. For
statements of account for financial years up to and including 2022/23, this would mean audited accounts will
need to be published by 30 September 2024 unless a pre-defined exemption criteria has been met (such as
there being an outstanding objection to the accounts at the backstop date).

The consultation sets out other proposals including:

* Publishing a list of bodies and audit firms which do not meet the statutory deadline for publishing audited
statements of account; and

» Setting out ‘backstop’ dates for each financial year up to and including 2027/28.

In including a statutory backstop date for the publication of audited statements of account, the consultation
makes it clear that the DLUHC expects that this will give rise to auditors issuing modified audit reports where
they have not been able to complete their work on the financial statements.

NAO consultation on draft amendments to the Code of Audit Practice

This consultation has been launched alongside DLUHC’s consultation on amendments to the Accounts and
Audit Regulations 2015 and seeks to introduce measures that support more timely auditor reporting. The
principle changes to the Code of Audit Practice being proposed are to:

* Require the auditor to issue an opinion on the financial statements by the ‘backstop’ date outlined in the
amended Accounts and Audit Regulations 2015, whether this opinion is modified or not (subject to a
number of exemptions);

» Allow the auditor to apply a reduced scope of work in relation to VFM arrangements work for outstanding
audits up to and including 2022/23; and

* Require the auditor to publish the Auditor's Annual Report by 30 November each year from the 2023/24
audit year, and for this report to provide a summary of progress on the audit at the time of issue (even if the
audit is not complete).
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Mark Kirkham, Partner

Mazars
5th Floor

3 \VWellington Place
Leeas

LS1 4AP

Mazars is an internationally integrated partnership, specialising in audit, accountancy, advisory, tax
and legal services*. Operating in over 90 countries and territories around the world, we draw on the
expertise of 40,400 professionals — 24,400 in Mazars’ integrated partnership and 16,000 via the
Mazars North America Alliance — to assist clients of all sizes at every stage in their development.

*where permitted under applicable country laws.
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This report sets out the key activities, progress and impact of the Corporate Governance
Improvement Plan and activity in response to the Section 24 recommendations made by
the Council’s External Auditors, since last reported to Committee in March 2024.

1. Purpose

1.1 This report sets out the key activities and progress since an update was last provided to
committee, in response to the Section 24 recommendations made by the Council’s
External Auditors and the Council’s Corporate Governance Improvement Plan.

2 Recommendations

2.1 That Committee notes the progress against the Corporate Governance Improvement Plan
and Section 24 Action Plan and agrees the proposed changes to milestones and activity
in relation to the Section 24 Action Plan as outlined at paragraphs 6.7 to 6.10.

3 Rationale for the recommended decision(s)

3.1 The Committee must respond effectively and at pace to the deliver the improvements set
out in both the Corporate Governance Improvement Plan and the Section 24 report if it is
to effectively address the concerns around its culture, governance and financial
challenges.

3.2 Member oversight is crucial in delivery of these actions and also provision of assurance
that intended impacts to address the governance weaknesses identified by the Council’s
External Auditors are being realised.

4 Background and relevant information

4.1 On 18 September 2023, Council received a report that set out the activities of Phase
Three of the proposed Corporate Governance Improvement Plan, alongside the
associated governance arrangements providing oversight of delivery. It also received a
report from the Council’s External Auditors which made statutory recommendations in
relation to the Council’'s governance. This report provides an update on delivery against
the action plan that was put in place in response to that report, as well as an update on
delivery against the Corporate Governance Improvement Plan.

4.2 The activities in the improvement plan comprise ten workstreams, each with a milestone
delivery plan which is monitored and reported monthly to the Leadership Team, the
Independent Improvement Advisory Board and at each full Council.

5. Performance management methodology
5.1 The Council’s and Programme and Project Management policy set out the methodology

used to assess and report on progress against delivery, which is applied across the
Corporate Governance Improvement and Section 24 delivery plans.

KEY:

BLUE - COMPLETE Activity delivered in full

GREEN — ON TRACK Delivery plan activities are on track and / or a or above standard
AMBER - OFF TRACK Delivery plan activities are < 5% below standard
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RED — OFF TRACK Delivery plan activities are > 5% below standard

IMPACT - NO CHANGE The measures of success used to assess impact, refresh on differing time periods.
Some are annual, others are more frequent. If it says no change, either the data has
stayed the same or is not due to be refreshed

IMPACT MET - NO
(AMBER)

IMPACT MET — NO (RED) | Performance measures for this workstream are below target by more than 5%
IMPACT TREND — MIXED | Of the range of performance measures that are against the workstream, some have
CHANGES improved, and others have worsened

Performance measures for this workstream are within 5% of the target

5.2 Overall performance in relation to delivery of activity across the two improvement plans is
as follows (excluding activity not yet planned to start and not due to be delivered yet):

STATUS AT 18/06/2024
Activity
% On-track % Off-track % Delivered Overall % on track or delivered
Corporate Governance
Improvement Plan 18% (17/95) | 4% (4/95) 78% (74/95) 96%
Section 24 Action plan 7% (3/47) 4% (2/47) 89% (42/47) 96%

5.3 The above table shows that 96% of planned activity has either been delivered or is on-
track for delivery in relation to the Corporate Governance Improvement Plan, with three
planned activities across the 10 workstreams measuring as off-track.

5.4 96% of activity in relation to the Section 24 delivery plan is on-track or has been
delivered, with one activity showing as off-track.

5.5 The remainder of this report sets out the detail of the delivery plan activity, alongside
supporting measures of success that are in place to assess the impact of activity.

6. Corporate Governance Improvement Plan: progress status

6.1 For the current reporting period, seven of the workstreams are on target in terms of
activity, as per timescales set out in the corporate Governance Improvement Plan, with
three being off target currently in the Cultural Transformation plan, which are outlined
below:

e Development and delivery of an enhanced Member Development Strategy— one
milestone relating to undertaking a first annual review of the strategy is off-track as a
date change for the first annua review was not made when the strategy first went live
in November 2023. There is a change control proposed to undertake the first annual
review by December 2024.

¢ Development and implementation of an improved focus on employee performance and
accountability — a milestone relating to the target of 95% (75% of staff have had an
appraisal to date) of all staff to have had an appraisal by end of March is off-track. This
delay has further impacted upon a subsequent milestone relating to undertaking
sample quality assurance of appraisal objectives setting. Two change controls have
been proposed to extend the end dates of both as detailed in section 6.10. Additional
activity is currently being undertaken to communicate to all managers to ensure
appraisals take place and are recorded on the People Manager system.
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6.2

6.3

6.4

6.5

Improving financial governance, spending controls and monitoring, by ensuring

effective financial management across the organisation — a milestone in relation to the

development of a more efficient accounting, financial recording to reporting within
Business World application is off track and a further milestone in relation to the
implementation of compliance and enforcement protocols to embed governance

arrangements into operational practice is also off-track. A change control to extend the

due date on both has been proposed as detailed in section 6.10.

Measures of success

The Council, in identifying the data sources to measure success, has set a baseline

against which it will judge ongoing performance. Frequencies in updating these measures

vary and are detailed in Appendix 1. Some measures are ad hoc, some annual, while
others are refreshed on a quarterly or monthly basis.

The Council continues to review its delivery plans and measures of success to ensure it is

taking the right actions and is focussed on assessing the impact of its activity.

Since last reported, the following amendments have been proposed to the Measures of
Success that assess the impact of the Council’s Corporate Governance improvement
activity:

Summary of proposed new Measures of Success:

Measure

Rationale

Forecast outturn is within the agreed budget

The previous measure tracked the 23/4 budget.
This proposed new measure will track this year’s
budget and future years

Maintain General Fund balance in line with
approved reserves policy - 7.5% of the net
revenue budget which would be £11.1m at
31/3/25

Reflects the position as set out in the Reserves
policy

Maintain unrestricted usable revenue reserves
at a minimum of £8m at 31/3/25

Reflects the position as set out in the Reserves
policy

Balanced Budget for 2025/6 set

The previous measure tracked the 24/25 budget
setting process.

Balanced Medium Term Financial Plan to
2028/9

The previous measure tracked delivery of the
MTFP to 2026/27

Achievement of 3 star or higher rating for
financial governance against the CIPFA
criteria

This will be external validation of the Council’s
financial governance health and will demonstrate
the impact of activity on improved financial
governance. This replaces two previous financial
governance related measures with a Measure that
can be externally validated.

Key activities
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6.6 The following activities within the governance improvement plan have been delivered
since progress was last reported to Council:

COMPLETED ACTIVITIES WITHIN REPORTING

THEME WORKSTREAM PERIOD
Cultural Development and implementation of | Delivery ongoing of the Strategy against the
Transformation a People Strategy underpinning delivery plan, feeding into corporate

performance reporting cycle is ongoing.

Insights Leadership workshops have been
delivered to LMT, Executive and one combined
session; to raise awareness of preferences, styles
and increase relationship building.

Workshop has been delivered to all Managers in the
Council to explore the Corporate Plan and how it
links into the daily work of staff and aligns to the
People Strategy.

Development and implementation of
a corporate governance training
programme

All activities have now been completed.

Ensure stable and sustainable
leadership for the organisation

A recruitment plan / process has been developed for
all interim appointments in a Leadership and
Management position.

Review the Council’s approach to
Member enquiries and engagement

The new Members enquiries system is now live, and
all activities have now been completed.

Develop and implement
communications and engagement
plan to support cultural

Regular CGIP newsletter communications to all staff
ongoing.

transformation
Financial Recovery Setting a balanced budget for All activities have now been completed.
and Resilience 2024/25 to 2026/27

Improvements to financial
governance, spending controls and
monitoring through more effective
financial management, across the
organisation

Delivery of training in budget management for Chief
Officers, Heads of Service and Budget Managers as
part of the Corporate Governance Training
Programme has been undertaken.

Establishment of 2024/25 budget management
hierarchies, profiles and coding structures for more
effective / robust budget management purposes has
been completed.

Delivery of training in Financial Procedure Rules
(FPR) and Contract Procedure Rules (CPRs) has
been completed.

Changes to delivery dates

6.7 Detailed delivery milestone plans have been developed to underpin all workstream
activities within the improvement plan.
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6.8

6.9

6.10

Where slippage occurs to individual milestones but the overarching end date for the
workstream activity is not impacted, no escalation or change control will be required and it
can be assumed that any required mitigated will be put in play at an operational level.

Where there is impact on achieving the intended measure of success or overarching end
date of workstream activity, a change control will be proposed for noting and
transparency.

The following change controls were presented to Council in the latest update report which
was due to be considered at the Council meeting on 17 July 2024:

e Cultural Transformation:

e CT2.06: one milestone relating to undertaking a first annual review of the strategy is
off-track as a date change for the first annual review was not made when the strategy
first went live in November 2023. There is a change control proposed to undertake the
first annual review by December 2024.

e CT5.07: Monitoring of Appraisal completions - 95% (75% of staff have had an
appraisal to date) of staff in work to have had an appraisal - Change control to
30/09/2024 to reflect the delay in the completion of staff appraisals in some areas.
Action is underway to address this.

e CT5.08: Quality assurance sample of objective setting and follow up guidance to
Managers via HR BPs — Change control to 31/10/2024 following the completion of
CT5.07 milestone.

e CT7.07: Consider results of May 2024 staff survey to assess how engaged staff feel in
communications relating to corporate governance improvement is slightly off track due
to the staff survey end date being extended. Change control to 31/07/2024.

e FRR3.11: Development of more efficient accounting, financial recording to reporting,
within Business World application — Training on Business World still to take place,
some training has taken place, however system users are requesting further training
and taking on board initial findings of CIPFA. Change control to 31/12/2024.

¢ FRR3.15: Establish and implement compliance and enforcement protocols to embed
governance arrangements into operational practice — further strengthening of
performance management and disciplinary processes regarding non-compliance have
delayed completion. Change control to 31/07/2024.

Original

Theme Key tasks / milestones target date Revised

target date

CT2.06: Undertake first annual review of strategy,
assessing delivery and impact on measures of
success, reporting findings to Leadership
Management Team, Audit Committee and full Council

31/10/2023 31/12/2024

CT5.07: Monitoring of Appraisal completions - 95% of

Cultural Transformation staff in work to have had an appraisal 31/03/2024 300972024

CT5.08: Quality assurance sample of objective setting

and follow up guidance to Managers via HR BPs 31/07/2024 81/10/2024

CT7.07: Consider results of May 2024 staff survey to
assess how engaged staff feel in communications 31/06/2024 31/07/2024
relating to corporate governance improvement
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FRR3.11: Development of more efficient accounting,
financial recording to reporting, within Business World

o 30/06/2024 31/12/2024
application
FRR3.15: Establish and implement compliance and
enforcement protocols to embed governance 31/03/2024 31/07/2024

arrangements into operational practice

Summary of progress against plan and measures of success

6.11 The following tables set out a summary position against planned activity and progress
against the measures of success that have been agreed to track the long-term impact of
this plan. This table reflects the current status — as per the above change controls that

have been considered

CULTURAL
TRANSFORMATION

Development / implementation of
People and Cultural
Transformation Strategy

Development / implementation of
Member Development Strategy
and Programme

Development / implementation of
a corporate governance training
programme

Ensure stable and sustainable
leadership for the organisation

Development / implementation of
improved focus on employee
performance and accountability

Review Council's approach to
Member enquiries and
engagement

Develop / implement
communications and
engagement plan to support
cultural transformation

FINANCIAL RECOVERY AND

RESILIENCE

by LMT and IIAB.

ACTIVITY TRACKING

CURRENT
STATUS

IMPACT
TREND

Mixed
Green Green change
No
Amber Green change
No
change
Green Green e
change
Amber Green MY
change
change
Green Green e
change

ACTIVITY TRACKING OUTCOME IMPACT
IMPACT
TREND
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Condelligiz0zs/zsiexpelditie Improved D Middleton Clir N Walker
to within approved budgets

Setting a balanced budget for .

2024/25 t0 2026/27 - No change No D Middleton ClIr N Walker
Improvements to financial

COVETTENES, SPETLINT Geniels Green  No change Mixed D Middleton Clir N Walker

and monitoring through more
effective financial management

7. Independent Improvement Advisory Board

7.1 Since its work was last reported in March 2024, the Improvement Board as met on 16
April and 23 May and will meet on 10 July, after this report has been published.

7.21n its April and May meetings the Board has considered reports and presentations on the
following:

e Progress within the transformation programme. The Board is reviewing the
programme on a theme by theme basis. Members of the Board have also observed a
number of the transformation programme meetings that take place as part of steps to
seek assurance around the governance of the transformation programme

e the 23/24 and 24/25 budget

e an overview of the Council’'s improvement journey to date that set out what success
will look like by each improvement theme within the Best Value Notice, has been
achieved so far and what is next

e a standing update on progress against the improvement plan and Section 24 report.

7.3During that time the Board has also met with:

e the Chair of the Children’s Improvement Board to review common areas of interest
e the Chairs of Audit, Scrutiny and Member Development committees
e arange of external partners.

7.41n mid-July the Board will issue its third progress report for the Council’s consideration. In
line with agreed reporting for this, the report will be considered by Executive on 24 July
2024.

7.5Action points arising from formal Improvement Board meetings, excluding admin related
tasks, e.g., facilitation of meetings, are set out at Appendix 3, alongside a summary of
information requested by the Board.

7.61n April 2024 Board members were asked if they would be able to extend their support for
the Council’s improvement journey past the original planned end date of October 2024.
Unfortunately this was not possible for the Finance lead on the board dur to other
commitments, therefore the Council are actively seeking replacement support from a
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finance specialist. The Chief Executive and Mayor would like to place their thanks to
Chris Buss, the Finance lead, on record.

8. Section 24: progress update

8.1 The table below sets out the current status of activity in response to the Section 24
recommendations, along with a summary of the impact these activities are having on the
longer-term measures of success that have been set in order to enable the Council to be
able to assess whether the activities are having the intended impact.

8.2 Since the last report a further two actions have been completed and the measure of

success for another has been achieved:

ACTIVITY TRACKING OUTCOME IMPACT

S24 ACTIONS

IMPACT
TARGET
MET?

CURRENT PREV
STATUS STATUS

IMPACT
TREND

1. Progression of next phase of Corporate Governance
Improvement Plan, prioritising actions to address cultural
and governance issues.

2. Development of contingency and succession governance
protocols to mitigate potential impact of any future changes Green Green No change Yes
in senior leadership.

3. Conclusion of Constitution review and provision of officer / No change

member training ensuring changes are understood and 9 No
implemented.

4. Identification of deliverable short-term savings, protecting Baseline
limited remaining reserves, considering statutory N/A set for
responsibilities and delivery of services. 24/24
5. Review service delivery models to ensure that they are

efficient, represent value for money and achieves the N/A N/A
outcomes required.

6. Review of financial forecasting processes to understand

emergence of significant financial pressures, in both 22/23 Green Green No change Mixed

and 23/24.

7. Conclusion of Financial and Contract Procedure rules
review to ensure they are fit for purpose.

8. Provision of training on Financial and Contract Procedure
rules to all officers involved in contracting, procurement or
financial decisions.

9. Completion of contract review to ensure compliance with
Public Contracts Regulations 2015.

10. Review oversight arrangements for Middlesbrough
Development Company to assure value for money.

11. Develop action plan for the demise of Middlesbrough
Development Company setting out benefit realisation.

*No baseline set

Page 187 9



This document was cla

ssified as: OFFICIAL

8.4 Across all S24 workstreams, one is reporting activity which is off target:

=  Recommendation 8, Financial and Contract Procedure rules:

Sectio

o $S$8.07: Establish compliance and enforcement protocols to embed the
governance arrangements into operational practice is slightly delayed due to
further strengthening of performance management and disciplinary processes
regarding non-compliance. Change control to 31/07/2024.

o S8.08: Develop and deliver improved training and tools for all users of the
Council’s corporate finance system to facilitate compliance has been delayed
due to training on Business World still to take place. Some training has taken
place; however system users are requesting further training following initial
findings of CIPFA review

n 24: key activities

8.5 89% of all planned activities within the Section 24 Action plan have now been delivered.
Progress against the Section 24 action plan agreed since last presented to Council is set

out below:
REC | ACTIVITY
The Council’s strategic planning and budget development process for setting a balanced budget
S5.01 | for 2024/25 and over the period of the MTFP to 2026/27 to consider opportunities for managing
service demand, service redesign and transformation, reduced levels and stopping services
Development of a first stage transformation programme (2024/25 to 2026/27) to review service
S6.03 | delivery models to maintain / improve service outcomes from an affordable and sustainable cost
base.
S8.02 All budget managers and staff involved in purchase to pay activities, to undertake mandatory face-
’ to-face training.
Implementation of monthly budget monitoring and forecasting to analyse cost and volume
S8.03 | variances, driving proactive management intervention in services to address areas of overspend
and income shortfalls.
S8.04 Develop budget management and purchase to pay dashboards to drive compliance through
’ improved management information.
Delivery of training in budget management for Chief Officers, Heads of Service and Budget
S8.05 S
Managers as part of the Corporate Governance Training Programme.
S8.06 Deliver mandatory training in budget management tools for Chief Officers, Heads of Service and
’ Budget Managers
S11.01 | Provision of a closure report on Middlesbrough Development Company to Executive

Changes to delivery dates

8.6 5 minor change controls were presented below for Council consideration on 24 July 2024
to workstream activities. They reflect adjustments in prioritisation and chronology of
activities:
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Original
Key tasks / milestones target Revised target
date date
Original Revised
S$8.07: Establish compliance and enforcement protocols to embed the start date letion d
overnance arrangements into operational practice 01/01/2024 | SOMP etion date
9 31/07/2024
S8.08: Develop and deliver improved training and tools for all users of Original Revised
the Council’s corporate finance system to facilitate compliance. start date completion date
28/02/2024 | 31/12/2024

Section 24: measures of success

8.7 There are currently 22 measures of success in place to assess the impact of activity
within the Section 24 action plan:

= seven are now complete
= six are on or above target
= three are below target
» Measures of Success relating to the 23/24 budget position have now been removed
and replaced with 2024/25 measures of success
» Five cannot yet be measured.
9. Other potential alternative(s) and why these have not been recommended
9.1 Not applicable.
10.Impact(s) of the recommended decision(s)
Financial (including procurement and Social Value)
10.1 Not applicable.
Legal
10.2 There are no direct legal implications as a result of this report, however delivery of this
plan provides evidence of compliance with a number of recommendations that have been
made by the Council’'s External Auditors under Section 24 of the Local Audit and
Accountability Act 2014.
Risk

10.3 If the Council fails to respond effectively to the improvement plan, this will have a
negative impact on the following strategic risks:

e Failure to meet a balanced budget.

¢ Risk of an unlawful decision by the Council.
e Corporate governance is not fit for purpose.
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Human Rights, Public Sector Equality Duty and Community Cohesion

10.4 Not applicable.

Climate Change / Environmental

10.5 Not applicable.

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

10.6 Not applicable.
Data Protection / GDPR

10.7 Not applicable.

Actions to be taken to implement the recommended decision(s)

10.8 Not applicable.

Appendices
1 Corporate Governance Improvement Plan: measures of success
2 Section 24 Plan: Measures of success
3 Key activities update from the Board

Background papers

2021

Reporting body Report title Date

Corporate Affairs and Audit Committee Lessons Learnt: Best Value Inspection of Liverpool 5 Aug 2021
City Councll

Corporate Affairs and Audit Committee Boho X: Draft findings from internal audit and 6 Apr 2022
proposed management response

Corporate Affairs and Audit Committee Audit Results Report 2020/21 22 Jul 2022

Corporate Affairs and Audit Committee Statement of Accounts 2020/21 22 Jul 2022

Corporate Affairs and Audit Committee Lessons Iear_ne_d: Best Value _and external 22 Jul 2022
assurance within other councils.

Corporate Affairs and Audit Committee j((:)(ljjrrr:]r:;/encmg a corporate governance improvement 22 Jul 2022

. Corporate Governance Improvement Journey:

Council CIPFA findings and next steps 19 Oct 2022

Council Corporate Governance Improvement Plan and 30 Nov 2022
progress update

Corporate Affairs and Audit Committee Egt(?;?gl Audit: Value for Money Governance 5 Dec 2022

Council Corporate Governance Improvement Plan and 18 Jan 2023
progress update

Corporate Affairs and Audit Committee Statement of Accounts 2020/2021 28 Apr 2023

Corporate Affairs and Audit Committee Auditor’s Annual Report — Year Ended 31 March 29 Jun 2023
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Section 24 Action Plan progress report

Council Corporate Governance Improvement Next Steps 5 Jul 2023

Council Section 24 Statutory EY recommendations 18 Sep 2023

Council Corporate Governance Improvement Plan 18 Sep 2023

Corporate Affairs and Audit Committee Lgssons Lgarnt: Best Value Inspection of Liverpool 5 Aug 2021
City Council

Audit Committee Section 24 Report — Delivery and oversight 5 Oct 2023
arrangements

. Corporate Governance Improvement Plan and
Council Section 24 Action Plan progress report 25 Oct 2023
Council Corporate Governance Improvement Plan and 29 Nov 2023

Corporate Governance Improvement Plan and

Audit committee Section 24 Action Plan progress report

14 December
2023

Corporate Governance Improvement Plan and

Audit Committee Section 24 Action Plan progress report

1 February 2024

Corporate Governance Improvement Plan and

Audit Committee Section 24 Action Plan progress report

14 March 2024

Corporate Governance Improvement Plan and

Council Section 24 Action Plan progress report 27 March 2024
. Second Progress report of the Middlesbrough
Council Independent Improvement Advisory Board 27 March 2024
. Corporate Governance Improvement Plan and
Councilg Section 24 Action Plan progress report 24 July 2024
Contact:

Ann-Marie Johnstone, Head of Governance, Policy and Information
Ann-marie johnstone@middlesbrough.gov.uk
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Appendix 1: Corporate Governance Improvement Plan: measures of success

Cultural Transformation

Current Previous Status against | Frequency of G . FEATIS
Outcome Measure of Success performance_| performance Target target dkie e Current performance data performance | Previous performance data | performance
- = = = - - period - - period -
X Reduce the number of audits that have limited or No change Improved 0 every 2 months 2 out of 16 complete audits March 2024 2 out of 12 complete audits December 2023
Improved understanding of corporate no assurance report report
governance policies and process and improved
mprove the percentage of priority One an % of P1 actions an 6 of
adherence to them I th f priority One and 20% of P1 acti d 13% of P2
Priority Two actions from Internal Audits that are n/a baseline Improved 80% or higher n/a baseline Quarterly No P1s or P2s so far in 24/25 Jun-24 actions were complete within Mar-24
delivered within original timescales original imescales
77% of heads of service and - - -
)0, 0,
Improved relationships between officers and Staff and Member surveys to assess health of . 50% of staff find directors now view relationships 26.6% of staif think relatlon.s.hlps August 2023
. X L No change n/a baseline 80% of councillors Ad hoc . . " Dec-23 are somewhat or very positive,
members relationships and direction of travel . with Executive members as positive . Survey
or higher i~ compared to 69% of Councillors
ar very nositive (22 resnandents)
mproved retention of staf urnover rates — Number of leavers o change ro o ove target uarter .40% .60% uarter
Impi d i f staff Staff ti it Number of | No chang Improved 5% Ab (] Q 3.40% 20?;24 5.60% Q 32023/24
Improved staff satisfaction 1-10 Score of how valugd staff feel as an No change n/a baseline 6.2 or higher Ad hoc 5.9 August 2023 6.22 Nov-22
employee of the Council Survey
Number of agency staff working for
Middlesbrough Council - Total Monthy 164 Jun-24 135 May-24
-tJ Reduced need to use agency staff
g' Number of agency staff working for No change No change No target set No target set Month: 10 Jun-24 10 May-24
c Middlesbrough Council — Transformation 9 9 g 9 Y Y
(L Number of roles at Head of Service and above
I dmproved ability to recruit to key roles. that are vacant / occupied by Agency or interim No change No change At target Monthly 3 Jun-24 3 May-24
staff
N
©
I\ mproved outcomes for our community by Number of complaints — total Improved Less than 150 Monthly 174 May-24 221 Apr-24
p ity by
ensuring that staff have the skills needed to
deliver excellent services and that the behaviours . . X
increase trust in the Council CA; r‘]’lfr;"lr::r';“ nts upheld or partially upheld by the Less than 40% Monthly 75% May-24 60% Apr-24
tFr’zilr:iigtage of members completing all mandatory At target Annual 100% oct23 100% oct22
Members have a Member development
programme that meets their needs and is well Percentage of Members attending wider skills n/a baseline n/a baseline 95% Above target Annual 98% Oct-23 Data not available Oct-22
used
Member satisfaction with the Member development " . o 87.5% this is based on 21 71% this is based on 5 responses
programme n/a baseline n/a baseline 90% Annual responses out of 24 Oct-23 outof 7 Oct-22
:z;?;:ﬂ;e is effectively managed within the Completion of appraisal process Improved n/a baseline 95% Annual 63% Jun-24 48% May-24
X Number of member on member complaints 2 or fewer per Q4 6 complaints received member on Q3
Improved Member behaviour received No change Improved quarter Above target Quarterly 0 2023/24 member 2023/24
Residents are increasingly satisfied with the way |Questions within the 2023 Resident survey . 61% (NE average o o Previous survey
the Council is ran and with the Council overall currently underway M EEnER n/a baseline 21/22) TED 40% Nov-23 64% was in 2017
Residents increasingly agree that the Council Questions within the 2023 Resident survey Mo @R Not previously 55% (NE average TBD 3% Nov-23 na Not previously
acts on their concerns currently underway asked 21/22) asked
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8 6 -[ e 6'ginacial Recovery and Resilience

CIPFA criteria

5 8 Current , Previous
Current Previous Status Against | Frequency of | Current performance Previous
Outcome Measure of Success Target N performance . performance
Performance | Performance Target data refresh data: . performance data: .

- - - - - - period: ~ period: -
Expenditure for 2023/24 is completed within the " - Quarterly report to Period 10 .
approved 2023/24 budget Actual expenditure and Forecast revenue outturn within the approved budget No change Improved £0 Executive £3.6m 2003/24 £7.023m Period 8 2023/24

“"fﬁg °'.1“3.1’ 3723 “’t“‘ 23124 outurn (to
Maintain GF balance at £12m at 31/3/24 Improved £12m or more Annually on willincrease fo Executive £9.09m Q3 23/24
o £11.1m due to release of
Maintain General Fund balance and usable revenue Collertion Eund. clrnlue) 26/6/24)
reserves at 31/3/23 levels £1.069m on 3173723 (but 23/24 outurn (to
Maintain unrestricted usable revenue reserves at a minimum of £4m at on 1/4/24 will increase to "
Improved £4m or more Above target Annually Executive £6.3m Feb-24
31/3/24. £9.280m due to release of
' 26/6/24)
Callectinn Eund surnlis)
. . . n/a sufficient resources in
Establish Medium Term Plan to rebuild GF Balance Section 151 Officer assessment of adequacy of reserves - na Feb-24 Judgemept of S151 Feb 2024 repon place - judgement of S151 Feb 2023 report to
and revenue reserves officer to Council officer Council
Financial Procedure Rules and Contract Procedure |, - v\ 7. all Budget Holders trained by 31 December 2023 Improved 95% or higher Monthly 87.66% Jun-24 86.88% May-24
Rules training delivered
One training
Corporate finance training programme established |Quarterly programme of finance training established n/a baseline session delivered Quarterly 100% Feb-24 n/a n/a
per quarter
Budget management and purchase to pay Budget management dashboard available to all budget holders from n/a one off
dashboards developed to improve management Business World through Power Bl reporting tools by 30 November 2023. n/a Dashboard in place measure n/a n/a n/a n/a
information and compliance P2P Dashboards available by 31 March 2024
Budget management training rolled out to budget All Chief Officers, Heads of Service and Budget Holders Training delivered - 95% or higher aatthisisiage n/a one off n/a due from April 2024 na na wa
holders December 23 to March 24 measure onwards
. . . . n/a to be reported . L
2024/25 net expenditure is delivered within the Forecast outurn s within the agreed budget - 8 Compliant / within .
approved budget budget
onwards
e . o . Maintain GF balance ain line with approved reserves policy - 7.5% of the

The Council's financial position is sustainable net revenue busget which would be £11.1m at 31/3/25 At target Improved £11.1m At target Annually £11.1m Apr-24 n/a n/a
The Council's financial position is sustainable :I\slllallsr}tzaén unrestricted usable revenue reserves at a minimum of £8m at At target Improved £8m At target Annually £8m May-24 n/a n/a
2025/6 budget is set and balanced Balanced Budget for 2025/6 set Not yet measured n/a £0 variance baseline set Quarterly n/a n/a n/a n/a
Set a sustainable Medium Term Financial Plan in Compliant / within
place for the period 2025/6 to 2028/9 Balanced MTFP to 2028/9 na budget Annually wa nia wa nfa
Robust financial governance is in place Achievement of 3 star or higher rating for financial governance against the n/a 3 star or higher 18 months 2 star Jun-24 n/a n/a
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Appendix 2 — Measures of success — Section 24 Report

6T abe

Status Current . Previous
Recommen Current . Frequency of Previous performance
. Measure of Success Target against Current performance data: | performance . performance
dation performance data refresh ; data: .
= = - - target |~ - - period: - - period: -
1 Delivery of the Corpor.a.te Governance Monthly 6 out of 10 workstreams activity Nov-23 10 out of 10 Oct-23
Improvement Plan activity on target
Number of roles at Head of Service and above
2 that are vacant / occupied by Agency or interim No change 3 At target Monthly 3 Jun-24 3 May-24
staff
2 Numb('er of Transformatlgn rqles that are vacant / No change No target set No targgt set - Monthly 10 Jun-24 10 May-24
occupied by Agency or interim staff baseline
3 Reduce the number of audits that have limited or No change 0 Quarterly 2 out of 16 complete audits March 2024 report | 2 out of 12 complete audits December 2023
no assurance report
Improve the percentage of priority One and 20% of P1 actions and 13% of
3 Priority Two actions from Internal Audits that are [  n/a baseline 80% or higher n/a baseline Annual No P1s or P2s so far in 24/25 Jun-24 P2 actions were complete Mar-24
delivered within original timescales within original timescales
3 Percentage of members completing all 100% Annual 100% oct-23 100% oct-22
mandatory training
3 Percentage of Members attending wider skills No change 95% Above target Annual 98% Oct-23 Data not available Oct-22
. . . 0 i i 0 fhic i
3 Member satisfaction with the Member No change 90% Annual 87.5% this is based on 21 oct-23 71% this is based on 5 oct-22
development programme responses out of 24 responses out of 7
2024/25 revenue budget is balanced and ’ Balanced budget
4 maintained during 2024/25 n/a baseline et At target Quarterly Balanced budget set Feb-24 n/a n/a
o ) -
5 90% of projects within the programme, once n/a n/a at this stage| Quarterly once live 90% once launched n/a
launched are on track
o ) ) A
5 99/0 of bep efits f.rom projects realised in line n/a n/a at this stage| Quarterly once live 90% once launched n/a
with benefits realisation trackers
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Status Current . Previous
Recommen Current . Frequency of Previous performance
. Measure of Success against Current performance data: | performance . performance
dation performance data refresh . data: .
- - target | - - - period: - - period: -
Actual expenditure and Forecast revenue outturn ) .
6 within the approved budget for 2023/2024 Quarterly £3.6m Period 10 2023/24 £7.023m Period 8 2023/24
6 Balanced MTFP to 2026/27 Balancseedt P n/a baseline Annually n/a n/a n/a n/a
£T0.986m on 3173724 (but on
intai 1/4/24 will increase to £11.1m | 23/24 outurn (to
6 Maintain GF balance at £12m at 31/3/24 £12m or more Improved Annually due (o release of Collection Executive 26/6/24) £9.09m Q3 23/24
Ennd gprnlpie)
ET.069m on 31/3/24 (but on
Maintain usable revenue reserves at a minimum 1/4/24 will increase to £9.280m | 23/24 outurn (to
6 of £4m at 31/3/24. £4m or more Improved Annually due to release of Collection Executive 26/6/24) £6.3m Feb-24
Eund surnliig)
6 Set 2024/25 revenue budget Balanced budget set Feb-24 n/a n/a
6 Mamtam expenditure in line with agreed budgets n/a baseline n/a baseline
in 2024/5
6 Maintain GF balance at £11.1m at 31/3/24 At target 11.1m n/a baseline 11.1m Q1
Maintain usable revenue reserves at a minimum Between 8m and '
6 of £4m at 31/3/24. Improved 10m n/a baseline 9.25m Q1 6.2m Q3 23/24
LMT, WLMT, all Budget Holders and all staff
7 and 8 involved in Purchase to Pay trained by 31 100% Monthly 100.00% Feb-24 76.88% Jan-24
December 2023
eliver raining to LMT, WLMT and all budge 100% of LMT
8 holders in use of Power BI budget monitoring Improved 100% n/a baseline Monthly 70% DMT Jun-24 n/a n/a
dashboard to support budget monitoring and Wider teams in next phase
foracasting in 2024-25 hy 20 Tiine 2024 P
0 Number of contract extensions that do not At target 0 n/a Quarterly 0 Mar-24 0 2022/23
comply with contract extension rules
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Appendix 3 — Summary of information requested and major action points arising from the Middlesbrough Independent

Improvement Advisory Board (MIIAB) recent meetings

observe meetings

Information requests Status

The recent survey of Members in relation to Members Enquiries should be shared with the Board Complete
The CIPFA report on Financial Governance should be shared with the Board Complete
The Calendar of meetings for Transformation Programme Board and Thematic Board meetings to enable Board members to Complete

Major comments / action points

The Council should provide further support to Members to encourage them to engage in budget discussions.

96T abed

requested — this has been provided to the Board for consideration at its July 2024 meeting.

Provision of updates on delivery of the People Strategy since launched in April and an update on activity undertaken on Leadership was

Recommendation that the Council reestablish reporting budget and performance outturns to Overview and Scrutiny Board.
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MIDDLESBROUGH COUNCIL

viyly

Middlesbrough

moving forward

Report of:

Head of Internal Audit, Veritau

Relevant Executive
Member:

Executive Member for Finance and Governance

Submitted to:

Audit Committee

Date: 25 July 2024

Title: Internal Audit and Counter Fraud Work Programme 2024/25
Report for: Information

Status: Public

Strategic priority: All

Key decision: No

Why:

Not applicable

Subject to call in?:

No

Why:

Not applicable

Executive summary

This report provides the committee with:

e The internal audit and counter fraud work programmes for 2024/25
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Purpose

1.

To seek Members’ approval for the 2024/25 planned programme of internal audit, and to
ask Members to note the counter fraud 2024/25 work programme.

Background and relevant information

2.

Internal audit provides independent and objective assurance and advice on the Council’s
operations. It helps the organisation to achieve overall objectives by bringing a
systematic, disciplined approach to the evaluation and improvement of the effectiveness
of risk management, control and governance processes.

The work of internal audit is governed by the Accounts and Audit Regulations 2015 and
relevant professional standards. These include the Public Sector Internal Audit
Standards (PSIAS), CIPFA guidance on the application of those standards in Local
Government and the CIPFA Statement on the role of the Head of Internal Audit.

Fraud is a significant risk to the public sector. Annual losses are estimated as being as
high as £58 billion in the United Kingdom. Veritau are engaged to deliver a counter fraud
service for Middlesbrough Council. The service helps the Council to mitigate fraud risks
and to take appropriate action where fraud is suspected.

The purpose of this report is to present the internal audit and counter fraud work
programmes for 2024/25.

Internal Audit work programme

Appendix 1 sets out proposed internal audit work for 2024/25. The planned work is
based on an initial assessment of risk undertaken. The identification of risks included in
the assessment has been informed in a number of ways. This includes review of the
organisational risk management processes, sector-wide risk information, understanding
the Council’s strategies and objectives, other known risk areas (for example areas of
concern highlighted by management), the results of recent audit work and other changes
in Council services and systems.

The proposed areas of coverage been subject to consultation with the Audit Committee
in February 2024 and senior officers including Directorate Management Teams and the
Leadership and Management Team.

To meet professional aims and objectives, good practice for internal audit requires us to
adopt flexible planning processes. This helps to ensure that internal audit work
undertaken during the year is adapted on an ongoing basis to reflect changing and
emerging risks within the Council.

. We will regularly discuss the scope and timings of work with officers and management

to help ensure that we provide assurance in the right areas and at the right time. Further
meetings will be held throughout the year to plan and confirm the scope and timings of
audit work. We will also provide regular updates to the Audit Committee on the coverage,
scope and findings of our work.

10. Total days allocated to internal audit assurance in 2024/25 are 555.
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Counter Fraud work programme

11.Proposed areas of counter fraud work in 2024/25 are set out in Appendix 2. No estimate
of time is made for each area as this will depend on the levels of suspected fraud reported
to the team. The priorities for the work programme are set annually in the Council’s
Counter Fraud Strategy Action Plan and annual Fraud Risk Assessment which were
most recently presented to the committee in October 2023.

12.Total days allocated to counter fraud work in 2024/25 are 150.

What decision(s) are being recommended?

That the Audit Committee
e approves the internal audit work programme and notes the counter fraud work

programme for 2024/25

Rationale for the recommended decision(s)

13.Internal audit professional standards require that that risk-based annual work
programmes are approved by the Committee. The work programme has been produced
following consultation with officers and members.

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

14.This report is for information. There are no other options available.

Impact(s) of the recommended decision(s)

Financial (including procurement and Social Value)

15.There are no specific impacts or implications.

Legal

16.There are no specific impacts or implications.

Risk

17.The Council will be non-compliant with the Public Sector Internal Audit Standards if the
internal audit work programme is not approved by the Committee, and it may be
subject to increased scrutiny and challenge.

Human Rights, Public Sector Equality Duty and Community Cohesion

18.There are no specific impacts or implications.

Climate Change / Environmental
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19.There are no specific impacts or implications.

Children and Young People Cared for by the Authority and Care Leavers
20.There are no specific impacts or implications.

Data Protection / GDPR

21.There are no specific impacts or implications.
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Actions to be taken to implement the recommended decision(s)

Action Responsible Officer Deadline
n/a n/a n/a
Appendices
1 Internal audit work programme 2024/25
2 Counter fraud work programme 2024/25
Background papers
Body Report title Date
n/a n/a n/a
Contact: Phil Jeffrey
Email: phil.jeffrey@veritau.co.uk
Contact: Jonathan Dodsworth
Email: [onathan.dodsworth@veritau.co.uk
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Introduction ——

1 This report sets out the proposed 2024/25 programme of work for internal
audit, provided by Veritau for Middlesbrough Council.

N

The work of internal audit is governed by the Public Sector Internal Audit
Standards (PSIAS) and the council’s audit charter. To comply with
professional standards and the charter, internal audit work must be risk
based and take into account the requirement to produce an evidence-
based annual internal audit opinion. Accordingly, planned work should be
reviewed and adjusted in response to changes in the business, risks,
operations, programmes, systems and internal controls.

(68)

Specifically, the PSIAS require that the Head of Internal Audit “must
establish risk-based plans to determine the priorities of the internal audit
activity, consistent with the organisation’s goals. The risk-based plan must
take into account the requirement to produce an annual internal audit
opinion.”

N

The Head of Internal Audit’s annual opinion is formed following an
independent and objective assessment of the effectiveness of the
framework of risk management, governance and internal control. Our
planned audit work includes coverage of all three areas to develop a wider
understanding of the assurance framework of the council, and to produce
a body of work which allows us to provide our opinion.

Ul

Responsibility for effective risk management, governance and internal
control arrangements remains with the council. The Head of Internal Audit
cannot be expected to prevent or detect all weaknesses or failures in
internal control nor can audit work cover all areas of risk across the
organisation.

Strategic context o

6 The Council is facing unprecedented financial pressures because of the
continued increase in demand for its services and the impact of inflation
and economic uncertainty. In the Council’s report to Executive on 22 May
2024 it highlighted that the Council’s financial position ‘remains critical’
following the need to rely on Exceptional Financial Support (EFS) from
central government to balance the 2024/25 budget.

7 The Council is also embarking on an ambitious transformation programme
entitled “"Recover, Reset and Deliver” to transform the Council
operationally and culturally into an organisation that can modernise
services and deliver them effectively.

8 This is against a backdrop of governance issues that have affected the

Council in recent years. Central government issued a revised Best Value
Notice in January 2024 with clear expectation on the Council to
demonstrate “capacity to transform at pace” and make clear progress
against previously identified governance and cultural issues. In short, the
Council is expected to deliver more with less.
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The Council includes transformation as one of its key ambitions set out in
the Council Plan 2024-27. Other ambitions relate to maximising economic
growth, health and wellbeing, creating a safer environment and delivering
best value.

O

Programme principles and development $

Flexible, risk-based planning and the opinion framework

10 In order to best meet professional standards, internal audit is required to
adopt flexible planning processes that are sensitive to risk. This flexibility
and risk-based approach are driving principles for delivery of the Council’s
2024/25 internal audit work programme.

11 The Audit Committee was introduced to Veritau’s opinion framework as
part of the 1 February 2024 internal audit work programme consultation
report.

12 The opinion framework sets out the principles that will be used to develop
and manage the audit work programme over the course of the year. It
ensures that assurance coverage is targeted towards priority areas. This,
in turn, allows us to arrive at a properly informed annual opinion.

Identification of initial internal audit priorities

13 Internal audit maintains a long list of all areas within the council that
could potentially be audited. It is not possible to review all areas in any
one year. Instead, we prioritise audits by considering potential risks in
each area at the time of the assessment and by considering requirements
for assurance coverage.

14 The opinion framework provides the structure for internal audit to take
informed decisions on priorities.

15 Figure 1 on the following page demonstrates how the framework is
applied to identify initial internal audit priorities. It illustrates how an
example audit (‘savings delivery’) passes through the framework and how
we evaluate it for potential inclusion in the work programme. In this case,
we have assessed the savings delivery audit as a high priority for inclusion
as it contributes to coverage of a key assurance area, a key corporate
risk, and a council priority. The committee will note that the savings
delivery audit has been included in the 2024/25 indicative internal audit
work programme at annex A.
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Figure 1: The opinion framework, applied.

APPPLYING THE FRAMEWORK: A WORKED EXAMPLE

The audit universe o 11 key assurance areas

Audit identified: Savings delivery

A Financial governance

A Corporate and cross-cutting

Having evaluated all potential
audits against the opinion
framework in steps 1 to 3,
audits are prioritised for
inclusion in the internal audit
work programme (step 4).

Internal audit work Council priorities
programme

A Financial governance
A Financial pressures

AVeritau

Assurance for the public sector

Key Corporate Risks

A Financial governance
A Balanced budget

e eao A Delivering best value




The ‘do now’, ‘do next’, ‘do later’ audit prioritisation system

16 Once initial internal audit priorities have been identified through
application of the opinion framework, we then overlay a second system of
prioritisation. This system allows us to determine the relative priority of
audits included in the indicative work programme.

17 This second prioritisation system sees audits assigned to one of three
categories, as shown in figure 2 below.

Figure 2: 'do now’, 'do next’, ‘do later’ prioritisation system.

DO NOW DO NEXT DO LATER
work of the highest work to be started work to be scheduled
value, priority, or after current audit for consideration later
urgency work is completed in the year

18 Decisions on which category of the three categories internal audit work
falls into will be based on judgement and will be made having given
consideration to the prioritisation factors in table 1 below. These will result
in internal audit work being considered a relatively higher or lower priority
at the time of assessment.

Table 1: Internal audit prioritisation factors.

Prioritisation factors

A where we have no recent audit A where controls are changing and /
assurance, or other sources of or risks are increasing
information

A where we are following up previous A where specific issues are known to
control weaknesses have arisen

A that are of significant importance to A that provide broader assurance, for
the council, for example they example corporate policies and
reflect key objectives or high frameworks

priority projects

A that need to be covered to enable A where there are time pressures or
us to provide an annual opinion scheduling requirements, for
example grant deadlines, or work
scheduled to minimise the impact
on council service areas at busy
times

19 The above factors will be used on an ongoing basis to decide what internal
audit work will be carried out, and when, during the course of the year.
These decisions will be made in consultation with the council through our
ongoing dialogue with senior officers. Individual pieces of work will move
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between the three categories, as required, based on their priority at the
time of assessment.

20 For example, an audit scheduled for quarter two to minimise the impact
on a service area may initially be classed as to ‘do later’ but will become
‘do now’ as we move into quarter two. Similarly, an audit of a Council
project classed as ‘do now’ because it represents an area of high
importance may move from ‘do now’ to ‘do next’ or ‘do later’ if the project
slips or planned work cannot be undertaken until a specific point is
reached. Towards the end of the year, audits classed as ‘do later’ are
likely to be deferred until the following year.

21 The committee will be provided with information on current internal audit
priorities throughout the year as part of regular progress reporting.

2024/25 Internal audit work A

The 2024 /25 indicative internal audit work programme

22 The work programme for 2024/25 is set out in annex A, beginning on
page 9.

23 Functionally, the indicative programme is structured into a number of
areas, as set out in table 2, below.

Table 2: Work programme functional areas.

Programme area Purpose

A Strategic / corporate  To provide assurance on areas which, by virtue of their
& cross cutting importance to good governance and stewardship, are
fundamental to the ongoing success of the council.

A Technical / projects To provide assurance on those areas of a technical nature
and where project management is involved. These areas
are key to the council as the risks involved could
detrimentally affect the delivery of services.

A Financial systems To provide assurance on the key areas of financial risk.
This helps provide assurance to the council that risks of
loss or error are minimised.

A Service areas To provide assurance on key systems and processes
within individual service areas. These areas face risks
which are individually significant but which could also
have the potential to impact more widely on the
operations or reputation of the council if they were to
materialise.

A Other assurance work An allocation of time to allow for continuous audit
planning and information gathering, unexpected work,
and the follow up of work we have already carried out,
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ensuring that agreed actions have been implemented by

management.
A Client support, Work we carry out to support the council in its functions.
advice & liaison This includes the time spent providing support and

advice, and liaising with staff.

24 The overall level of service is based on an indicative number of days, for
planning purposes (555 for 2024/25). Figure 4 below shows the
proportion of time we expect to deliver across each area during the year.

Figure 3: 2024/25 work programme: indicative functional area split.

Strategic / corporate & cross cutting

m Technical / projects

® Financial systems
Middlesbr0ugh m Service areas
Other assurance work

m Client support, advice & liaison

25 It is important to emphasise two important aspects of the programme.
Firstly, the audit activities included in annex A are not fixed. As described
above, work will be kept under review to ensure that audit resources are
deployed to areas of greatest risk and importance to the council. This is to
ensure the audit process continues to add value.

26 Secondly, it will not be possible to deliver all of the audit activities listed in
the programme. The programme has been intentionally over-planned, to
build in flexibility from the outset while also providing an indication of the
priorities for work at the time of assessment. Over-planning the
programme enables us to respond quickly by commencing work in other
areas of importance to the council when risks and priorities change during
the year.
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Annex A: indicative internal audit work programme 2024/25

Programme area Potential internal audit activity

Strategic / corporate &
cross cutting

Technical / projects

>

Savings plans and delivery

Financial resilience

Key partnerships (including the Middlesbrough Development Corporation)
Business continuity

Members allowances and declarations of interest

Risk management

Recruitment and retention

Governance (including decision making)

Information security

Performance management

Succession planning

Corporate complaints

Health and safety

Grant claims (including TVCA grants), trust funds and other related work
Procurement (including implementation of the new Procurement Act)

Asset management (including asset maintenance)

Transformation programme
IT - server administration and security
IT — email security

IT - malware protection

Veritau s
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Programme area Potential internal audit activity

Financial systems Income collection
Main accounting
Debtors
Council Tax and NNDR

Creditors

Benefits and Council Tax Support

Teesside Pension Fund (Administration and Investments)

Service areas Domestic abuse

Adult’s commissioning and contract management

S117 after care (mental health services)

Social care financial assessments

Foster carers

Schools themed audits

Home to school transport

Supporting Families grant claims

Anti-social behaviour management

Middlesbrough Community Learning Service (sub-contracting)
Homelessness

Reablement

Adult Social Care legislative changes (including Liberty Protection Safeguards)

Special Educational Needs

>

Inclusion strategy

Y Veritau AR



Other assurance work

Client support, advice &
liaison

€T¢ abed

A
A
A

>

Programme area Potential internal audit activity

Climate change (including energy management)
Housing development

Planning

Follow-up of previously agreed management actions

Continuous audit planning and additional assurance gathering to help support our opinion on the
framework of risk management, governance and internal control (including attendance at Directorate
Management Teams)

Continuous assurance work, including data analytics and data matching projects

Attendance at, and contribution to, governance- and assurance-related working groups (including
Risk Management Group)

Committee preparation and attendance

Key stakeholder liaison

Support and advice on control, governance and risk related issues
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Counter Fraud Work Programme —
1 Veritau undertakes counter fraud work on behalf of Middlesbrough
Council. This document summarises expected counter fraud activity for
2024/25.

N

A large part of the work of the team involves undertaking reactive
investigations. The level of investigations is driven by referrals received
from officers and the public about suspected fraud. Other work will be
undertaken in accordance with priorities determined by the Counter Fraud
Risk Assessment and Counter Fraud Strategy Action Plan (last presented
to the committee 5 October 2023). A high-level summary of areas of
counter fraud work are shown in table 1 below.

Table 1: Counter fraud work programme

Programme area Purpose

A Counter Fraud Monitoring changes to regulations and guidance,
Framework reviewing counter fraud risks, and support to the
council with maintenance of the counter fraud
framework. Updates on significant fraud trends and
counter fraud activities will be provided to the Audit
Committee during the year.

A Proactive Work This includes:

» raising awareness of counter fraud issues and
procedures for reporting suspected fraud - for
example through training and provision of
updates on fraud related issues

» targeted proactive counter fraud work - for
example through local and regional data
matching exercises

« support and advice on cases which may be
appropriate for investigation and advice on
appropriate measures to deter and prevent

fraud.
A Reactive Investigation of suspected fraud affecting the
Investigations council. This includes feedback on any changes

needed to procedures to prevent fraud reoccurring.

A National Fraud Coordinating submission of data to the Public Sector
Initiative Fraud Authority for the National Fraud Initiative
(NF1) data matching programme and investigation of
subsequent matches.

A Fraud Liaison Acting as a single point of contact for the
Department for Work and Pensions, to provide data
to support benefit investigations.
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3 The overall level of service is based on an indicative number of days for
planning purposes (150 for 2024/25). Figure 1 below shows the
proportion of time we expect to deliver across each area during the year.

Figure 1: Indicative split of counter fraud work

= Counter Fraud Framework

® Proactive Work

Middlestﬁgtgh

moving forward ® Reactive Investigations

m National Fraud Initiative

® Fraud Liaison

/AVeritau

4 The split of activities shown in the figure above are not fixed. Actual work
will depend on the level of suspected fraud referred to the team. We will
also keep priorities for proactive and other counter fraud work under

review, to ensure counter fraud resources continue to be used in the areas
of greatest value to the council.
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Audit Committee Work Programme 24/25

Agenda ltem 13

Committee Report title / subject Lead / author
date
25 July 2024 | This audit programme A Johnstone
Veritau internal audit and counter fraud | P Jeffrey
work programme 2024/25
Risk annual assurance report A Johnstone
Health and Safety Annual Assurance A Johnstone
report
SIRO annual report A Johnstone
Progress against the Corporate A Johnstone
Governance improvement plan and the
Section 24 report
Council VM 2021/22 and 2022/23 M Rutter
Audit Strategy Memorandum for the Cath Andrew (Mazars)
Council
Audit Strategy Memorandum for Cath Andrew (Mazars)
Teesside Pension Fund
22 August Complaints annual assurance report A Johnstone
2024 2023/4
2023/4 Statement of accounts including | J Weston / A
AGS Johnstone
Verbal status update on Reset of Local | M Rutter
Government Audits
Progress report — Mazars Cath Andrew (Mazars)
Head of Internal Audit annual report P Jeffrey
Draft Statement of Accounts including | JWeston /A
Annual Governance Statement 2023/24 | Johnstone
HOLDING — possible update on BV A Johnstone
notice status
Progress against the Corporate A Johnstone
Governance improvement plan and the
Section 24 report
3 October Progress against the Corporate A Johnstone
2024 Governance improvement plan and the
Section 24 report
Internal Audit and Counter Fraud P Jeffrey
progress reports
Progress against the Corporate A Johnstone
Governance improvement plan and the
Section 24 report
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Annual assurance report on
Partnership Governance

A Johnstone

Annual assurance report on L Grabham
procurement
Internal Audit and Counter Fraud P Jeffrey

progress reports

Counter Fraud Framework and refresh
of the Counter Fraud Strategy

J Dodsworth (Veritau)

Progress report — Mazars

Cath Andrew (Mazars)

Pension Fund Audit Results Reports for
both the 2021/22 and 2022/23 audits

Richard Tebbs (EY)

to manage the workload of the
committee

POSSIBLE - timing dependent upon M Rutter
the reset - Audit Results Reports for
both the 2021/22 and 2022/23 audits

November Possible additional meeting if required | TBC

12 December

Progress report — Mazars

Cath Andrew (Mazars)

Section 24 report

2024 Audit completion report - Mazars Cath Andrew (Mazars)
6 February Annual assurance report on decision B Carr / A Wilson
2025 making

Progress against the Corporate A Johnstone

Governance improvement plan and the

Section 24 report

Annual assurance report on business A Johnstone

continuity

Local Code of Corporate Governance A Johnstone

Annual assurance report HR N Finnegan

Internal Audit consultation report (for P Jeffrey

the 24/25 work programme)

Internal Audit and Counter Fraud P Jeffrey

progress reports

Progress report — Mazars Cath Andrew (Mazars)
13 March Progress against the Corporate A Johnstone
2025 Governance improvement plan and the

Performance Management and PPMF | G Cooper
assurance report

HR Annual Assurance report N Finnegan
Veritau internal audit and counter fraud | P Jeffrey

work programme 2025/26

Self assessment of the effectiveness of the
Audit Committee

A Johnstone / Justin
Weston

Progress report — Mazars

Cath Andrew (Mazars)
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Items to note

Change the standard wording on assurance reports to ask the committee if the information is
sufficient to give them assurance that appropriate governance arrangements are in place
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