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A Appendix A: Further information on our audit of the Council’s financial statements

Our reports are prepared in the context of the ‘PSAA Statement of Responsibilities of Auditors and of Audited Bodies’ and the ‘Appointing Person Terms of Appointment’ issued by
Public Sector Audit Appointments Limited. This document is to be regarded as confidential to Redcar and Cleveland Borough Council. It has been prepared for the sole use of the

Governance Committee as the appropriate sub-committee charged with governance. We do not accept any liability or responsibility to any other person in respect of the whole or part of
its contents.
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Introduction

Purpose of the Auditor’s Annual Report

Our Auditor’'s Annual Report (AAR) summarises the work we have undertaken as the auditor for Redcar and Cleveland Borough Council (‘the Council’) for the year ended 31 March 2025. Although this report is addressed to the
Council, it is designed to be read by a wider audience including members of the public and other external stakeholders.

Our responsibilities are defined by the Local Audit and Accountability Act 2014 and the Code of Audit Practice (‘the Code’) issued by the National Audit Office (‘the NAQ’). The remaining sections of the AAR outline how we have
discharged these responsibilities and the findings from our work. These are summarised below.

Value for Money arrangements
AN y g

AN Opipion on the finapgial sta.tements We have identified two significant weaknesses in the arrangements for the Council to
\é\(/aeblrlstaLlisc;ggeunquallfled S el O 29 [Feoang 2028 beitle s bedisien okie 6 20 0 |] [l [l secure economy, efficiency and effectiveness in its use of resources. Section 3 provides

our commentary on the Council’s arrangements and a summary of our recommendation
and the weakness identified.

the NAO that the group audit of the WGA has been completed and that no further work is

Reporting to the group auditor
|;|;| We have been unable to conclude our work as we have not yet received confirmation from
required to be completed by us.
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Audit of the financial statements

Our audit of the financial statements

Our audit was conducted in accordance with the requirements of the Code, and International Standards on
Auditing (UK) (ISAs). The purpose of our audit is to provide reasonable assurance to users that the financial
statements are free from material error. We do this by expressing an opinion on whether the statements are
prepared, in all material respects, in line with the financial reporting framework applicable to the Council and
whether they give a true and fair view of the Council’s financial position as at 31 March 2025 and of its
financial performance for the year then ended. Our audit report was issued on 25 February 2026.

A summary of the significant risks we identified when undertaking our audit of the financial statements is
outlined in Appendix A. In this appendix we also outline the uncorrected misstatements and disclosure errors
we identified and any internal control recommendations we made.

Local Government Pension Scheme assets and liabilities

In February 2025, the Pension Fund auditor communicated their intention to issue a disclaimed audit opinion
on the Teesside Pension Fund financial statements for the year ended 31 March 2024.

Work on asset valuations was not complete before the 28 February 2025 backstop date. This lack of
assurance meant that we modified our audit opinion in 2023/24 for the Council to reflect this.

We received the required assurance from the auditor of the Teesside Pension Fund covering both 2023/24
and 2024/25 and issued an unqualified audit report for 2024/25.

Other reporting responsibilities

We did not identify any significant inconsistencies between the

Narrative Report content of the annual report and our knowledge of the Council.

We did not identify any matters where, in our opinion, the
Annual Governance Statement governance statement did not comply with the guidance issued by
CIPFA/LASAAC Code of Practice on Local Authority Accounting.
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VFM arrangements

Overall Summary




VFM arrangements — Overall summary

Approach to Value for Money arrangements work

We are required to consider whether the Council has made proper arrangements for securing economy,
efficiency and effectiveness in its use of resources. The National Audit Office (NAQO) issues guidance to
auditors that underpins the work we are required to carry out and sets out the reporting criteria that we are
required to consider. The reporting criteria are:

X

Financial sustainability - How the Council plans and manages its resources to ensure it can
continue to deliver its services.

M

—

| e |

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

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.

(o=

Our work is carried out in three main phases.

Phase 1 - Planning and risk assessment

At the planning stage of the audit, we undertake work so we can understand the arrangements that the
Council has in place under each of the reporting criteria; as part of this work we may identify risks of
significant weaknesses in those arrangements.

We obtain our understanding or arrangements for each of the specified reporting criteria using a variety of
information sources which may 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

* Interviews and discussions with officers

Although we describe this work as planning work, we keep our understanding of arrangements under review
and update our risk assessment throughout the audit to reflect emerging issues that may suggest there are
further risks of significant weaknesses.

Phase 2 - Additional risk-based procedures and evaluation

Where we identify risks of significant weaknesses in arrangements, we design a programme of work to enable
us to decide whether there are actual significant weaknesses in arrangements. We use our professional
judgement and have regard to guidance issued by the NAO in determining the extent to which an identified
weakness is significant.

We outline the risks that we have identified and the work we have done to address those risks on page 10.

Phase 3 - Reporting the outcomes of our work and our recommendations

We are required to provide a summary of the work we have undertaken and the judgments we have reached
against each of the specified reporting criteria in this Auditor's Annual Report. We do this as part of our
Commentary on VFM arrangements which we set out for each criteria later in this section.

We also make recommendations where we identify weaknesses in arrangements or other matters that require
attention from the Council. We refer to two distinct types of recommendation through the remainder of this
report:

* Recommendations arising from significant weaknesses in arrangements - we make these
recommendations for improvement where we have identified a significant weakness in the Council’s
arrangements for securing economy, efficiency and effectiveness in its use of resources. Where such
significant weaknesses in arrangements are identified, we report these (and our associated
recommendations) at any point during the course of the audit.

* Other recommendations - we make other recommendations when we identify areas for potential
improvement or weaknesses in arrangements which we do not consider to be significant, but which still
require action to be taken.

The table on the following page summarises the outcome of our work against each reporting criteria, including
whether we have identified any significant weaknesses in arrangements, or made other recommendations.

forvss
mazars



VFM arrangements — Overall summary

Overall summary by reporting criteria
. o Commentary g . . . s . - -
Reporting criteria S B Identified risks of significant weakness? Actual significant weaknesses identified? | Other recommendations made?

ﬁ[ﬁ Financial sustainability 11 Yes — see pages 12 and 16 Yes — see pages 26 and page 27 No
| Governance 19 No No No

<> Improving economy,

< efficiency and 22 No No No

- effectiveness
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VFM arrangements

Financial Sustainability

How the body plans and manages its resources to
ensure it can continue to deliver its services




VFM arrangements — Financial Sustainability

Risks of significant weaknesses in arrangements in relation to Financial Sustainability

We have outlined below the risks of significant weaknesses in arrangements that we have identified as part of our continuous planning procedures, and the work undertaken to respond to each of those risks.

Risk of significant weakness in

Work undertaken and the results of our work

arrangements

12

Financial sustainability

The Council has reported
significant budget deficits in the
last two years and is forecasting a
£6.7m deficit in 2024/25. This has
been largely due to a £12m
overspend in ‘Children in Care’.

Over the same period, Council
reserves are forecast to reduce
from £42m to £22m to the end of
2024/25 although some of this has
been due to the planned use of
reserves. The remaining reserves
are not all available to mitigate
future budget overspends as a
significant proportion of reserves
are held for future commitments.

Our work in 2023/24 did not
identify any evidence to indicate a
significant weakness in
arrangements. However, we raised
an ‘other recommendation’ to
recognise that the Council needed
to take action in future years to
address the cost pressures
(particularly in Children in Care)
and deliver £8.8m of savings to
prevent any further draw on
reserves.

Work undertaken
We have reviewed the medium term financial plans (MTFP) for 2024/25 and 2025/26 and considered how the Council is addressing the overall deficit position, including its response
to the significant overspends in Children and Families.

Results of our work completed to date

Review of 2024/25: The Council reported a £5.075 million overspend for 2024/25. This was largely due to a £12.8 million overspend in Children and Families which was offset by
underspends in other directorates. The Council achieved £6.672 million (88%) of its driving change efficiency savings target of £7.574 million. This is broadly in line with previous
years performance of 91% in 2023/24 and 83% in 2022/23 and delivery of the programme is an important part of the Council managing the financial pressures it is facing.

The reserves position as at March 2025 is £17.6 million (March 2024 £23.5 million) which comprises £6.6 million of general fund reserves (March 2024 £6.6 million) and £11 million of
earmarked reserves (March 2024 £16.8 million). This represents a significant reduction in reserves during 2024/25. As reported in our 2023/24 Auditor's Annual Report, the original
2024/25 MTFP forecasted deficits of £12.8 million up to 2028/29 which would need to be funded by reserves if no further action was taken. The 2025/26 MTFP set out a much
improved position for the Council as per the table below:

2025/26 2026/27 2027/28 2028/29 2029/30
£'m £'m £'m £'m £'m

Use of/(contribution to) reserves -0.935 -3.374 -6.575 -1.631 -0.421

The MTFP projects the reserves position to increase to £30.5 million by 2029/30 which is a much healthier position than the current balance. In the MTFP, the Council set out that its
overarching strategy for the next decade can be expressed into three distinct phases:

« Survive: Given the immediate financial pressures and uncertain outlook, the primary focus of this phase is to ensure the council's ability to sustain itself and fulfil its statutory
obligation of setting a balanced budget annually;

« Strive: As the challenges of sustainability and budget balancing hopefully become more manageable, this phase strives to enhance the financial health and resilience of the
council. Emphasis will be placed on re-establishing robust foundations, including more adequate reserve levels, flattening or reducing overall borrowing levels, and implementing a
revenue budget with increased contingency to safeguard the council's financial position and mitigate risks; and

» Thrive: Building upon the strengthened financial foundations established in the previous phases, this phase is geared towards realising the benefits thereof. It will enable the
pursuit of longer-term strategies and planning horizons focused on delivering optimal outcomes for our stakeholders, including service users, residents, businesses, and visitors.
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VFM arrangements — Financial Sustainability

Risks of significant weaknesses in arrangements in relation to Financial Sustainability continued

Work undertaken and the results of our work (continued)

Children in Care

The Council has significant financial pressures in ‘Children in Care’ with overspends of circa £10 million each year over the last 3 years. These pressures are not unique to Redcar and Cleveland — they are being
experienced both regionally and nationally. The Council has a statutory responsibility to deal with children’s social care and there has been a significant increase in cases in recent years. In 2024/25, there were circa 20
additional placements in the first 3 months of the year. The costs of these placements is driven by the complexity of need but also compounded by market insufficiency for these types of placements. The Council increased
the base budget in 2024/25 by £7 million and has increased this by a further £4m in 2025/26 to address the increased demand and cost growth. This has not been enough to avoid further overspends in 2025/26 of circa £2.6
million in quarter 1. The Council has developed a service transformational programme to deliver service improvements and efficiency savings. It is also part of the North East Regional Care Co-operative (NERCC) with 12
other Local Authorities to specifically address the crisis in children’s social care in the region. The NERCC is designed to ‘address regional sufficiency challenges in children’s social care by improving commissioning, market
shaping, and outcomes for children looked after. RCCs are expected to gain economies of scale, to leverage local authorities’ collective buying power, and to improve data analysis and forecasting, to contribute to better
quality services for children looked after’. The NERCC is expected to begin in autumn 2026.

The minimum expectations of the pathfinders are set out as follows.

» carrying out regional data analysis and forecasting the future needs of homes for children in care, alongside health and justice partners

» developing and publishing a regional sufficiency strategy to set out the current provision and the actions needed to fill any gaps

* market shaping — working as one customer with providers to: address local needs; improve value for money and commission the care places required from external providers
» recruiting foster parents through a regional recruitment support hub and improving the support offer to both new and existing foster parents

» developing new regional provision where gaps have been identified

» creating the leadership and governance arrangements necessary to allow the RCC to make swift decisions and invest sums of money over the long term.

We recognise that the Council has undertaken substantial work in this area to implement service improvements and deliver efficiency savings and it has provided significant additional resources as part of the MTFP. The
overspends are to a large extent the result of increases in demand and complexity of need which results in much higher costs of care. However, this level of overspending is unsustainable and threatens to fully deplete the
already low reserves of the Council. As set out in the following pages, this has resulted in the Council requiring Exceptional Funding Support to balance the 2026/27 budget.

forvss
" mazars



VFM arrangements — Financial Sustainability

Risks of significant weaknesses in arrangements in relation to Financial Sustainability continued

Work undertaken and the results of our work (continued)

Current financial position as at January 2026

Based on the quarter two financial report in 2025/26, the Council is forecasting an overspend of £2.938 million which is largely due to pressures in Children’s placements costs. This will require a further drawdown of
reserves of circa £2 million rather than the expected £0.934 million contribution to reserves per the 2025/26 MTFP. The report notes that the MTFP overall financial position has deteriorated since the original 2025/26 MTFP
was reported in February 2025.

The fair funding reform has resulted in additional income but is not as positive as the Council had initially forecast. The other significant change is a revision to the estimated income from Business Rates for Teesworks.
Delays in some sites’ opening plus revised information on likely valuations of the sites by the Valuation Office has required projections to be significantly reduced by circa £30 million in total across the 5 years of the MTFP.
There are also some delays/shortfalls in transformation savings totalling £5.2 million and variances in other anticipated income and expenditure of £10.1 million. This is offset with an improved position in corporate
contingencies, pooled investments and employers national insurance contributions.

The Council has refreshed the medium term financial strategy for 2026/27 in December 2025 covering the 5 year period up to 2030/31 and this shows the following financial position:

2026/27 2027/28 2027/28 2028/29 2029/30
£'m £'m £m £'m £'m

Net (surplus)/Deficit forecast 2.229 -5.416 -3.268 -2.510
MTFS Specific reserve forecast 6.063 3.834 9.250 12.518 15.028
balance

This is based on receiving Exceptional Funding Support of £14.988 million in 2026/27 although we understand that this has now increased to £18.4 million due to the provisional finance settlement being worse than
anticipated. The revised budget includes transformation savings of £7.329 million, of which £4.972 million is for 2026/27.
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VFM arrangements — Financial Sustainability

Risks of significant weaknesses in arrangements in relation to Financial Sustainability continued

Work undertaken and the results of our work (continued)

Reserves and Balances
Overall reserves have significantly reduced over the last 3 years as shown in the table below although this has not all been used to support the revenue budget.

2021/22 2022/23 2023/24 2024/25
£'m £'m £'m £'m

General Fund 5.747 5.747 6.626 6.626
Earmarked Reserves 36.971 30.571 16.865 11.002
Total 42.718 36.318 23.491 17,628

The forecast overall reserves position for 31 March 2026 is £15.844 million. As set out on the previous page, reserves are forecast to remain the same in 2026/27 with a further reduction of £2.229 million in 2027/28. The
financial position is forecast to improve in the last 3 years of the MTFP up to 2030/31 with a closing MTFS reserve balance of £15.028 million.

The planned use of reserves for business unit operational needs and unplanned use of reserves to meet the deficits on the annual budget over the last few years has meant that the these are now at a low level for a Council
of this size, complexity and risks it is facing. Earmarked reserves are largely held for future commitments and not for supporting the annual revenue budget. We recognise the regional and national pressures in respect of
children’s social care and the significant work that the Council is doing to deliver service improvements and efficiency savings.

Overall conclusions
A preliminary assessment of the forecast budget gap and additional financial risks has estimated that Exceptional Funding Sup port of £18.4 million will be required for 2026/27. Participation in the scheme is likely to require
external assurance, commissioned by MHCLG, with a review expected in early January and final decision on approval anticipated in February following the publication of the local government finance settlement.

We consider that this is evidence of a significant weakness in arrangements as this represents a funding gap in financial planning and there is a risk that the longer-term financial sustainability will be affected, and the
Council will risk being unable to protect the delivery of core services. We have raised a recommendation on page 26 and the Council’s reliance of exceptional financial support should be kept to the shorted period
necessary.
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VFM arrangements — Financial Sustainability

Risks of significant weaknesses in arrangements in relation to Financial Sustainability

Risk of significant

weakness in
arrangements

16

Financial
sustainability —
Dedicated Schools
Grant

The Council’s Dedicated
School Grant (DSG)
deficit has increased in
2024/25 from £6 million
to £12.4 million. The
significant and growing
deficit is largely a result
of the costs of providing
statutory support for
special educational
needs and disabilities
(SEND) exceeding the
formula-driven, ring-
fenced grant from
Government.

We consider that this is
a risk of significant
weakness in
arrangements as it
represents a funding
gap in financial planning
that would substantially
threaten the delivery of
the medium term
financial plan.

Work undertaken and the results of our work

Work undertaken
We have reviewed the financial forecasts for the DSG and considered the Council’s plans to address the underlying the deficit.

Results of our work
Based on current Council projections, the DSG deficit will increase to £53.6 million up to 2031-32 as set out in the table below:

2026-27 | 2027-28 2028-29 2029-30 | 2030-31 2031-32
£'m £'m £'m £'m £'m £'m

Planned DSG Position £17.652 23.357 28.453 33.327 38.801 45.544 53.666
(surplus)/deficit

Other local education authorities have experienced similar cumulative deficits of variable scale and the Council is benchmarking itself against the positions reported by these local authorities.
The Council has completed a DSG management recovery plan which outlines financial forecasts for this grant in the medium term. The Council is also working with the DFE and has received
grant funding of £1m under the “Delivering Better Value” (DBV) programme that is supporting work to bring the deficit down in the medium term using best practice and benchmarking across
the country. DBV is a long-term programme, with 55 other local authorities taking part. This will help to ensure that the deficit does not increase any further than forecast but it does not address
the underlying deficit.

The deficits on the DSG are currently subject to a statutory override from the Government which has required councils that act as local education authorities to account for any cumulative DSG
negative balances in a separate unusable reserve, away from the main Council usable reserves. Therefore, the Council is not required to fund this deficit from its general or earmarked reserve
balances. The Government has communicated its intention to extend this override period up to 31 March 2028. The time-limited nature of the extension is a financial risk to the Council as
without further intervention this would need to be funded from the Council’s reserves. The Council does not have sufficient reserves to meet the current deficit in 2025/26. This risk is not
reflected in the medium-term financial plan and the Council is closely monitoring the Government’s position on this matter.

We consider that this is evidence of a significant weakness in arrangements as this represents a funding gap in financial planning that would substantially threaten the delivery of the medium
term financial plan. We have raised a recommendation on page 27.
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VFM arrangements — Financial Sustainability

Overall commentary on the Financial Sustainability reporting criteria

How the Council identifies significant financial pressures that are relevant to its short and medium-
term plans

In February 2024, the Council approved its Medium Term Financial Plan (MTFP), outlining a strategic
financial framework for the period 2024/25 to 2028/29. The plan emphasizes financial sustainability and
resilience as core principles.

The MTFP incorporates key elements such as income and funding projections, service investment priorities,
and the "Driving Change" efficiency programme. It also considers the significant risks and uncertainties facing
the Council. The development of the MTFP was informed by consultation with the public, staff, partners, and
other stakeholders, and included scenario planning to support budget formulation. Our review of the MTFP
and its underlying assumptions found no evidence of significant weaknesses in the Council’s arrangements.

Budgetary responsibility is delegated to operational managers, who conduct monthly monitoring. Financial
performance is reported to Members on a quarterly basis. For the financial year ending 31 March 2025, the
Council reported an overall overspend of £5.075 million. This was primarily driven by a £12.8 million
overspend within the Children and Families Directorate, including an £11.1 million overspend related to
residential and supported accommodation for ‘Children in Care’. These pressures were partially offset by
underspends in other Directorates.

As at 31 March 2025, the Council’s general fund balances and earmarked reserves (excluding collection fund
reserves and school balances) stood at £17.6 million, reflecting a £5.9 million reduction from the previous
year’s balance of £23.5 million. The general fund balance has been set at £6.626 million, representing the
agreed minimum threshold of 5% of the net budget provision, with the remainder held in earmarked reserves.

The Council’s financial position continues to be impacted by significant pressures, including inflationary
challenges affecting both pay and non-pay budgets as well as Children in Care. The financial position is very
challenging as set out in our response to the significant risk on page 12. Our work in this area continues and
we will conclude our findings in our final report in February 2026.

How the Council plans to bridge funding gaps and identifies achievable savings

The 2024/25 Medium-Term Financial Plan (MTFP) recognised the range of risks and uncertainties facing the
Council, including cost pressures, evolving funding arrangements, fluctuating income streams, and potential
cost variations in the delivery of demand-led services.

To address these challenges, the Council continues to implement its ‘Driving Change’ efficiency programme,
which aims to enhance productivity, streamline operations, and strengthen financial resilience and
sustainability. In 2024/25, the Council delivered £6.672 million in savings - representing 88% of the £7.574
million target. This follows a good track record of delivery, with 91% of savings achieved in 2023/24 and 83%
in 2022/23. The latest draft MTFP for 2025/26 has set a savings target of £8.8 million.

17

As of Quarter 2 in 2025/26, the Council is forecasting an overspend of £2.938 million, primarily driven by
pressures in children’s placement costs. This will necessitate a further drawdown of reserves amounting to
circa £2 million, in contrast to the originally planned contribution to reserves of £0.934 million. Efforts are
ongoing to mitigate the overspend by the year-end. While there is some financial resilience to absorb these
pressures, the majority of earmarked reserves are committed to future contractual obligations and are not
available to offset in-year budget overspends.

As outlined in the significant risk section, the financial outlook is expected to improve significantly from
2028/29 onwards. However, significant financial pressures are anticipated to persist through to the end of
2027/28 and the Council is looking to make a further £7 million of efficiency savings in 2026/27 to address the
funding gaps in the MTFP.

The Council’s Capital Investment Plan is structured to ensure that the costs associated with capital projects,
including any borrowing, are spread over the useful life of the assets being developed. The recent CIPFA
report highlighted the Council’s substantial debt levels and the associated revenue implications of financing
this debt. While the Council’s capital investment programme is critical to delivering its strategic objectives, it
will require careful and proactive financial management to ensure long-term sustainability.

The Council is currently working with six other Councils in the procurement of an Energy Resource Facility. At
this point, the facility is not operational.

Dedicated Schools Grant Deficit

The DSG deficit has increased in 2024/25 from £6 million to £12.4 million. The significant and growing deficit
is largely a result of the costs of providing support for special educational needs and disabilities (SEND)
exceeding the formula-driven, ring-fenced grant from Government. The position is unsustainable and
significant additional external funding support, improved prevention and changes to delivery models are
needed.

Based on current Council projections, the DSG deficit will increase to £53.6 million up to 2031-32. The
Council does not have sufficient reserves to meet the current deficit in 2025/26. This is covered in more detail
on page 15.

We have raised a significant weakness and recommendation on page 25.
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VFM arrangements — Financial Sustainability

Overall commentary on the Financial Sustainability reporting criteria - continued

How the Council plans finances to support the sustainable delivery of services in accordance with
strategic and statutory priorities

The Council agreed a new Corporate Plan in December 2023 supported by an updated organisational plan
which sets out the key strategies which will take forward the delivery of the Corporate Plan priorities.

The annual business planning process provides the link between finances and the Council’s strategic and
statutory priorities. The plan drives the resourcing and financial plans for the organisation, resulting in the
annual budget and the MTFP. The financial plans recognise the ongoing pressure the Council faces and the
impact on its reserves strategy. We confirmed that in-year monitoring reports detail the pressures faced by
the Council and highlight where mitigating action is required.

How the Council ensures that its financial plan is consistent with other plans

The MTFP considers the implication on the workforce, health and safety, social value, legal, financial and
equality and diversity.

The Council’'s Treasury and Capital Strategy is reviewed annually and forms a critical component of its
financial planning framework. It outlines the Council’'s approach to managing risks and events related to cash
flow, treasury management, and borrowing. The strategy supports the delivery of a multi-year capital
programme, underpinned by a suite of prudential indicators used to monitor financial performance and
sustainability.

This is supported by ‘Business Case’ documentation to ensure capital projects go through a robust business
case documentation process and the revenue implications of capital investment decisions are fully considered
and form part of the MTFP planning and budget setting process. We confirmed these plans and strategies are
considered and approved by Council alongside the MTFP and budget decisions each year

Risk management is also considered in terms of financial plans and we observed that risk-registers are
regularly updated and reported to the Cabinet throughout the year.

The MTFP and associated strategies are formally considered and approved by each year, alongside the
annual budget. Cabinet receives updated iterations of the strategy throughout the year, informed by quarterly
budget monitoring reports. The MTFP for 2024/25 was reviewed in February 2024.

The annual budget process includes reviewing the Council’s reserves. We confirmed a review was completed
in 2024/25 to ensure funding set aside remains in line with strategic and statutory priorities. This is evidenced
in the outturn reports presented to the Cabinet during the financial year.
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How the Council identifies and manages risks to financial resilience

The Council’s financial plan recognises ongoing risks, including cost pressures, uncertain funding, and
variability in service delivery costs. Our review found no evidence that the underlying assumptions are
unrealistic. However, significant financial pressures persist and are not expected to ease until 2027/28 at the
earliest.

The Council has an established risk management framework, with regular updates provided to the
Governance Committee. Financial reporting includes clear summaries of performance, highlighting key
variances and their causes.

While the Council has a good track record of delivering savings, the scale of required savings in 2025/26 and
2026/27 presents a considerable challenge. This has been reflected in our ‘other recommendation’ in
response to the significant risk outlined on page 12.

Summary: overall commentary on the financial sustainability
reporting criteria

We identified two significant weakness in arrangements. Our recommendations are set
out on page 26 and 27.

forvss
mazars



VFM arrangements

Governance

How the body ensures that it makes informed
decisions and properly manages its risks




VFM arrangements — Governance

Overall commentary on the Governance reporting criteria

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

Redcar and Cleveland Borough Council has approved and adopted a Code of Corporate Governance,
consistent with the principles of the CIPFA/SOLACE Framework, Delivering Good Governance in Local
Government.

The Council has a Risk Management Framework that is used and monitored by a Risk Management Group and
is periodically reviewed, amended and approved by the Governance Committee. The Corporate Risk Register
is reviewed, updated and challenged regularly and presented to Directorate Management Teams and the
Executive Management Team and reported to the Governance Committee and Cabinet. This creates a
framework within which risks are identified and evaluated prior to mitigation plans being put in place.

The Council has outsourced its internal audit and counter-fraud services to Veritau which is a partnership that
specialises in local government provision. We confirmed the Internal Audit Plan and Head of Internal Audit
Report is reviewed by the Council’'s Governance Committee. As detailed in the plan, the Council uses a risk-
based approach to determine the priorities of the internal audit activity, consistent with the Council’s objectives.
The Head of Internal Audit Opinion was presented to the Governance Committee meeting in July 2025 and the
overall opinion on the framework of governance, risk management and control operating at the Council is that it
provides ‘Reasonable Assurance’. This means that there is a generally sound system of governance, risk
management and control in place but some issues, non-compliance or scope for improvement were identified
which may put at risk the achievement of objectives in the areas audited.

A Counter Fraud Plan is in place which is reported to the Governance Committee. We confirmed there is also
regular reporting to the Governance Committee on counter fraud activities, including fraud investigations where
applicable.

The Council has a framework of written procedures and controls. Central to these are detailed rules for decision
making, and rules of procedure, including: a Constitution, Standing Orders, Contract Procedure Rules,
Financial Regulations, Member, Officer Codes of Conduct, and a Whistleblowing Policy. The Council has a
dedicated counter fraud response and strategy which includes fraud governance and arrangements to prevent,
detect and pursue fraud including Anti-Fraud, Anti-Bribery & Anti-Corruption Policies.

Our work did not identify any evidence to indicate a significant weakness in arrangements.
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How the Council approaches and carries out its annual budget setting process

The Council’s Medium-Term Financial Plan (MTFP) recognises the inherent risks and uncertainties associated
with future cost pressures, funding arrangements, income volatility, and the delivery of demand-led services.
The planning process is informed by engagement with regional local authority partners and relevant
stakeholders.

Our review of the Council’s budget-setting arrangements - through analysis of meeting minutes, direct
observations, and discussions with officers - did not identify any significant weaknesses. Reporting
demonstrates an awareness of the financial challenges ahead and a structured approach to managing them.

How the Council 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 maintains a structured and accountable financial management framework. Monthly budget
monitoring reports are issued to all budget holders, with regular variance review meetings held with Finance.
Quarterly outturn reports are presented to Cabinet, ensuring transparency and oversight.

The Chief Finance Officer is a member of the Executive Management Team and attends Cabinet Member
meetings, reinforcing strategic financial leadership. Financial accountability is supported by designated cost
centre managers and a defined reporting timetable.

Each Directorate Management Team is provided with dedicated Finance Managers resource to provide advice
and support on business decisions. Finance Managers also take regular consolidated budget monitoring
information into the Directorate Management Teams for review.

The financial statements were submitted for audit in 2024/25 in June 2025. The audit is ongoing at the time of
submitting this report. We modified our audit opinion for 2023/24 but this was due to the disclaimed opinion of
the Teesside Pension Fund and not due to weaknesses in the Council’s arrangements. It is our experience that
management takes action to address audit matters in a timely and appropriate manner.

Our work did not identify any evidence to indicate a significant weakness in arrangements.
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VFM arrangements — Governance

Overall commentary on the Governance reporting criteria - continued

How the Council ensures it makes properly informed decisions, supported by appropriate evidence and
allowing for challenge and transparency.

The Council operates within a defined governance framework, as set out in its Constitution. This document
outlines the Council’'s operational structure, decision-making procedures, financial protocols, and scheme of
delegation, helping to ensure that decisions are made efficiently, transparently, and in accordance with
legislative requirements.

Cabinet reports, other member reports and delegated decision-making powers are reviewed by Finance and
financial implications are assessed and reviewed. Reports specifically consider risk, legal issues, finance
matters and other key corporate decision-making factors. Equality impact assessments are produced to assess
relevant key decisions and policies, which are published on the Council’s website. All other key documents and
decision-making reports are accessible via the Council's website, except where they address confidential
issues and there is a reason for them to be exempt.

At Scrutiny and Improvement Committees, Members review progress against objectives through discussion
with Cabinet Members and through quarterly monitoring of financial and performance information. Joint Scrutiny
Committee arrangements are also in place with neighbouring authorities to provide oversight and accountability
reflecting more collaborative approaches to service design and delivery, particularly in relation to health
matters, and the key functions of the Tees Valley Combined Authority. There are also monitoring and reporting
arrangements in place to assess performance against priority objectives — undertaken on a quarterly basis.

The Council maintains a Forward Plan of Key Decisions, which is routinely updated and publicly available. Key
decisions taken are published on its website giving notice of key decisions to be taken by Cabinet and Council
and those taken using delegated powers. The Public has the opportunity to ask questions at Cabinet and
Council.

A Governance Committee is maintained which is independent of the Cabinet and Scrutiny Committees. The
Governance Committee is tasked with ensuring, amongst other things, good stewardship of the Council’s
resources and promoting proper internal control by reviewing the Council’s control systems and monitoring its
compliance with legislation, relevant standards, codes of practice and policies.

The Council publishes the outcomes from external reviews and inspections from regulatory bodies and
monitors the implementation of any recommended actions through the performance management framework.

Our work did not identify any evidence to indicate a significant weakness in arrangements.
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How the Council monitors and ensures appropriate standards are maintained

The Council operates within a framework of written procedures and internal controls, including the Constitution,
Standing Orders, Contract Procedure Rules, Financial Regulations, and Codes of Conduct for Members and
Officers. These documents set out how the Council operates and help to ensure that decision-making is
efficient, transparent, and accountable.

There are established codes of conduct for members and officers and a register of gifts and hospitality which is
available on the Council’'s website and supported by relevant training. Related parties are recorded on an
annual basis and disclosed in the statement of accounts as well as senior officer remunerations. In addition,
there is confidential reporting of unethical behaviour (whistle-blowing, anti-fraud, anti-money-laundering and
anti-bribery policies) in place.

The Council publishes an Annual Governance Statement (AGS), which evaluates the effectiveness of its
governance arrangements.

The Council appoint an independent person to support the complaints process in accordance with the
requirements of the Localism Act 2011 and publish an Annual Complaints Report which considers the outcome
of the complaints raised during the year.

Treasury management activities are reported regularly, including investment performance, cash flow, and
borrowing. The Treasury Management Strategy, approved prior to the 2024/25 financial year, sets out risk
mitigation measures and performance indicators.

The Council provides training to members and officers through a Member Induction Programme and Corporate
Induction process.

There were no areas of significant non-compliance with the CIPFA Code in terms of the financial statements in
2023/24 but our audit of the 2024/25 financial statements is still ongoing.

Our work did not identify any evidence to indicate a significant weakness in arrangements.

Summary: overall commentary on the governance reporting
criteria

Our work did not identify evidence of a significant weakness in arrangements.
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VFM arrangements — Improving Economy, Efficiency and Effectiveness

Overall commentary on the Improving Economy, Efficiency and Effectiveness reporting criteria

How financial and performance information has been used to assess performance to identify areas for
improvement

The Council has established processes within its Directorates for reviewing financial and performance data to
inform service planning and improvement. Key metrics—such as volume and cost drivers in adult social care,
waste management, and children’s services—are actively monitored and used to guide budget setting and
strategic decision-making. Performance data is regularly shared with Cabinet Members and Scrutiny
Committees.

Areas of adverse performance feed into the Council’s risk register where relevant. Our review of the risk
register and attendance at Governance Committee confirms that it covers areas such as secondary school
attainment and performance, balancing the MTFP, costs for waste treatment.

The Leadership Team receives financial updates to support budget planning, with Executive Management
Team members directly involved in decisions regarding service investment and the Driving Change savings
programme. Quarterly financial reports to Cabinet provide detailed assessments of revenue, capital, reserves,
the Collection Fund, and treasury management, alongside progress against the Council’s savings targets.

The Council utilises external benchmarking tools such as the CIPFA Financial Resilience Index, Arlingclose,
and Pixel data to assess financial sustainability. Internal benchmarking is also conducted, including the analysis
of council tax and business rate collection performance for example.

Service improvement initiatives include:

« Early intervention and prevention strategies in children’s and adult social care.

» Integrated health system efficiencies through partnerships with health providers.

* Waste management improvements via regional collaboration on Energy from Waste facilities.

» Establishment of a new ‘No Wrong Door’ hub to support children on the edge of care.

Corporate performance against key performance indicators is reported to Cabinet. Whilst performance is mixed,
this is not unusual for a Council of this size and complexity and there is no evidence to suggest a significant
weakness in arrangements.

The Council’s financial performance is reported on a regular basis to Cabinet including details of the overall

financial position and reasons for key budget variances. Reports include HR implications and impact
assessments.

23

Regulatory inspections have not identified any significant weaknesses in arrangements:

» CQC rated Health Visiting and School Nurseries as “Good” across all areas.

» OFSTED identified areas for improvement in Children’s Services but found no elements to be inadequate.
Our work did not identify any evidence to indicate a significant weakness in arrangements.

How the Council evaluates the services it provides to assess performance and identify areas for
improvement

The Council has established a framework for performance monitoring and scrutiny. Scrutiny Committees
receive regular updates on performance and inspection outcomes, ensuring oversight and accountability across
service areas.

Benchmarking is actively undertaken, including participation in regional comparisons such as the North East
Benchmarking Group for Children and Families. Additional benchmarking is conducted in adult social care and
waste services, supported by external data sources such as Pixel and the CIPFA Financial Resilience Index.

Performance monitoring takes places across Directorates, supplemented with stakeholder surveys to help
improve performance. Cabinet monitors progress against the Corporate Plan throughout the year, including
non-financial key performance indicators.

Based on our review of a sample of reports and our understanding of the reporting framework, there is
evidence to support the monitoring, reporting and overall scrutiny of both the performance and the financial
position of the Council.

Our work did not identify any evidence to indicate a significant weakness in arrangements.
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VFM arrangements — Improving Economy, Efficiency and Effectiveness

Overall commentary on the Improving Economy, Efficiency and Effectiveness reporting criteria - continued

How the Council 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 maintains a network of strategic partnerships across sectors, working collaboratively with local
communities, voluntary organisations, NHS, care providers, police, probation services, educational institutions,
businesses, and regional bodies. These partnerships are integral to delivering improved outcomes and driving
place-based transformation. Key collaborations include:

» Tees Valley Combined Authority (TVCA), South Tees Development Corporation, Teesworks, and
the Redcar Town Deal Board, supporting regional regeneration and economic development;

» Participation in the South Tees Il Health Prevention Board, which brings together health partners to address
health inequalities through coordinated prevention strategies;

* Delivery of the Family Hubs Transformation Programme in partnership with South Tees Foundation Trust,
enhancing support for families and children;

» Active involvement in the South Tees Safeguarding Children’s Partnership, a multi-agency initiative focused
on improving outcomes for children through integrated safeguarding practices;

* Opening of the Meadowgate Intermediate Care Centre, a 40-bed facility providing transitional care for
medically stable adults;

» Joint procurement of an Energy from Waste Facility with other North East councils, scheduled to be
operational by 2026;

» Collaboration with the Redcar Town Deal Board on multi-million-pound regeneration projects, including
leisure and coastal activity developments;

» Partnership with North Yorkshire County Council through the 'No Wrong Door’ initiative, supporting children
in care with tailored interventions;

« Engagement with the Children and Young People’s Partnership Board, involving police, education, and
health stakeholders to deliver early help strategies to support children and young people.

Performance management arrangements are in place to ensure alignment with strategic priorities and
continuous improvement. The Council’s vision, priorities and outcomes are communicated directly to residents
through a range of media channels.

Our work did not identify any evidence to indicate a significant weakness in arrangements.
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How the Council commissions or procures services, how the Council ensures this is done in
accordance with relevant legislation, professional standards and internal policies, and how the Council
assesses whether it is realising the expected benefits

A Brokerage Team facilitates the procurement of adult and children’s social care packages, ensuring service
delivery aligns with strategic priorities. The Council’'s Procurement Strategy and Contract Procedure Rules,
embedded within the Constitution, guide procurement activity and support the achievement of wider
organisational objectives. To enhance resilience and deliver cost efficiencies, the Council has outsourced
selected functions, including Revenues and Benefits, and Internal Audit and Counter-Fraud Services.

There is evidence that the Council has arrangements in place to ensure procurement is in accordance with
relevant legislation, professional standards and internal policies. It was planned that the Procurement Act 2023
would come into force in October 2024 however this was delayed until February 2025. This legislation wis
designed to change the way the public sector buys goods and services. It is meant to help make better use of
public resources to deliver better public services and grow economy.

The Council has been preparing for the implementation of the Act including:

» Ensuring all procurement colleagues attended the Government Commercial Colleges Transforming Public
Procurement training which consisted of 10 modules all pertaining to different areas of change in the new
Procurement Act;

» Updating the Contract Procedure Rules, not only to cover the different routes to market but also requiring
that Council procuring officers consider SMEs in their projects where possible as defined in the act, making
tendering easier, removing barriers and recommending local suppliers first;

* Placing more emphasis on Contract Management to encourage better contract outcomes through more
stringent management of suppliers delivering the correct / intended goods, services (including health care
services) and works;

» Refining the procurement documentation issued with references to the Act but also improving the training
and support available. Bidders are encouraged to visit NEPOs website and support material to help with
both bidding but also other aspects of tendering for public sector opportunities

Our work did not identify any evidence to indicate a significant weakness in arrangements.

Summary: overall commentary on the economy, efficiency and
effectiveness reporting criteria

Our work did not identify evidence of a significant weakness in arrangements.
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VFM arrangements - Identified significant weaknesses and our recommendations
Identified significant weaknesses in arrangements and recommendations for improvement

As a result of our work we have identified two significant weaknesses in the Council’s arrangements to secure economy, efficiency and effectiveness it its use of resources, as set out in the tables below.

Identified significant weakness in arrangements
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Financial Sustainability: Dedicated Schools Grant Deficit
(DSG)

The DSG deficit has increased in 2024/25 from £6 million to
£12.4 million. Based on current Council projections, the deficit
will increase to £53.6 million by 2031-32.

The projected cumulative deficit as at March 2026 is £17.652
million which exceeds the Council’s usable revenue reserves
(£17.628 million as at March 2025). Whilst the Council has
prepared a DSG Recovery Plan and is working with the
Department for Education (DfE) to prevent the deficit
increasing any further from current projections, there is no
comprehensive plan to address the increasing underlying
deficit over the life of the medium term financial plan. There is
currently a statutory override in place which requires the
Council to ‘ring-fence’ the DSG deficit from its general fund,
which means it does not have to consider it when setting a
balanced budget. Although Government has signalled its
intention to extend the period that the override covers to 31st
March 2028, without action to address the cumulative deficit,
at the end of this period there is a risk that the Council’s
revenue reserves will be fully depleted and will be unable to
set a balanced budget.

We therefore consider there to be a significant weakness in
arrangements to achieve financial sustainability, particularly in
relation to how the Council plans to bridge its funding gaps
and plans its finances to support the sustainable delivery of
services in accordance with strategic and statutory priorities.

Financial Improving

the 3Es

e Governance
sustainability

Recommendation

for improvement

The Council should
implement initiatives

to:

ensure the
medium term
financial plan
makes adequate
provision to
address the risk
posed when the
statutory
override ceases;
identify and
deliver
programmes to
reduce demand
and costs;

liaise with the
DfE to discuss
further options to
reduce the
deficit.

Our views on the actions taken to date

We have discussed with Management and they have commented as follows:

The Council acknowledges the external auditor’s findings regarding the DSG
deficit and the associated risks to long term financial sustainability. This challenge
is not unique to our authority; it reflects a national issue that the Government itself
has recognised regarding the sustainability of local authorities’ statutory SEND
duties within the current funding framework. National policy developments,
however, significantly inform the forward risk assessment. The Government has
committed to bringing forward reforms aimed at addressing these systemic
pressures and ensuring the overall system is placed on a more sustainable
footing. The Schools White Paper on SEND reform was initially anticipated in the
Autumn of 2025 but is now expected to be published in early 2026.

The Government has extended the DSG statutory override to 31 March 2028,
ensuring that DSG deficits continue to be held in a negative unusable reserve and
do not impact the General Fund during this period. This provides essential
medium term stability while the Council continues to strengthen its DSG
management arrangements.

The Government has also confirmed that from 2028/29, councils will not be
required to fund future SEND cost pressures from their General Funds, with
ongoing high needs/SEND pressures instead absorbed within central government
budgets, preventing new post override DSG deficits from crystallising locally. In
addition, ministers have indicated that a “phased transition process” will
commence, during which Government will work with councils to manage the
SEND deficits that accrue up to 2028/29, with further detail promised as part of
forthcoming final local government finance settlement in February.

While these developments materially reduce the long term structural risk, the
Council remains committed to robust financial oversight and continued delivery of
its DSG Management Plan. We will continue to monitor Government
announcements closely and adapt local planning accordingly.
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VFM arrangements - Identified significant weaknesses and our recommendations
Identified significant weaknesses in arrangements and recommendations for improvement continued

Identified significant weakness in arrangements
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Financial Sustainability: Exceptional Financial Support

The Council has reported significant budget deficits in 2022/23,
2023/24 and 2024/25, mainly driven by overspending in Children’s
Social Care services where the Council has been unable to manage
increasing demand within available resources. Over the same
period, usable revenue reserves have reduced from £42.7 million in
March 2022 to £17.1 million in March 2025. The majority of the
Council’s remaining reserves cannot be used to support the
revenue budget as they are required for future commitments and
risks.

In February 2025, the Council approved a medium-term financial
plan which forecast a surplus of £0.934 million for 2025/26, but the
quarter two 2025/26 financial report showed the Council is
forecasting an overspend of £2.938 million which will be funded by
reserves . The Council updated its medium-term financial plan in
December 2025 to reflect demand and assumptions, which led to
an identified £18.4 million gap in 2026/27. Therefore, it has applied
to the Government for approval of Exceptional Financial Support
(EFS) to manage the significant short-term pressures they are
facing for 2026/27, which is evidence of a significant weakness in
arrangements to achieve financial sustainability, particularly in
relation to how the Council plans to bridge its funding gaps and
manage its finances to support the sustainable delivery of services
in accordance with strategic and statutory priorities .

Without arrangements in place, there is a risk that the longer-term
financial sustainability will be affected, and the Council will risk
being unable to protect the delivery of core services.

Financial
sustainability

Governance

Improving

the 3Es

Recommendation for
improvement

The Council should
continue to monitor both
its costs and funding
sources during its delivery
of the 26/27 budget.

It should also ensure that
it develops and
implements realistic and
sustainable initiatives to
deliver a balanced and
sustainable financial
position as soon as
possible within the MTFS
period, to ensure services
can be provided within
available resources and
that any reliance on
exceptional financial
support is kept to the

shortest period necessary.

The Council should also
ensure that the impact of
receiving exceptional
financial support is fully
reflected in future budgets
and charges to the
general fund.

Our views on the actions taken to date

We have discussed with Management and they have commented
as follows:

The Council acknowledges the recommendations made by the
external auditor and recognises the significant financial pressures it
continues to face. In recent years, sustained increases in
Children’s Social Care costs and wider demand-led pressures,
combined with the prolonged delay to national funding reform, have
resulted in the Council being materially underfunded for several
years. Despite delivering over £20 million of savings across the
past four financial years, these structural pressures have led to the
depletion of reserves to critically low levels.

Looking ahead, the Council has a credible route to improved
sustainability. Forecast growth in Business Rates, supported by
major developments at Teesworks and the Freeport, provides a
pathway to a more resilient medium term position. However, the
immediate financial challenge remains acute, with the current
MTFS identifying a significant budget gap in 2026/27.

In line with the auditor’s recommendations, the Council will
continue to closely monitor its costs and funding sources
throughout delivery of the 2026/27 budget, maintaining strict
financial discipline and ensuring that risks are actively managed.
Given the limited scope for further reductions following several
years of extensive efficiencies, the Council has submitted an
application under the Government’s exceptional financial support
arrangements, enabling the temporary capitalisation of acute
revenue pressures. This will provide a necessary short term bridge
to sustainability, pending the anticipated uplift in local revenues.
Following the less favourable than expected provisional finance
settlement, the application amount has been revised to £18.4
million, ensuring that projected pressures are fully reflected.
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VFM arrangements - Identified significant weaknesses and our recommendations
Identified significant weaknesses in arrangements and recommendations for improvement continued

Our views on the actions taken to date continued

The Council is committed to ensuring that the impact of any exceptional financial support is transparently incorporated into future budgets, including charges to the General Fund, and that borrowing under the scheme is
strictly limited to addressing the short term budget gap. The 2026/27 budget proposals also begin the essential process of rebuilding reserves, including allocating £6 million of forecast Business Rates growth to strengthen

the MTFS reserve and provide operational resilience.

To support longer term sustainability, the Council is refreshing its transformation programme and developing further invest to save initiatives, ensuring that services remain affordable and are delivered efficiently within
available resources. These actions collectively reflect a responsible approach to managing current pressures while positioning the Council to deliver a balanced and sustainable financial position within the MTFS period.
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Other reporting responsibilities

Wider reporting responsibilities

Matters we report by exception

The Local Audit and Accountability Act 2014 provides auditors with specific powers where matters come to our attention that, in their judgement, require specific reporting action to be taken. Auditors have the power to:
* issue a report in the public interest;

* make statutory recommendations that must be considered and responded to publicly;

» apply to the court for a declaration that an item of account is contrary to the law; and

* issue an advisory notice.

We have not exercised any of these statutory reporting powers.

The 2014 Act also gives rights to local electors and other parties, such as the right to ask questions of the auditor and the right to make an objection to an item of account. We did not receive any such objections or questions.

Reporting to the group auditor

Whole of Government Accounts (WGA)

The National Audit Office (NAO), as group auditor, requires us to complete the WGA Assurance Statement in respect of its consolidation data, We have been unable to conclude our work as we have not yet received confirmation
from the NAO that the group audit of the WGA has been completed and that no further work is required to be completed by us.
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Audit fees and other services

Fees for our work as the Council’s auditor
We reported our proposed fees for the delivery of our work under the Code of Audit Practice in our Audit Strategy Memorandum presented to the Governance Committee in September 2025. Having completed our work for the
2024/25 financial year, we can confirm that our fees are as follows:

Planned fee in respect of our work under the Code of Audit Practice

£358,064 £330,600
Additional audit work under revised ISA (UK) 315 (risks of material 0 £15.960
misstatement) and the related impact of ISA (UK) 240 (fraud)* ’
Value for money — significant weaknesses** £10,000 £0
IFRS16 including PFI** £8,000 £0
Total fees £376,064 £346,560

*This is because PSAA did not consolidate additional fees for these aspects into the 2023/24 scale fees, because at the time the 2023/24 scale fees were set PSAA had not reached a conclusion on what would be the
appropriate fee for this. An explanation for this including that there would therefore be a need to treat this as an additional fee variation is set out on the PSAA website: https://www.psaa.co.uk/appointing-auditors-and-
fees/auditor-appointments-and-scale-fees-2023-24-2027-28/2023-24-auditor-appointments-and-audit-fee-scale/consultation-document-2023-24-audit-fee-scale/3/ PSAA have determined the appropriate fees as part of its
2024/25 scale fee process https://www.psaa.co.uk/appointing-auditors-and-fees/auditor-appointments-and-scale-fees-2023-24-2027-28/2024-25-auditor-appointments-and-audit-fee-scale/2024-25-audit-fee-scale/3/

** Fees for value for money and IFRS16/PFI are still be agreed with the PSAA.

Fees for other work

We confirm that we have/will be undertaking the following audit-related assurance services for the Council in 2024/25:
Housing Benefit Assurance - £15,400 plus VAT (£14,950 in 2023/24); and

Teachers Pension Assurance - £6,500 plus VAT (£6,300 in 2023/24).
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Appendix A: Further information on our audit of the Council’s financial statements

Significant risks and audit findings

As part of our audit of the Council we identified significant risks to our opinion on the financial statements during our risk assessment. The table below summarises these risks and our findings.

Management override of controls

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. Due to the unpredictable way in which such override could occur There are no matters to report.
there is a risk of material misstatement due to fraud on all audits. You should assess this risk as part of your oversight of the financial reporting process.

Local Government Pension Scheme - Net defined benefit valuation

The financial statements contain material pension entries in respect of retirement benefits. The calculation of these pension figures, both assets and liabilities, can be There are some non-trivial, non-material
subject to significant volatility and includes estimates based upon a complex interaction of actuarial assumptions. This results in an increased risk of material misstatement disclosure errors which as set out in the
in respect of valuation. unadjusted errors schedule on the next page.

Valuation of land and buildings and investment properties
The financial statements contain material entries on the Balance Sheet as well as material disclosure notes in relation to the Council’s holding of land, buildings and

investment properties. Our work is complete. We have identified

some non-trivial, non-material errors in our
valuations testing as set out in the unadjusted
errors schedule on the next page.

Although the Council uses a valuation expert to provide information on valuations, there remains a high degree of estimation uncertainty associated with the revaluation of
PPE due to the significant judgements and number of variables involved in providing revaluations.

We have therefore identified the valuation of land, buildings and investment properties to be an area of significant risk.

IFRS16 Right of use assets and lease liabilities (including PFl schemes).
IFRS 16 is applicable from 1 April 2024 and is designed to report information that shows lease transactions and provides a better basis for users of financial statements to

assess the amount, timing and uncertainty of cash flows arising from leases.

The Council is required to make accounting entries in respect of IFRS16 in its 2024/25 accounts. This includes the Council’s two PFl schemes relating to schools and street

lighting. There are no matters to report.

Application of a new accounting standard to these significant balances will require judgement and presents a significant risk to the material accuracy of the financial
statements. In year 1, there is also a significant risk that these will be materially complete.

forvss
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Appendix A: Further information on our audit of the Council’s financial statements

Summary of uncorrected misstatements

Income &
Details of adjustment Assets £000s Li:g:}l:}tises R:?)%Bvses E;tpa (:Z:,T:;e
£000s
Dr: Gross expenditure (net cost of services) 1,743
1 Cr: Income (grants) -1,743
Expenditure of £81k was posted to the ledger in 2025/26 but relates to 2024/25. Extrapolated amount is £1,743k. This is fully funded so is matched by the grant income.
Dr: Revaluation reserve 3,443
Cr: Capital Adjustment Account -3,443
2 When there is a gain on a land and buildings revaluation, the Council should first establish whether this reverses a previous downward revaluation to the comprehensive income and expenditure statement before

deciding whether to account for the gain in the revaluation reserve. We identified a total of £3,443k historic downward revaluations previously charged to the comprehensive income and expenditure statement
which should have been reversed rather than posting the gain to the revaluation reserve. Of this total, £1,745k of should have been accounted for in the current year and a further £1,698k should have been
accounted for in previous years. This has no impact on the general fund balances of the Council. This was an error identified in 2023/24 but still applies for 2024/25.

Dr: Investment properties 1,206
1 Cr: Income (financing and investment) -1,206
Valuation has been incorrectly reported as £134,000 rather than £1,340,000. We have undertaken further work and we are satisfied that this is an isolated error.

TOTAL UNADJUSTED MISSTATEMENTS 1,206 0 0 -1,206

forvss
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Appendix A: Further information on our audit of the Council’s financial statements

Summary of uncorrected disclosure errors

Pensions disclosure note 37

The auditor of the Teesside Pension Fund identified a £36 million understatement of pension fund assets. Redcar and Cleveland Borough Council’s share of this is £4.943 million. As the Council is subject to the asset ceiling
restriction, this would not impact on the primary statements. The pension disclosure note 37 would change as follows:

£000s
Dr: Fair value of plan assets 4,943
Cr: Asset ceiling restriction -4,943

The Council has decided not to adjust therefore this will be an unadjusted disclosure error.

The auditor of the Teesside Pension Fund identified that benefits payable for the Council should be £28.240 million. The amount in the Council’s financial statements was £29.750 million which is overstated by £1.510
million. As this impacts on both the asset and liability equally, there is no impact on the primary statements. The pension disclosure note 37 would change as follows:

£°000s
Dr: Benefits payable (liability) 1,510
Cr: Benefits payable (Asset) -1,510
The Council has decided not to adjust therefore this will be an unadjusted disclosure error.

The auditor of the Teesside Pension Fund identified a net £2.121 million understatement of pension fund assets. Redcar and Cleveland Borough Council’s share of this is £0.291 million. As the Council is subject to the asset
ceiling restriction, this would not impact on the primary statements. The pension disclosure notes would change as follows:

£000s
Dr: Fair value of plan assets 291
Cr: Asset ceiling restriction -291

The Council has decided not to adjust therefore this will be an unadjusted disclosure error.
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Appendix A: Further information on our audit of the Council’s financial statements

Follow up on previous year recommendations for the Council

1. Description of deficiency: Related Party Declarations
In 2023/24 we identified that there were 2 members out of 59 who have not returned a related parties declaration of interest form for the 23/24 year.
There were 2 officers out of 69 who have not returned a related parties declaration of interest form for the 23/24 year.

This was also an issue in 2022/23 where there were 5 officer declarations missing. Some of these were because the officers had left the Council prior to the year end.

Potential effects

There is a risk that some related party transactions may go undisclosed in the financial statements.

Recommendation

Ensure that all Council members and officers return their related parties declaration within a suitable timeframe. All declarations should be received and reviewed prior to the submission of the draft financial statements
for audit.

Management response in 2023/24

The Council took a range of proactive measures to chase up incomplete returns. The remaining outstanding officer returns relate to two officers who have since left the local authority or left immediately before or just
after the end of the financial year in question. Officers have reissued the request to the two Members of the Council to submit their declaration. The Authority will endeavour to ensure all related parties declarations are
returned for the 24/25 financial year.

Current position 2024/25

There are 4 members out of 59 who have not returned a related parties declaration of interests form for the 24/25 year.

There are 3 officers out of 55 who have not returned a related parties declaration of interests form for the 24/25 year.

This control weakness still exists in 2024/25 and further action is required in 2025/26 to ensure that there are no omissions from the declarations of interests of officers and members.

Audit action: Follow up in 2025/26
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Appendix A: Further information on our audit of the Council’s financial statements

Follow up on previous year recommendations for the Council continued

2. Description of deficiency: Property, Plant & Equipment: fixed asset register historic differences

There are a small number of historic differences in the fixed asset register which means that there are differences of £1.424m between the gross book value and the Depreciation/Impairment section in the accounts
and the FAR. However, there is no difference in the net position and these do not impact on the value for property, plant and equipment on the balance sheet.

Potential effects

These are historic differences and we recognise that there is no impact on the net position in the balance sheet. However it is good practice to ensure that the financial records agree with the financial statements.

Recommendation

Amend the fixed asset register so that this reconciles with the gross position in the financial statements.

Management response

The Authority recognises the issue raised and has started initial conversations with CIPFA around how best to correct this going forward, with the aim of ensuring it is corrected in time for the 2024/25 Statement of
Accounts.

Current position 2024/25
This has not been resolved in 2024/25. There is no impact on the value for property, plant and equipment but it is good practice to resolve inconsistencies within asset records.

Audit action: Follow up in 2025/26

forvss
38 mazars



Appendix A: Further information on our audit of the Council’s financial statements

Follow up on previous year recommendations for the Council continued

3. Description of deficiency: Pooled budget section 75 agreements

The section 75 pooled budget contract agreement was signed on 20 October 2023 which was over 7 months later than the effective binding date of 1 April 2023.

Potential effects

Contracts should be signed by all parties prior to the start of the agreement to avoid any potential disputes.

Recommendation

Contracts should be signed by all parties before the start of the binding contract dates.

Management response

The Authority recognises that this contract was signed after the binding date and has reminded all relevant officers of the need to sign contracts before the start of the binding contract dates.

Current position 2024/25

Evidence obtained that the s75 agreement was signed on 1 April 2024. This recommendation is closed.
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Contact

Forvis Mazars

James Collins

Director

Tel: 0788 128 3527
James.collins@mazars.com

Campbell Dearden

Senior Audit Manager

Tel: 0788 128 3348
campbell.dearden@mazars.com

Forvis Mazars LLP is the UK firm of Forvis Mazars Global, a leading global professional services network. Forvis Mazars LLP is a limited
liability partnership registered in England and Wales with registered number OC308299 and with its registered office at 30 Old Bailey, London,
EC4M 7AU. Registered to carry on audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our
audit registration can be viewed at www.auditregister.org.uk under reference number C001139861. VAT number: GB 839 8356 73

© Forvis Mazars 2024. All rights reserved.
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