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Councillor Kevin O’Neill 
Merthyr Tydfil County Borough Council 
Civic Centre 
Castle Street 
Merthyr Tydfil CF47 8AN 

 

Reference: JH19-001 
Date issued: 31 May 2019 

Dear Kevin 
 
As you are aware, the Council is currently facing a number of significant 
challenges. Senior officers from the Council recently met with Welsh Government 
representatives to talk through these challenges. Following our recent annual 
audit letter, the purpose of this letter is to formally record that we continue to have 
significant concerns about the Council and to suggest that the Council consider 
seeking support from Welsh Government to help it address its key challenges. Our 
view of the key risk areas for the Council are set out below: 

Financial situation 
As set out in our Annual Audit Letter of April 2019, the Council is forecasting a net 
revenue deficit of £0.1m for 2018-19, but only after the use of £3.5 million of 
earmarked reserves. The use of reserves is £1.6m higher than budgeted at the 
start of the financial year. The Council is forecasting overspends in all its front-line 
service departments in 2018-19. There are significant budget pressures in Social 
Services and education. Looked after children, in particular, is placing major 
pressure on the Council’s finances. Managers have been tasked with urgently 
addressing projected budget deficits within their respective service areas, 
identifying all possible remedial measures to offset projected deficits. 
In order to have a balanced budget for 2019-20, the Council is anticipating using 
£2.3 m of reserves.  The level of general reserves will then reduce to £4.2 million 
or 3.5% of net revenue expenditure. This will be at the lower end of the Council’s 
threshold in its Corporate Reserves Policy.  It is not sustainable for the Council to 
continue to rely on its reserves to manage its budget.  
For 2020-21, the Council is facing a budget gap of about £8.2m and a cumulative 
deficit of £15 million over the next four years.  
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Significant work is needed to ensure that the Council plans and uses its resources 
sustainably and effectively to deliver its priorities and to maintain its statutory 
functions. Corporate management team has recently developed a series of 
workstreams to help address its key challenges. These include workstreams 
around looked after children, strategic land use, individual schools’ budgets and 
prevention as well as workstreams which will focus on sustainability and 
addressing the budget deficit. However, some of these workstreams have only just 
been set up. The workstreams are being resourced from within the Council’s 
existing resources and capacity. The key challenge for the Council will be to 
ensure that these workstreams have the desired impact quickly, including 
achieving the necessary savings within the tight timescales needed. We feel the 
Council would benefit from external support to facilitate the delivery of these 
workstreams. As yet, the Council does not have robust plans to address the 
budget gap in the short or medium term.  There is a significant risk that the 
Council may not be able to deliver balanced budgets in forthcoming years – 2020-
21 onwards in particular is going to be difficult.   
The financial situation is such that it requires cohesive and collective responsibility 
amongst all members to take difficult decisions to address it.  Whilst the Council 
agreed its budget this year, we are aware that it took a great deal of officer work 
and negotiations between members to achieve this. We are aware of the potential 
for political tensions, but it is vital that members work together to agree a way 
forward for the benefit of the people of Merthyr Tydfil. 

Service pressures 
The Council is facing a number of significant service issues: 
• Our current review of leisure services has identified significant concerns 

about the future of leisure services. We are in process of clearing our draft 
report with the Council, but our initial findings are that the Council does not 
have a clear vision for its leisure and cultural services, elements of the 
contract with the Leisure Trust are restricting the Trust from achieving its 
potential and the Council has not used its governance arrangements 
effectively to manage and oversee the Trust. As there has been very minimal 
change to the Trust’s management fee, the Council has effectively protected 
the leisure and cultural services from public sector cuts experienced by other 
services.   

• Whilst the Council considers that primary education is improving, and it is 
targeting the secondary schools of particular concern, education 
performance at Key Stage 4 is unsatisfactory.  Attendance at both primary 
and secondary schools is also unsatisfactory. Education performance is 
22nd out of 22 when compared to other Welsh councils. There have been 
particular budgetary pressures in special educational needs. To date, the 
Council has protected its schools’ budgets, but officers are now explaining to 
members that they may need to consider if this is sustainable or to 
understand the impact on other budgets if they choose to continue to protect 
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schools’ budgets. Individual schools’ budgets constitute about £42 million of 
the Council’s budget.  

• The Council is facing unprecedented demand around looked after children. 
In 2018-19, the Council overspent its social care budget by about £1.3 
million. It has subsequently increased its social care budget for 2019-20 to 
manage the existing demand.  However, if the demand continues to 
increase, this will place significant pressure on the Council’s budgets and it 
does not have the buffer within its budgets to manage this. The Council has 
a workstream around looked after children.   

• Our follow up review of environmental health services found that the 
Council’s environmental health services resources have reduced, and it 
cannot demonstrate that it is delivering all its statutory environmental health 
services. 

Leadership and capacity 
The Council has a very lean management structure. In the absence of the Chief 
Executive, the Deputy Chief Executive is currently acting up as Chief Executive. 
The recent round of VER resulted in over 200 applicants, more than twice the 
number the Council was looking for. In the end, 36 staff left through this round of 
VER. A number of senior posts were deleted through this process.  Staff costs 
remain the largest Council expenditure, but the Council recognises it needs to 
balance achieving savings through staff cuts with the loss of valuable skills and 
capacity. Depleting its staff capacity is not a sustainable solution. In addition, the 
Council’s organisation development and workforce plan highlights that nearly 50% 
of the Council’s workforce is over 50, which poses significant challenges around 
succession planning and building internal capacity to help the Council plan for the 
future.  
Given that some senior posts were deleted as a result of the recent round of 
voluntary severance, the portfolios of remaining senior officers are substantial.  
The absence of the Chief Executive is causing a distraction at a time when the 
Council’s leadership needs to be focused on addressing the Council’s financial 
situation and other service issues. 
We recognise that senior officers are keen to work to find solutions in the best 
interests of the people of Merthyr. However, we are concerned that the challenges 
are such that the Council does not have the necessary time and capacity to do 
this on its own.  

Governance 
Our Scrutiny fit for the Future report raised a number of areas for improvement 
and concluded that the Council is beginning to respond to weaknesses in its 
overview and scrutiny arrangements, but further work remains to make it better 
place to respond to current and future challenges.  Scrutiny committees are not 
effectively holding the Cabinet to account, scrutiny activity is not well planned, and 
the Council cannot demonstrate the effectiveness of overview and scrutiny 
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activity. We have recommended that the Council publish a forward work 
programme for Cabinet, but this remains outstanding.  Our environmental health 
and leisure reviews both identified weaknesses in the Council’s governance 
arrangements. 
The political composition of the Council is currently 16 independents, 14 Labour 
and three others. However, there have been a number of changes of membership 
across the three groups. This has created some difficulties in pursuing potential 
solutions to the Council’s budget challenges. 

Next steps 
Taken together, these issues present an extremely concerning situation which the 
Council needs to urgently address. If the Council is going to be able to respond to 
the service issues it faces, it needs sound financial capacity, and robust 
governance and leadership.   However, we are of the view that the Council will 
struggle to address these challenges without external support.  Given the current 
situation, the Council may want to consider requesting support from the Welsh 
Government under section 28 of the Local Government (Wales) Measure 2009 to 
help it address these challenges. 

Yours sincerely 

 
Jane Holownia 
Sector Lead – Local Government & Criminal Justice 
 
 
Cc: Ellis Cooper, Reg Kilpatrick 
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