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operating effectively.

The contents of this report relate only to those matters which came to our attention during the conduct of our normal audit procedures which are designed for the purpose of completing our work under the NAO
Code and related guidance. Our audit is not designed to test all arrangements in respect of value for money. However, where, as part of our testing, we identify significant weaknesses, we will report these to you. In
consequence, our work cannot be relied upon to disclose all irregularities, or to include all possible improvements in arrangements that a more extensive special examination might identify. We do not accept any
responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content of this report, as this report was not prepared for, nor intended for, any other purpose.

Grant Thornton UK LLP is a limited liability partnership registered in England and Wales: No.OC307742. Registered office: 30 Finsbury Square, London, EC2A 1AG. A list of members is available from our registered
office. Grant Thornton UK LLP is authorised and regulated by the Financial Conduct Authority. Grant Thornton UK LLP is a member firm of Grant Thornton International Ltd (GTIL). GTIL and the member firms are not
a worldwide partnership. Services are delivered by the member firms. GTIL and its member firms are not agents of, and do not obligate, one another and are not liable for one another’s acts or omissions.
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Executive summary

g

=y / Value for money arrangements and key recommendations

Under the National Audit Office (NAO] Code of Audit Practice ('the Code'), we are required to consider whether the Council has put in place proper arrangements to secure
economy, efficiency and effectiveness in its use of resources.

Auditors are required to report their commentary on the Council’s arrangements under specified criteria. As part of our work, we considered whether there were any risks of
significant weakness in the Council’s arrangements for securing economy, efficiency and effectiveness in its use of resources. Our conclusions are summarised in the table

below.
2022/23 Audit Plan Risk Direction
Criteria assessment 2022/23 Auditor Judgement 2021/22 Auditor Judgement of travel
Financial Risk of significant weakness A Significant weakness as the Council has a A Significant weakness in
sustainability  identified due to: high number of financial stress indicators. arrangements for financial
reliance on reserves to balance A One key recommendation made. sustainability. “
recent budget, A Three improvement recommendation made. A Three key recommendations made;
A savings required in the medium A Four improvement
term. recommendations made.
Governance No risks of significant weakness A No significant weaknesses in arrangements A No significant weaknesses in
identified identified. arrangements identified, “
A Four improvement recommendations made. A Three improvement
recommendations made.
Improving Risk of significant weakness A Significant weakness as continuing risk in A No significant weakness in
economy, identified in the delivery of the delivery of children’s services. In May arrangements identified,
efficiency and  children’s services following 2023, the DFE issued a statutory A Four improvement
effectiveness December 2022 inspection. Improvement Notice for Children’s Services. recommendations made

A One key recommendation made;
A One improvement recommendation made.

No significant weaknesses in arrangements identified or improvement recommendation made.
No significant weaknesses in arrangements identified, but improvement recommendations made.

- Significant weaknesses in arrangements identified and key recommendations made.

© 2023 Grant Thornton UK LLP. Auditor’s Annual Report 2022/23 3
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Financial sustainability

Plymouth City Council is operating in a challenging financial environment following a decade of austerity and spending pressures.
The Council has an embedded organisational approach to financial planning and for the setting and monitoring of the annual
budget. However, we have identified significant weaknesses in the Council’s arrangements because there are a number of signs of
financial stress that indicate a threat to its financial sustainability. Indicators of financial stress include (but not limited to) the
following:

A For 2022/23,the drawdown of £7.9m of usable reserves and the use of £1.1m of Corporate Adjustments (including a MRP holiday)
to report a nil variance on a gross expenditure budget of £640 million;

A For 2023/24, a net forecast adverse outturn position, at month 9, of £1.2 million, which includes forecast overspends in children’s
services of £10.8 million and people (including adult social care) services of £3.7 million;

A Risks around departmental delivery of the overall 2023/24 savings target of £23.435 million, with £6.831 million of savings forecast
as “not achievable” at month 9 with only £2.183 million found as mitigating actions. The forecast unachievable savings is £3.648
million;

A Release of £3.528 million of centrally held contingency budget in month 9, as a one-off measure, to mitigate some of the impact of
the overspend in Children’s Services;

A Increasing levels of demand leading to future costs pressures resulting in a budget gap of £69 million in the Council’s Medium
Term Financial Strategy (MTFS) 2023/24 to 2027/28, which would significantly impact on the Council’s level of reserves if future
savings were not made;

A The approved capital programme, at December 2023, for the Council is £398.2 million. Of this £243.9 million (61%) was funded
through borrowing.

Given the increased level of financial stress, all members need to ensure that there is a robust response to the financial matters
highlighted above and that officers are supported in making the changes needed. The Council’s MTFS needs to be updated early in
the 2024/25 financial year to robustly reflect the impact of the financial stress indicators. Progress in delivering transformation plans
should be more frequently tracked by Cabinet and the relevant service scrutiny committees.

On this basis we have concluded that for 2022/23, like many other councils, the Council does not have arrangements in place for
ensuring financial sustainability in the medium term. For 2022/23 we have reported a significant weakness in the Council’s financial
sustainability arrangement and have raised one key recommendation, on page 7, to reflect the financial challenge faced in producing
a robust MTFS. We have also raised three improvement recommendations (on pages 18 to 20) on the RAG rating of savings plan
delivery, the approval of the MTFS at the start of the financial year alongside the annual budget and the building up of the Council’s
level of reserves to a risk based target.

Commercial in confidence
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PLYMOUTH

CITY COUNCIL

Plymouth

Britain's Ocean City

Financial
Statements
opinion

We have substantially
completed our audit of
your 2020/21 financial
statements and anticipate
issuing an unqualified
audit opinion shortly. Our
findings are set out in
further detail on page 39.

Arrangements for the audit
of the 2021/22 and the
2022/23 sets of financiall
statements are discussed
on page 43.
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Executive summary

Governance

Overall, we found no evidence of significant weaknesses in the Council’s governance arrangements. It has adequate arrangements in
place for ensuring that it made informed decisions and managed its risks. The year end Head of Internal Audit Opinion (HolAQO) in
2022/23 was “Reasonable Assurance”. We have made four improvement recommendations to strengthen governance:

A Integration of performance management and risk management through the mapping of strategic risks to the achievement of
corporate objectives and associated Key Performance Indicators (KPls);

A Revision of the quarterly High Risk Update Report to Corporate Management Team and the Audit and Governance Committee to
record further management action on how strategic risks scoring higher than 20 are being managed;

A The Audit and Governance Committee should carry out a self-assessment of its effectiveness each year, using the CIPFA Audit
Committee effectiveness checklist;

A The scope of the review on “Governance of the Council’s Arms-length Companies” and the progress to date and timeframe for
completion of the review is reported to the Audit and Governance Committee.

Improving economy, efficiency and effectiveness

The Council’s Children, Young People and Families Service had its last full inspection by Ofsted in 2018, achieving a grading of
“Requires Improvement”, followed by a Joint Targeted Area Inspection in 2019 and, in December 2022, a Focused Visit of “front door’
services. The Focused Visit determined that the quality of social work practice for children at the “front door’ had declined and had
serious and widespread failings. In May 2023, the Department for Education issued the Council with a statutory Improvement Notice
requiring all areas of improvement required to be addressed by the Council and its partners. At its November 2023 meeting, each of the
six priorities of the Improvement Plan covering the whole service had monthly headline performance measures, with amber RAG status
for all six priorities (detailed to the right). Our assessment is therefore that there was a significant weakness in arrangements in this
area at the end of the financial year 2022/23.

At the November 2023 meeting of the Education and Children’s Social Care Overview and Scrutiny Committee, each of the six priorities
of the Improvement Plan covering the whole service had monthly headline performance measures, with amber RAG status for (1)
Governance, Leadership and Management, (2] Early help and front door responses, (3] Robust and effective social work practice, (1)
At risk of care, Cared for and Care experienced children and Young People, (6) Quality Assurance and Audit (6] A stable and able
workforce. We made a key recommendation, on page 8, to clarify that the planning and resourcing required for the improvements in
Children’s Services needs to be reflected in the Council’s Medium Term Financial Strategy 2024/25 to 2028/29. Members need
assurance that Children’s Services have the resources and capacity to improve and the estimated timescale for the improvement
required to remove the Statutory Improvement Notice in the reporting to the Children’s O&S Committee. We identified one other area
for improvement, on page 35, on the production of a Data Quality Strategy.

© 2023 Grant Thornton UK LLP.
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PLAN
2014-2034

OUR PLAN *
BUILD A BETTER PLYMOUTH  [(BE

CITY VISION: Britain’s Ocean City

One of Europe's most vibrant waterfront cities, where Plymouth
an outstanding quality of life is enjoyed by everyone Britiin’s Ocean City

OUR MISSION: Making Plymouth a farer, greener city, where everyone does their bit
'WE BELIEVE IN:

DEMOCRACY
Because we listen

FAIRNESS CO-OPERATION
Because we achieve

and hear what
people want

WEWILL:

Make Plymouth a great place to grow up and grow old
Minimise the impact of the cost of living crisis

DOINGTHIS BY:

Working with the Police to tackie crime.
and anti-social behaviour

Fewer
e

Build more homes - for nd
B0 sfordible ownershp

Children’s Improvement Plan

PRIORITY | - GOVERNANCE, LEADERSHIP AND MANAGEMENT
PRIORITY 2- EARLY HELP AND FRONT DOOR RESPONSES
PRIORITY 3 - ROBUST AND EFFECTIVE SOCIAL WORK PRACTICE

PRIORITY 4 - AT RISK OF CARE, CARED FOR AND CARE EXPERIENCED CHILDREN AND
YOUNG PEOPLE

PRIORITY 5 - QUALITY ASSURANCE AND AUDIT
PRIORITY 6~ A STABLE AND ABLE WORKFORCE
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Opinion on the financial statements and
use of auditor's powers

We bring the following matters to your attention:

Opinion on the financial statements We have not yet completed our audit of your
Auditors are required to express an opinion on the financial statements that states whether they: financial statements and have not issued our audit
(i) present a true and fair view of the Authority’s financial position, and opinion as at the date of this interim report. This

(i) have been prepared in accordance with the CIPFA/LASAAC Code of practice on local authority accounting in the report will be updated to reflect any significant
United Kingdom 2022/23 findings once our audit has been concluded.
Statutory recommendations Our work to date has not identified any issues

Under Schedule 7 of the Local Audit and Accountability Act 2014, auditors can make written recommendations to the requiring a statutory recommendation.

audited body which need to be considered by the body and responded to publicly

Public Interest Report Our work to date has not identified any issues

Under Schedule 7 of the Local Audit and Accountability Act 2014, auditors have the power to make a report if they requiring a public interest report.

consider a matter is sufficiently important to be brought to the attention of the audited body or the public as a matter of
urgency, including matters which may already be known to the public, but where it is in the public interest for the
auditor to publish their independent view.

Application to the Court Our work to date has not identified any issues

Under Section 28 of the Local Audit and Accountability Act 2014, if auditors think that an item of account is contrary to requiring an application to the court.

law, they may apply to the court for a declaration to that effect.

Advisory notice Our work to date has not identified any issues
Under Section 29 of the Local Audit and Accountability Act 2014, auditors may issue an advisory notice if the auditor requiring an advisory notice.
thinks that the authority or an officer of the authority:

is about to make or has made a decision which involves or would involve the authority incurring unlawful expenditure,

is about to take or has begun to take a course of action which, if followed to its conclusion, would be unlawful and

likely to cause a loss or deficiency, or

is about to enter an item of account, the entry of which is unlawful.

Judicial review Our work to date has not identified any issues
Under Section 31 of the Local Audit and Accountability Act 2014, auditors may make an application for judicial review of "€quiring a judicial review.
a decision of an authority, or of a failure by an authority to act, which it is reasonable to believe would have an effect on

the accounts of that body.

© 2023 Grant Thornton UK LLP. Auditor’s Annual Report 2022/23 6
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Key recommendation- Financial Sustainability

Recommendation1 response to financial matters with a more detailed revision of the Council’s Medium Term Financial Strategy, early in
2024/25, to address how it will mitigate the risks against the financial stress indicators. Progress in delivering
transformation plans should be tracked by Cabinet each month and periodically reviewed by the relevant Scrutiny
Committee for the service.

Key Given the increased level of financial stress the Council is facing members need to ensure that there is a robust .

Progressing the

Identified significant Signs of financial stress that indicate a threat to the Council’s financial sustainability, which need to be addressed in a revised actions management
weakness in MTES, in the medium term are: has identified to
arrangements A For 2022/23,the drawdown of £7.9m of usable reserves and the use of £1.1m of Corporate Adjustments (including a MRP ?edcir:;i:;:jcl;’sgns
holiday]to report a nil variance on a gross expenditure budget of £540m .
made will support the
A For 2023/2Y4, a forecast adverse outturn position, at month 9, of £1.2 million, which includes forecast overspends in Council in addressing
children’s services of £10.8 million and people (including adult social care] services of £3.7 million; the weaknesses
A Risks around departmental delivery of the overall 2023/24 savings target of £23.435 million, with £6.831 million of savings identified from our
forecast as “not achievable” at month 9 with only £2.183 million found as mitigating actions. The forecast unachievable work.
savings is £3.648 million; I
A Release of £3.528 million of contingency budget in month 9, as a one-off measure, to mitigate some of the impact of provided by
overspends; management should

be appropriate and
we encourage the
Audit Committee to
L. . . . . monitor progress of
Crlterlq.lmp.)gcted @ Financial Sustainability implementation to
by the significant gain assurance over

A Future costs pressures resulting in budget gap of £69 million to be closed, over 4 years, to balance the Council’s Medium
Term Financial Strategy (MTFS) by 31t March 2028.

weakness the arrangements in
place.

Management

comments

© 2023 Grant Thornton UK LLP. Auditor’s Annual Report 2022/23 7
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Key recommendation- Improving economy
efficiency and effectiveness

Key Recommendation 2

In May 2023, the Department for Education issued the Council with a statutory Improvement Notice
requiring all areas of improvement in Children's Services to be addressed by the Council and its
partners. The Children’s Improvement Plan needs to be costed with timeframes so the Council is clear
of the investment required in Children’s Services to meet the quality standards required by the
Secretary of State to remove the Statutory Improvement Notice. The transformational issues need to be
planned and resourced in detail and reflected in the Council’s revised MTFS 2024/25 to 2028/29.
Members need assurance that Children’s Services have the resources and capacity to improve
and the estimated timescale for the improvement required to remove the Statutory Improvement
Notice in the reporting to the Children’s O&S Committee.

Identified significant
weakness in arrangements

The Council’s Children, Young People and Families Service had its last full inspection by Ofsted in 2018,
achieving a grading of “Requires Improvement”, followed by a Joint Targeted Area Inspection in 2019 and, in
December 2022, a Focused Visit of ‘front door’ services. The Focused Visit determined that the quality of
social work practice for children at the ‘front door’ had declined and had serious and widespread failings. In
May 2023, the Department for Education issued the Council with a statutory Improvement Notice requiring all
areas of improvement required to be addressed by the Council and its partners. The Education and Children’s
Social Care Overview and Scrutiny Committee oversees the reporting of outcomes on the Improvement Plan.
At its November 2023 meeting, the Improvement Plan covering the whole service had monthly headline
performance measures, with amber RAG status for the following six priorities (1) Governance, Leadership and
Management, (2] Early help and front door responses, (3) Robust and effective social work practice, (4) At risk
of care, Cared for and Care experienced children and Young People, (5) Quality Assurance and Audit (6) A
stable and able workforce.

Criteria impacted by the
significant weakness

Improving economy, efficiency and effectiveness

Management comments

© 2023 Grant Thornton UK LLP.

The range of
recommendations
that external
auditors can make
is explained in
Appendix B.
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Securing economy, efficiency and
effectiveness in the Council’s use of
resources

All Councils are responsible for putting in place proper arrangements to secure economy, efficiency and
effectiveness from their resources. This includes taking properly informed decisions and managing key

operational and financial risks so that they can deliver their objectives and safeguard public money. The
Council’s responsibilities are set out in Appendix A.

Councils report on their arrangements, and the effectiveness of these arrangements as part of their annual
governance statement. Under the Local Audit and Accountability Act 2014, we are required to be satisfied whether
the Council has made proper arrangements for securing economy, efficiency and effectiveness in its use of
resources. The National Audit Office’s Auditor Guidance Note (AGN) 03, requires us to assess arrangements under

three areas:

Financial Sustainability

Arrangements for ensuring the
Council can continue to deliver
services. This includes planning
resources to ensure adequate
finances and maintain
sustainable levels of spending
over the medium term (3-5
years).

@ Our commentary on the Council’s arrangements in each of these three areas, is set out on pages 10 to 35
included in Appendix B.

&

Governance

Arrangements for ensuring that
the Council makes appropriate
decisions in the right way. This
includes arrangements for
budget setting and
management, risk management,
and ensuring the Council makes
decisions based on appropriate
information.

%

Improving economy,
efficiency and effectiveness

Arrangements for improving the
way the Council delivers its
services. This includes
arrangements for understanding
costs and delivering efficiencies
and improving outcomes for
service users.

. Further detail on how we approached our work is

© 2023 Grant Thornton UK LLP.
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The current LG landscape

&

National context

Local government in England continues to face significant challenges as a sector. These include a high level of uncertainty over future levels of government funding,
alongside delays to the Government’s plans for reform of the local government finance system, impacting on medium-term financial planning. This is also a time of
generationally significant levels of inflation - the UK inflation rate was 7.8% in April 2022, rising to a 41-year high of 11.1% in October 2022, then reducing to 10.1% in March
2023. Inflation levels put pressure on councils’ revenue and capital expenditure, as well as the associated cost of living crisis impacting on local communities and
businesses, leading to an increase in demand for council services such as children with special education needs with associated transport costs, debt advice, housing
needs, and mental health, as well as impacting on some areas of council income such as car parking and the collection rates of council tax, business rates and rents. This
follows a significant period of funding reductions by Government (2012 to 2017) and the impacts of Brexit and the COVID-19 pandemic which, for example, have contributed
to workforce shortages in a number of council service areas, as well creating supply chain fragility risks.

The local government finance settlement for 2023/2% was better than many in the sector anticipated demonstrating an understanding by Government of the financial
challenges being faced by the sector. However, the Local Government Association, in July 2023, estimated that the costs to councils of delivering their services will exceed
their core funding by £2bn in 2023/24 and by £900m in 2024/25. This includes underlying cost pressures that pre-date and have been increased by the pandemic, such as
demographic pressures increasing the demand for services such as social care and homelessness.

Over the past decade many councils have sought to increase commercial activity as a way to generate new sources of income which has increased the nature of financial
risk, as well as the need to ensure there is appropriate skills and capacity in place to manage such activities.

Local government is coming under an increased spotlight in terms of how the sector responds to these external challenges, including the Government establishing the
Office for Local Government (Oflog) and there has been an increase in the number of councils who have laid a Section 114 Notice, or are commenting on the likelihood of
such an action, as well as continued Government intervention at a number of councils.

There has also been an increase in the use of auditors using their statutory powers, such as public interest reporting and statutory recommendations. The use of such
auditor powers typically derive from Value for Money audit work, where weaknesses in arrangements have been identified. These include:

a failure to understand and manage the risks associated with commercial investments and council owned companies
a failure to address and resolve relationship difficulties between senior officers and members
significant challenges associated with financial capability and capacity

a lack of compliance with procurement and contract management processes and procedures

o e o Do Do

ineffective leadership and decision-making.

Value for Money audit has an important role in providing assurance and supporting improvement in the sector.

© 2023 Grant Thornton UK LLP. Auditor’s Annual Report 2022/23 10
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Financial sustainability

We considered how the
Council:

A identifies all the
significant financial
pressures it is facing and
builds these into its plans

A plans to bridge its funding
gaps and identify
achievable savings

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

A ensures its financial plan
is consistent with other
plans such as workforce,
capital, investment and
other operational
planning

A identifies and manages
risk to financial resilience,
such as unplanned
changes in demand and
assumptions underlying
its plans.

© 2023 Grant Thornton UK LLP.

The Council identifies all the significant financial pressures it is facing and builds these into its plans

The Council has an embedded organisational approach to financial planning and for setting and monitoring the annual
budget. However, we have identified a significant weakness in the Council’s arrangements as there are a number of signs of
financial stress that indicate a threat to the Council’s financial sustainability in the medium term. We have raised a key
recommendation to reflect the financial challenge faced and the robust revision required to the Council’s MTFS.

Indicators of financial stress include (but not limited to) the following :

A For 2022/23,the drawdown of £7.9m of usable reserves and the use of £1.1m of Corporate Adjustments (including a MRP
holiday) to enable the Council to report a nil variance on a gross expenditure budget of £640 million;

A For 2023/24, a forecast adverse outturn position, at month 9, of £1.2 million, which includes forecast overspends in
children’s services of £10.8 million and people (including adult social care) services of £3.7 million;

A Risks around departmental delivery of the overall 2023/24 savings target of £23.435 million, with £6.831 million of savings
forecast as “not achievable™ at month 9 with only £2.183 million found as mitigating actions. The forecast unachievable
savings is £3.648 million;

A Release of £3.528 million of centrally held contingency budget in month 9, as a one-off measure, to mitigate some of the
impact of the overspend in Children’s Services;

A Increasing levels of demand leading to future costs pressures resulting in a budget gap of £69 million in the Council’s
Medium Term Financial Strategy (MTFS) 2023/24 to 2027/28, which would significantly impact on the Council’s level of
reserves if future savings were not made;

A The approved capital programme, at December 2023, for the Council is £398.2 million. Of this £243.9 million (61%) is
funded through borrowing which costs £4.1 million a year to service. The Council is seeking approval for an additional
£325 million to take the planned capital programme up to £723.701 million but it is not clear, in the MTFS, whether the
impact on the revenue budget is affordable.

Key Recommendation;

A Given the increased level of financial stress the Council is facing members need to ensure that there is a robust
response to financial matters with a more detailed revision of the Council’s Medium Term Financial Strategy, early
in 2024/25, to address how it will mitigate the risks against the financial stress indicators. Progress in delivering
transformation plans should be tracked by Cabinet each month and periodically reviewed by the relevant Scrutiny
Committee for the service.

Auditor’s Annual Report 2022/23
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Financial sustainability (continued)

2023/2% budget setting

To balance the 2023/24 budget, a number of one-off adjustments (savings) were made. In order to right-size the base
budget going forward, these need to be added back in 2024/25. This sum of £1.495m includes reinstatement of £1m for
the Minimum Revenue Requirement (MRP) “holiday” in 2023/24 and one-off savings, mainly held within the Place
Directorate. A Flexible Use of Capital Receipts Strategy was submitted to Council as part of the 2023/24 budget
process. Flexible use of capital receipts supports local authorities to deliver more efficient and sustainable services by
allowing local authorities to spend up to 100% of their fixed asset receipts (excluding Right to Buy receipts) on the
revenue costs of transformation projects. However, such transformation projects are only available for flexible use of
capital receipts if the projects generate savings in the short to medium term.

2023/24% forecast outturn

There is continuing demand pressures in adult social care and children’s social care. Financial pressures are
compounded by cost pressures in both homelessness and bed and breakfast accommodation plus the Council’s
statutory responsibility to provide home to school transport for the most vulnerable children. Overspends in these areas,
particularly Children’s (overspend of £10.787 million) and People ie Adults (overspend of £3.721 million) are forecast for
2023/24 as shown below.

Forecast
Net
Variance
£m

Directorate

Budget Forecast
£m £m

Executive Office 6.403 6.787 0.384 over
Customer and Corporate Services 51.219 50.528 (0.621) under
Children’s Directorate 63.493 74.280 10.787 | over |
People Directorate 96.345 100.066 3.721 over
Public Health 2.829 2.629 (0.200) under
Place Directorate 29.469 29.469 0.000 var?a”nce
Corporate Account & Council wide items (31.318) (44.115) (12.797) under
Total 218.440 219.644 1.204 over

Source: Finance Monitoring Report December 2023

The MTFS 2024/25 to 2027/28 recognises that demand for services continues to increase, in particular across Adults
Social Care (a further allocation of £6.047 million required for 24/25), Children’s Social Care (an additional £3 million
needed in 24/25 ], Homelessness (another £3.287 million for 2024/25) and £1 million on Home to School transport
assumptions around growth figures are included in the MTFS.

© 2023 Grant Thornton UK LLP.

Children and Young People - Social Care

Single tier councils and county councils spent £12.2
billion in 2021/22 and have increased their budget to
£12.7 billion in 2023/2% as demand for children’s social
care services have increased.

30 out of 36 county councils overspent their Children’s
Social Care budget in 2021/22.

Councils have a statutory duty to safeguard and
promote the welfare of children at risk. A range of
services can be provided including support to families
as well as keeping children safe from harm and
providing services for those children who are ‘looked
after’ by the council.

In recent years there has been an increase in demand
with an increase in the number of child protection
places and looked after children, as well as an increase
in complexity of the needs of the children.

The increase in demand and complexity has resulted in
an increase in the cost of individual residential
placements which are often not local and outside the
Council’s geographical locality as well as private and
agency foster carers.

Many councils have failed to model and anticipate the
increase in demand and as a result lack sufficient local
quality provision and are now actively trying to meet
this challenge.
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Financial sustainability (continued)

The Council plans to bridge its funding gaps and identify achievable savings

Identifying cost pressures, savings planning and driving further efficiencies are rightly at the core of the Council’s
Medium Term Financial Strategy (MTFS) which picks up the savings plans and pressures in the annual budget and looks
forward four financial years to 2027/28. Uncertainty around future funding and demand for services means that the
MTFES is based on assumptions and it is these assumptions which require more detailed analysis underpinning them. The
balancing of the 2023/24 budget was one of the most challenging the Council has faced but it achieved but with proper
member and officer processes in place, this was achieved.

The savings required for 2023/24, of £23.435 million, were ambitious. At the end of quarter three (December 2023) the
Council was forecasting a shortfall against this target, as shown below, with £6.831 million of savings forecast as “not
achievable” at month 9 with onlu £2.183 million found as mitiaatina actions. The forecast unachievable savings is £3.648

million. Mitigations
against
unachievable
plans

Not
Achievable
23/24

Achievable
23/24

Budget
2023/24 £m

Savings Proposals 2023/24

Customer & Corporate Services (3.898) (2.774) (1.124) (1.124)
Chief Executives Office (0.601) (0.473) (0.128) 0.000
Childrens (4.575) (0.355) (4.220) 0.000
People (5.780) (5.780) 0.000 0.000
ODPH (0.542) (0.542) 0.000 0.000
Place (7.289) (5.930) (1.359) (1.359)
Corporate ltems (0.750) (0.750) 0.000 0.000
Total Savings 23/24 (23.435) (16.604) (6.831)

Source: Finance Monitoring Report December 2023

However, the 2024/25 budget assumes that the £23.435 million reduction in the base budgets from 2023/2% are
delivered as sustainable savings, as the budget gap for 2024/25 is still some £11 million. Financial pressures continue to
provide a challenge and savings plans need to be delivered. The Council will need to continue to transform how it
operates to reduce costs, implementing sustainable and recurring savings and reducing the reliance on one-off
opportunities. There will always been a requirement to find one-off savings, however the Council plans to reduce reliance
on one-off savings as part of a revised MTFS.

Improvement recommendation one: We suggest that savings plans are RAG (Red, Amber, Green) rated, as part
of the reporting on the progress of achievement of savings so that officers and members are aware in reports to
Cabinet, of the high-risk schemes that are less likely to be delivered; and what alternative savings plans are in
place to address any financial in-year deficits.
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@ Adult Social Care

Single and upper tier Councils are responsible for
providing adult social care (ASC) services to help
adults of all ages who may need additional support to
stay well, safe and where possible to live
independently.

ASC represents a significant part of Council spending
with £19 billion being spent in 2021/22 with budgeted
expenditure rising to £19.7 billion in 2022/23, reflecting
growing demand.

There have been several reforms to ASC funding for
Councils over recent years, including the introduction
of the Better Care Fund and giving Councils the power
to raise additional revenue locally though Council Tax
(the social care precept). Despite these changes
Councils are delivering ASC services within a
challenging environment that is shaped by more
people, particularly working-age adults, requesting
support, an ageing population and increasing
complexity of need. These factors are being managed
by Councils alongside financial challenges such as the
impact of inflation, acute workforce pressures, the
sustainability of commissioned ASC providers and
uncertainty around longer term ASC funding and
reform. Despite these pressures Councils will need to
establish sufficient capacity to track and then
transform service delivery to meet the challenges of
evolving need and demand. Plymouth City Council
has resources through its partnership with Livewell, its
Community Health and Social Care Provider.
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Financial sustainability (continued)

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

The Medium Term Financial Strategy (MTFS) is the Council’s primary financial
strategic and planning document linking the revenue budget, the capital programme
and the treasury management strategy. The Strategy sets out the financial planning
assumptions for the next five years and ensures resource allocation is in line with
Plymouth’s priorities. The report includes a section on financial risks. In September
2023, the MTFS 2023/24 to 2027/28 was approved by Cabinet. The MTFS, at that
time, reflected the latest funding projections and set out the forecasted budget
shortfall in each year. However, the Strategy did not set out the projected savings
over the plan period as savings required for 2024/25 were incorporated into the
annual budget for Council in February 2024 and future MTFS reports.

MTES 2023/24 to 2027/28 (Sept 23]
2023/24 2024/25 2025126  2026/27 2027128

£m £m £m £m £fm
RSG (11.562) (12.188) (12.257) (12.259) (12.340)
Council Tax (130.625) | (138.979) | (144.138) | (149.480) | (154.525)
Business Rates (75.253) (77.728) (77.406) (77.409) (77.516)
Reserves (1.000) - - - -

Core Resources (218.440) | (228.894) | (233.801) | (239.149) | (244.381)

218.440 240.109 248.119 258.130

Expenditure b/forward 218.440

Add Right-sizing costs / adjustments ] 10.835 6467 6.230 6.724
Add Demand-led pressures ) 10.834 .543 3781 4035
Total Net Expenditure 218.440 240.109 248.119 258.130 268.889
Forecast shortfall - 11.215 14.318 18.981 24.580

The cumulative deficit for the years 2024/25 to 2027/28 is the total of the forecast
shortfall for each of the four years (highlighted above) which is £69.004 million at 31
March 2023.
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An estimated £69million budget shortfall, at 31 March 2023, is a significant
shortfall to address over the medium term and there are no uncommitted reserves
available to help with this. Cost pressures, particularly within demand-led
services, that were already being faced by the Council have been exacerbated by
high levels of inflation, increased pay costs and high energy prices. Alongside
budget preparation, the ability to look strategically beyond the current budget
period is crucial to supporting the Council’s medium-term financial sustainability
and resilience. Given the current level of uncertainty and the ongoing widespread
pressures on revenue budgets, it is essential that the MTFS is revised with more
detailed analysis of the impact of the interlinking financial elements of financial
planning.

The Council approves a number of key documents before the start of each
financial year, which includes the five year MTFS. However ahead of the 2024/25
financial year the Council only approved the 2024/25 annual revenue budget. The
2023/34 to 2027/28 MTFS was approved in September 2023. We understand that
officers intend for the September 2024 Cabinet to approve the 2024/25 to
2028/29 MTFS, however we suggest that this should be brought forward to early

in the 2024/25 financial year and then in subsequent years in line with the annual
approval of the revenue budget.

Improvement recommendation two: The Council approved the four-year
Medium Term Financial Strategy (MTFS) 2023/2% to 2027/28 in September
2023. The 2024/25 to 2028/29 MTFS should be approved early in the
2024/25 financial year, and we suggest that future MTFSs are prepared at
the same time as the annual budget and approved before the start of each
financial year.

The Council ensures its financial plan is consistent with other plans such
as workforce, capital, investment and other operational planning

Capital

The Council is committed to a significant capital investment programme to deliver,
with partners, a major regeneration of the city. Officers are proactive at securing
external grant funding wherever possible to continue to deliver significant,
ambitious capital investment in the city.
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Financial sustainability (continued)

The approved capital programme, at December 2023, for the Council was £398.2

million.
Funding of 2023-2028 Capital Programme
£m

W Revenue / Funds

£0.2
B Un-Ring-fenced grants ® Contributions 0%

£5.9 £1.1 W Capital Receipts
296 0% £10.1
3%
B Borrowing - Corporately
funded
£96.3
26%

W Borrowing - Service
funded
£1325

35%

W 5106 & CIL
£11.5
3%

m Ring-fenced grants
£116.3
31%

| Capital Receipts W Borrowing - Service funded m Ring-fenced grants

W S106 & CIL W Borrowing - Corporately funded m Un-Ring-fenced grants

W Contributions M Revenue / Funds

Source: Capital Financing Strategy 2024/25

Of this £243.853 million (61%) is funded through borrowing. Based on the latest
2023/24 forecast totalling £116.180m, actual capital spend on 31 December 2023
was £68.290m, some 50.17% of the forecast figure for 2023/24. Projects seeking to
fund proposals from service borrowing are required to meet the principle of “Invest
to save”. Business cases will evidence that a loan to fund capital spend can be
repaid from the net revenue benefits achieved from the investment. In February
2023, the Council approved a budget which contained an uplift to the revenue
budget of £4.190m to meet some of the increased costs associated with borrowing
requirements to fund the capital programme. The current MTFP contains proposals
to further increase this sum in 2024/25.

Work is ongoing to update the capital pipeline which will identify further corporate
borrowing requirements. The affordability of the capital programme and future
funding assumptions is under review. Continuing high interest rates against the
borrowing requirement to finance the current programme will create a revenue
pressure in 2024/25 if action is not taken to limit borrowing.
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With the increased cost of borrowing, additional challenge is required on projects
with service and corporate borrowing implications. We would expect £160 million of
unsupported borrowing to attract MRP of circa £3million per annum. DLUHC have
tightened MRP rules in 2024/25 which makes it very clear that MRP must be provided
as a revenue charge on all unsupported borrowing including that used to fund the
purchase of investment properties. For 2020/21, the Council used £1.4 million of
capital receipts in lieu of MRP which is not permissible. The Budget Scrutiny Select
Committee recommended that the Capital Programme is reprofiled to ensure that the
programme is affordable for the revenue budget. The Council already has high long-
term borrowing as a proportion of its long-term assets, as shown below.

Longterm borrowing as a proportion of Lostgrm
assets (%)
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Financial sustainability (continued)

The Council identifies and manages risk to financial resilience, such as
unplanned changes in demand and assumptions underlying its plans.

Reserves

The budget and MTFS 2023/24 - 2027/28 rightly acknowledged the need to contain
costs and deliver planned savings to protect the Council's reserves. For the 2022/23
financial year, the Council’s reserves and carry forwards reduced by £8.851 million.
Usable reserves are currently split between those earmarked for capital investment
and those allocated to revenue support and service development. Usable reserves also
include £3.662m held on behalf of schools and £8.743m general fund working
balances to cover short term cash flow movements, budget overspends and other
unforeseen contingencies. The working balance represents 4.421% of the net cost of
services which is lower than the Council’s target of 5% of net expenditure.

31 March 31 March

Reserves 2022 2023

£m £m
General Fund Balance (Working Balance) 8.743 8.743
Earmarked General Fund Reserves 79.750 43.469
Capital Receipts Reserve 16.982 17.207
Capital Grants and Contributions Unapplied 18.669 45.874
Total Usable Reserves 124.144 115.293

The 5% is an arbitrary figure that was recommended by CIPFA over 15 years ago.
Now there is no recommended % as each council should set its target reserves level
based on risk. Given that Plymouth is in the bottom quartile of “general fund and
earmarked reserves as a percentage of net revenue expenditure” compared to other
councils then it should aim for a target than higher than 5% of net revenue
expenditure. The MTFS cumulative deficit of £69 million to 31 March 2028 is some 60%
of the Council’s usable reserves of £115 million. The use of reserves is acknowledged
as a one off approach, in the Council’s MTFS, and not suitable as a long-term solution.
Invest to save expenditure is planned to reduce expenditure pressures in future.
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The latest benchmarking data from CFO Insights shows that, on average,
General Fund and non-schools earmarked general fund reserve is 40%, whereas
Plymouth is below average of its “family” at 19%.

General fund and non-schools earmarked general fund reserves as a percentage of net service revenue expenditure
(%)
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The Council recognised that its reserves were too low and had planned to
replenish the Working Balance at a rate of £350k a year from 2022/23, however
budget pressures meant that for 2022/23 there was a reserves contribution
holiday. The MTFS 2023/24 to 2027/28 shows that £750k may to be added to
reserves, in 2024/25, to replenish the working balance however there are no plans
in three years after to increase the working balance.

Improvement recommendation three:

As the Council is in the bottom quartile of “general fund and earmarked
reserves as a percentage of net revenue expenditure” compared to other
councils then it should aim for a higher working balance target than its
current 5% of net revenue expenditure to protect the medium-term financial
health and viability of the council.
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Financial sustainability (continued)

Overall conclusion for Financial Sustainability

Given the increased level of financial stress, we have concluded that for
2022/23, like many other councils, the Council does not have arrangements in
place for ensuring financial sustainability in the medium term. We have reported
a significant weakness in the Council’s financial sustainability arrangement for
medium-term financial planning and have raised one key recommendation, on
page 7, to reflect the financial challenge faced in revising the MTFS for 20214/25
to 2028/29. We have also raised three improvement recommendations (on pages
18 to 20) on the RAG rating of savings plan delivery, approval of the MTFS at the
start of the financial year alongside the annual budget, and the building up of
the Council’s level of reserves to a risk-based target which is higher than the
current 5% of net revenue expenditure

All members need to ensure that there is a robust response to the financial
matters highlighted above and that officers are supported in making the
changes needed. The Council’s MTFS needs to be updated before the start of
the 2024/25 financial year to reflect the impact of the financial stress
indicators. Progress in delivering transformation plans should be more
frequently tracked by Cabinet and the relevant service scrutiny committees.
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Improvement recommendation

8 Financial sustainability

Improvement We suggest that savings plans are RAG (Red, Amber, Green) rated, as part of the

recommendation1 reporting on the progress of achievement of savings so that officers and members are
aware in monthly financial reports to Cabinet, of the high-risk schemes that are less likely
to be delivered; and what alternative savings plans are in place to address any financial
in-year deficits.

Auditor judgement  Our work has enabled us to identify a weakness in arrangements which we do not consider to be
significant, but have raised a recommendation to support management in making appropriate
improvements.

Summary findings Identifying cost pressures, savings planning and driving further efficiencies are also at the core of
the Council’s Medium Term Financial Strategy (MTFS] which picks up the savings plans and
pressures in the annual budget and looks forward four financial years to 202728. Uncertainty
around future funding and demand for services means that the MTFS is based on assumptions. The
balancing of the 2023/24 budget is one of the most challenging the Council has faced. The savings
required for 2023/2% in the MTFS of £23.435 million were ambitious. At the end of quarter three
(December 2023) the Council was forecasting a shortfall against this target, as shown below, with
£6.831 million of savings forecast as “not achievable” at month 9 with only £2.183 million found as
mitigating actions. The forecast unachievable savings is £3.648 million.

Management
Comments

The range of recommendations that external auditors can make is explained in Appendix B
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Improvement recommendation

B\ Fi ial sustainabilit
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Improvement
recommendation 2

The Council approved the four-year Medium Term Financial Strategy (MTFS)
2023/24 to 2027/28 in September 2023. The 2024/25 to 2028/29 MTFS should be
approved early in the 2024/25 financial year, and we suggest that future MTFSs
are prepared at the same time as the annual budget and approved before the start
of each financial year.

Auditor judgement

Our work has enabled us to identify a weakness in arrangements which we do not consider
to be significant, but have raised a recommendation to support management in making
appropriate improvements.

Summary findings

The Council approves a number of key documents before the start of each financial year,
which includes the five year MTFS. However ahead of the 2024/25 financial year the Council
only approved the 2024/25 annual revenue budget. We understand that officers intend for
the September 2024 Cabinet to approve the 2024/25 to 2028/29 MTFS, however we suggest
that this should be brought in line with the annual approval of the revenue budget.

Management Comments

Commercial in confidence

The range of recommendations that external auditors can make is explained in Appendix B
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Improvement recommendation

B\ Fi ial sustainabilit
Inancial sustdainaplili 9

Improvement As the Council is in the bottom quartile of “general fund and earmarked reserves as

recommendation 3 a percentage of net revenue expenditure” compared to other councils then it
should aim for a higher working balance target than its current 5% to protect the
long-term financial health and viability of the council.

Auditor judgement Our work has enabled us to identify a weakness in arrangements which we do not consider
to be significant, but have raised a recommendation to support management in making
appropriate improvements.

Summary findings The Council recognised that its reserves were too low and had planned to replenish the
Working Balance at a rate of £3650k a year from 22/23, however budget pressures meant
that for 2022/23 there was a reserves contribution holiday . The MTFS budgets for £750k to
be added to reserves, in 2024/25, to replenish the working balance however there are no
plans in the three years after to add to the working balance to build this up.

Management Comments

The range of recommendations that external auditors can make is explained in Appendix B
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Governance

We considered how the Council:

A

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

approaches and carries out its annual
budget setting process

ensures effective processes and systems
are in place to ensure budgetary control;
communicate relevant, accurate and timely
management information (including non-
financial information); supports its statutory
financial reporting; and ensures corrective
action is taken where needed, including in
relation to significant partnerships

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

monitors and ensures appropriate
standards, such as meeting
legislative/regulatory requirements and
standards in terms of staff and board
member behaviour (such as gifts and
hospitality or declaration/conflicts of
interests) and where it procures and
commissions services.

Risk Management

The Council considers risk and opportunities across all of it
service and corporate areas. The Council’s Risk and
Opportunity Strategy 2023 - 2025 and guidance are
available for staff on the Council’s website together with E-
Learning.

Risk reporting

For 2022/23, the Strategic Risk Register was formally
reviewed and monitored by the Corporate Management
Team each quarter. Risks to planned outcomes are
considered as part of the business planning process.
Alignment of risk information with performance management
has been improved this year with strategic risk updates now
being included within operational performance reports,
scrutinised monthly by services.

The Council’s new computerised risk management, launched
in December 2023, produced comprehensive reports which
details current risks, their descriptions, risk scores, and
mitigating controls. The Audit and Governance Committee is
responsible for ensuring that risk management is effective
and receives bi-annual reports on "High" risks in terms of key
areas of activity and issues related to risk.

Alignment of risks to corporate priorities

We previously recommended that “The Council should
consider refining its risk management arrangements to align
with its strategic priorities.” The Council’s response was
“Management accepts this recommendation and we have
taken steps to implement strategic priorities into our risk
management process.” The Council added a risk category to
its systematic risk reporting to CMT and the Audit and
Governance Committee, through re-categorising some risks
as “strategic” rather than as financial, operational or
compliance risks.

Commercial in confidence

However, the Council’s strategic risks are not mapped to the
delivery of its corporate objectives in the Strategic Plan. The
Council’s arrangements for both performance management and
risk management could be streamlined so there is one integrated
reporting framework for corporate objectives in the Strategic
Plan, Key Performance Indicators (KPIs) for service delivery and
the risk around delivery of those KPlIs in the Strategic Risk
Register.

Improvement Recommendation four: Integration of
performance management and risk management through the
mapping of strategic risks to the achievement of corporate
objectives and associated Key Performance Indicators
(KPIs).

Risk appetite

The Council’s Strategy 2023 to 2025 is much clearer on risk
appetite. A scheduled senior leadership forum is planned to
further refine the risk appetite towards the end of 2023/24, with
the aim of having more bespoke risk appetite for different
departments. The new risk strategy will move away from risk
champions to a self-service system built using Office 365, which
was launched in December 2023. Senior leaders and
departmental teams will be able to view the risks on the live
dashboard. Internal Audit will also be part of the risk dashboard.

Effective risk management is about ensuring that the correct
level of control in place to reduce risks to the level at which the
Council can tolerate that risk, which is the Council’s “risk
appetite” for that risk. Strategic Risks are monitored every three
months and Operational Risks every six months. The benefits
gained with risk mitigation, as documented in the Council’s Risk
and Opportunity Management Framework, are improved
strategic, operational and financial management, better decision
making, improved compliance and improved customer service
delivery and better outcomes.
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Governance (continued)
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The Council identifies, assesses and scores its risks to give a “current (mitigated) risk The five severe risks, at November 2023, are:

score rating” in the “Risk Update” to CMT and the Audit and Governance
Committee. The resulting score dictates the level of management action as shown

below:

Risk Tolerance

Must be managed down urgently.

Amber (Med/High Risk)
Amber (Medium Risk)

Seek to influence medium term/monitor (as per risk appetite escalation)

Acceptable — continue to monitor if circumstances are subject to change,

if not, remove from register

Yellow (Very low risk) 1-5

Can be removed from register and managed locally within team but
consider adding to risk register if controls are likely to change

A review of the Council’s latest risk update shows that the Council is tolerating a
high level of risk after it has applied its mitigating controls as there are still five red

risks that “must be managed down urgently”

Plymouth City Council - Mitigation Analysis

Pre-mitigation Risk Matrix
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Source: Risk Update Report - Audit & Governance Committee November 2023
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Council expenditure exceeds the resources available (score = 25)

Cyber attack (Score = 20)

Emergency accommodation - bed and breakfast budget overspends (score = 20)
Failure to meet statutory duties (Score = 20)

IT supply chain constraints (Score = 20)

o F W~

The CounC|l s RM Strategy provides guidance on next steps for each of the high strategic
risk scoring, above 20, to include action planning of further controls and mitigations. The
risk tolerance table below helps to align risk exposure with management and escalation
activities. Ranges of risk scores are then associated with different levels of management
attention.

Residual Risk Score 1-4 5-10
Compliance, Regulation & Safeguarding e Accept but
(including Health, Safety & Wellbeing) cep monitor
Financial Accept nA"t:::':::rl.)ut
Reputation Accept Qg:r::;:)ut

However, the Risk Update Report does not record the further management action and
therefore provide CMT and the Audit and Governance Committee any assurance on how
these risks are being managed, what “extensive management essential” is being
applied and in what timeframe.

Improvement recommendation five: The quarterly High Risk Update Report to
Corporate Management Team and the Audit & Governance Committee needs to
record further management action to provide officers and members with assurance
on how strategic risks scoring in excess of 20 are being managed, with specific
SMART actions and timeframes to monitor the management of these risks. We
suggest that this information is also recorded on the computerised risk management
system.
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Internal Audit

The Council has adequate Internal Audit and Local Counter Fraud Services provided by
Devon Assurance Partnership (DAP). Regular reporting is provided to the Audit and
Governance Committee who provide appropriate oversight and challenge. The Internal
Audit Plan for 2022-23 was approved by the Audit Committee in March 2022 and
confirms compliance with the requirements of the Public Sector Internal Audit Standards
(PSIAS). A summary of progress against the annual plan is presented to each Audit and
Governance Committee meeting, setting out the work completed to date and any
significant findings. The year end Head of Internal Audit Opinion (HolAQ) in 2022/23 was
“Reasonable Assurance”.

Fraud Detection

The Devon Audit Partnership carries out anti-fraud work, investigating potential fraud
and irregularities and conducting pro-active anti-fraud and corruption testing of systems
at risk. The 2022/23 plan includes policy implementation, focused reviews, reducing
fraud risk in systems, assurance on corporate risk, investigation of potentially fraudulent
activity, and training and awareness.

The 2022/23 Annual Counter Fraud Report, presented to the Audit Committee in June
2023, showed that the Counter Fraud Services Team received (CFST) received 277
referrals in the past six months covering areas of Council Business such as tenancy
fraud, blue badge fraud, and parking permits. The CFS team has 101 live investigations
and continues to support service areas that require data analysis and monitoring.
Individual investigation details cannot be disclosed due to sensitive information. The
Counter Fraud Annual Report reports that the CFST helped the Council generate savings
of £1,348,278.10 and reviewed the Council's counter fraud resilience

Decision making

As outlined in the Constitution, the Cabinet is responsible for day-to-day decisions which
are taken with council officers present at meetings open to the public. The Cabinet
makes decisions in line with the Council's policies and budget, with matters outside of
this referred to the full Council to decide. Scrutiny Committees support the work of the
Cabinet and Council by looking into policies and matters of local concern, leading to
reports and recommendations for the Cabinet
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