BIRMINGHAM CITY COUNCIL

RESOURCES OVERVIEW AND SCRUTINY COMMITTEE

TUESDAY, 04 SEPTEMBER 2018 AT 12:00 HOURS
IN COMMITTEE ROOMS 3 & 4, COUNCIL HOUSE, VICTORIA
SQUARE, BIRMINGHAM, B1 1BB

AGENDA

NOTICE OF RECORDING/WEBCAST

The Chairman to advise/meeting to note that this meeting will be webcast
for live or subsequent broadcast via the Council's Internet site
(www.civico.net/birmingham) and that members of the press/public may
record and take photographs except where there are confidential or exempt
items.

2 DECLARATIONS OF INTERESTS

Members are reminded that they must declare all relevant pecuniary and non
pecuniary interests arising from any business to be discussed at this meeting. If a
disclosable pecuniary interest is declared a Member must not speak or take part in
that agenda item. Any declarations will be recorded in the minutes of the meeting.

3 APOLOGIES

To receive any apologies.

4 RESOURCES O&S ACTION NOTES -19 JULY 2018

To confirm the action notes of the meeting held on 19 July 2018.

5 ANNUAL AUDIT FINDINGS REPORT

To consider Grant Thornton's Audit Findings Report, which summarises the
significant outcomes, conclusions and recommendations from their work on
external audit for 2017/18, including their opinion on the Statement of
Accounts, Value for Money and their written recommendations to the
Council under Section 24 of the Local Audit and Accountability Act 2014.
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RESOURCES 0&S COMMITTEE WORK PROGRAMME 2018/19

To consider the Committee's work programme.

REQUEST(S) FOR CALL IN/COUNCILLOR CALL FOR

ACTION/PETITIONS RECEIVED (IF ANY)

To consider any request for call in/councillor call for action/petitions (if
received).

OTHER URGENT BUSINESS

To consider any items of business by reason of special circumstances (to
be specified) that in the opinion of the Chairman are matters of urgency.

AUTHORITY TO CHAIRMAN AND OFFICERS

Chairman to move:-

'In an urgent situation between meetings, the Chairman jointly with the
relevant Chief Officer has authority to act on behalf of the Committee'.
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BIRMINGHAM CITY COUNCIL
RESOURCES O&S COMMITTEE — PUBLIC MEETING

1400 hours on Thursday 19 July 2018, Committee Room 6

Present:
Councillor Sir Albert Bore (Chair)

Councillors Muhammad Afzal, Zaheer Khan, Meirion Jenkins and Paul Tilsley

Also Present:

Clir Brigid Jones, Deputy Leader

Clir Brett O’Reilly, Cabinet Member for Finance and Resources
Anne Ainsworth, Assistant Director, Children and Young People
Clive Heaphy, Corporate Director, Finance and Governance
Nigel Kletz, Director, Commissioning and Procurement
Jonathan Tew, Assistant Chief Executive

Jayne Power, Scrutiny Officer

Emma Williamson, Head of Scrutiny Services

1. NOTICE OF RECORDING/WEBCAST

The Chairman advised the meeting to note that this meeting will be webcast for live
and subsequent broadcast via the Council's Internet site
(www.birminghamnewsroom.com) and that members of the press/public may
record and take photographs.

2. APOLOGIES

Apologies were received from Councillors Josh Jones, Narinder Kaur Kooner and
Ewan Mackey.

3. DECLARATIONS OF INTERESTS
None.
4. RESOURCES O&S ACTION NOTES, 21 JUNE 2018

(See document No 1)

The notes were agreed.
5. FINANCIAL OUTTURN REPORT 2017/18

(See document No 2)
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Clir Brett O’Reilly, Cabinet Member for Finance and Resources, and Clive Heaphy,
Corporate Director, Finance and Governance, attended for this item.

The discussion began with Members expressing their concerns that financial
monitoring reports would now be going to Cabinet on a quarterly basis and
discussed the fact that Scrutiny needs to be able to look at budget monitoring more
regularly than this.

Clive Heaphy, Corporate Director, Finance and Governance, explained the process
and that the intention by moving to quarterly reporting is to improve both timeliness
and transparency.

Clive Heaphy offered to bring something back to Committee on the two alternative
timescales and whether it would be possible to produce reports which could be
considered by Scrutiny on a monthly basis.

Members agreed that however the data is presented the Committee needs to be
able to scrutinise it in public.

Moving on to the Financial Outturn Report 2017/18, the following were among the
main points raised:

e Members expressed concern regarding the increase in the use of reserves
which has been picked up by the Birmingham Independent Improvement
Panel and the auditors and it was agreed that this is a matter for Audit
Committee;

e With regard to overspends, Acivico and the Waste Service were areas of
concern and it was suggested that the Committee should look at these in
greater detail at the next meeting.

RESOLVED:-

e That the above areas of concern are included on the agenda for the
September meeting.

BIRMINGHAM INDEPENDENT IMPROVEMENT PANEL STOCKTAKE REPORT

(See document No 3)

The Deputy Leader and Jonathan Tew, Assistant Chief Executive, attended for this
item and the following were among the main points raised:

e With reference to the statement that the Leader is going to look at ways of
improving how Scrutiny operates in the City Council, the Chair said this goes
back to how this Committee uses budget monitoring information;
Birmingham is facing the same difficulties as other councils but was
addressing the need to modernise later than other local authorities;

e The Deputy Leader made the point that performance and budget are linked
and that a number of budget overspends were driven by poor performance
within the Council;

e The Council Business Plan focusses on high level principles and the big
changes which can be made to improve performance, make savings and
modernise at the same time and performance against other local authorities
has been looked at;
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e Monthly meetings with the Panel are being held to look at progress against
the Corporate Governance Improvement Plan and performance against this
will be reported to Cabinet monthly;

e The Chair said that the stocktake report addresses a number of matters
which the Committee has already given some attention to and suggested that
the Committee might want to look at the HR function at a future meeting;

e The Chair informed Members that he would be meeting with the Panel the
following week and would report back to Committee on that meeting in
September.

RESOLVED:-
e That HR be programmed in for a future meeting;

e That the Chair would report back to Committee in September on his meeting
with the Birmingham Independent Improvement Panel.

. TRAVEL ASSIST

(See document No 4)

The Chair told Committee that he had asked for this item to be added to the agenda
following the report which went to Cabinet on 26 June.

Nigel Kletz, Director of Commissioning and Procurement, and Anne Ainsworth,
Assistant Director, Children and Young People, attended for this item.

The following were among the main points raised:

e There were three elements to the Cabinet report: the extension to the
existing contract, the agreement to put in place a new commissioning
strategy for the end of 2019 and agreement to consultation for a new 0-25
policy;

e The Chair pointed out that the focus of this Committee is on budget and
procurement matters;

e The 2017/18 outturn report acknowledged a £3.1m overspend and the report
to Cabinet indicates an overall budget for 2018/19 of £18.4m. This is,
therefore, a huge overspend;

e The Period 2 monitoring report expresses two concerns — a base budget
pressure which is too low, reflecting the overspend in 2017/18, and failure to
achieve savings;

e |tis of concern that Travel Assist is experiencing an increase in demand,
which means the pressure is likely to be exacerbated;

e Members expressed concern that there had been so many extensions to the
contract and were told that there were a number of reasons for this. Some
were for short periods, some longer, and there had been a series of
unsuccessful service reviews and attempted procurements where the market
did not respond;
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The most significant re-procurement attempt had been two years ago, but
this had been unsuccessful due to the fact that a lot of capital investment is
required;

Members were told that there is now better governance and the programme
board had met the previous day and was looking at what policy changes
should be consulted on and what the commissioning approach should be;

There will be a report back to Cabinet in the autumn;

The Chair stated that he wished to put down a firm marker on behalf of the
Committee that Scrutiny had flagged up a potential overspend in this service
and at the moment no identification of savings that can be taken into
account;

He went on to say that a report to Cabinet in March 2017 asking for an
extension until August 2018 asked for a commissioning plan to be developed
and this had not been done and that during the period of contract extensions
there had been poor performance and higher costs;

Clir O’Reilly confirmed that the star chamber had been re-introduced and this
issue had been discussed there and also at the EMT awayday. He assured
Members that he is fully aware of the situation and is looking to bring down
the pressures on this budget and further stated that if he had not signed off a
further extension to the contract this would have had a significant impact on
the Council’s ability to provide the service;

With regard to the management of contracts and consequences for
performance failures, Members were advised that how we manage contracts
is included in procurement. There is a standard clause in all contracts relating
to performance failures and that right is exercised when needed;

Cllr Afzal asked in how many cases in the last 5 years contracts had been
terminated or penalties imposed and the Chair requested that this
information be provided to Committee.

RESOLVED:-

That Committee be provided with the information requested with regard to
termination of contracts and penalties imposed over the last 5 years.

RESOURCES O&S COMMITTEE WORK PROGRAMME, JULY 2018

(See document No 5)

It was agreed that the Committee would undertake a piece of work around the
Financial Planning Process and a Terms of Reference would be drafted.

RESOLVED:-

Terms of Reference to be drafted for the work around the Financial Planning
Process;

The work programme was noted.
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9. REQUEST(S) FOR CALL IN/COUNCILLOR CALL FOR ACTION/PETITIONS RECEIVED (IF
ANY)

None.
10. OTHER URGENT BUSINESS
None.
11. DATE OF THE NEXT MEETING
Noted.
12. AUTHORITY TO CHAIRMAN AND OFFICERS

Agreed.

The meeting ended at 1600 hours.
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Key issues identified in Audit
Findings 2017/18

Statutory Recommendations

1.2

1.3
1.4

Purpose and Attached Documents

Clir O'Reilly, Cabinet Member for Finance and Resources, and Clive Heaphy, Corporate Director
Finance and Governance, have been asked to attend your meeting to respond to the Statutory
Recommendations from the auditors.

Attached to this paper are:

e The Audit Findings, including the statutory recommendations, for year ending 31 March 2018;
issued 30 July 2018.

e Letter of 30 July from the City Council to Grant Thornton, provided in connection with the
audit of the financial statements of Birmingham City Council and its subsidiary undertakings for
the year ended 31 March 2018

The Annual Statement of Accounts is available from the Scrutiny Office on request.

This cover note sets out a short summary and some suggested questions. It does not set out a
definitive set of questions to be asked but suggests a range of questions that could be asked, and
to assist members to think through other possible questions that may arise from the key sections
of the audit letter.

The Recommendations

On 11" September, the City Council is to vote on whether or not to accept the recommendations
put forward by the auditors, and to agree on what action is to be taken in response.

Potential questions.:
a. Will you be advising the Council to accept the recommendations?

b. Is there anything in the auditor’s report that you would dispute?

Recommendation 1 - Mitigations

2.2

The recommendation of the auditor is to

“Deliver its savings plans in 2018/19, in particular by identifying alternatives where existing plans
are not deliverable, to mitigate the impact of the combined savings and budget pressure risks.”



Key issues identified in Audit Findings 2017/18

2.3 A similar recommendation was made last year, but the report states that “little progress has been
made”. The period 3 financial report for 2018/19 notes that:

“For 2018/19, the Council has adopted a financial framework that emphasises Cabinet
Member/Chief Officer accountable for the delivery of their services within the resources allocated
with no recourse to reserves and Directorates are expected to identify further strategic mitigations
to recover the budget position”

Potential questions:

c. The report states that “Delivery of savings has proved an enduring problem” — do you
understand the reasons for this (e.g. is it about culture, process or something else?)?

d. Under-delivery of savings is continuing this financial year (as evidenced in Period 3) — what
action is being taken to stop this? (the auditor’s report refers to strengthening monitoring
processes and embedding accountability for delivery of savings more strongly within
Directorates — could you expand on this?)

e. The Period 3 monitoring report shows that mitigations still not in place — when do you expect
this to be done?

Recommendation 2 - medium term financial planning
2.4 With regards to medium term financial planning, the recommendation is:

“Develop a realistic medium term financial plan for 2019/20 to 2021/22 which incorporates realistic
and detailed savings plans and takes account of key budget and service risks.”

2.5 The Resources O&S Committee has agreed to undertake an inquiry into long term financial
planning in the council, looking to learn from best practice.

Potential questions:
f.  Which councils do this well and what can we learn from them?

g. What is your analysis of why medium term financial planning has not worked here in the past?

Recommendation 3 - adequate reserves
2.6 The recommendation of the auditor is to

“Ensure that it maintains an adequate level of reserves to mitigate the impact of budget risks, in
particular one-off risks such as the Commonwealth Games and Equal Pay.”

2.7 This Committee previously agreed that the matter of reserves sits with the Audit Committee;
however the report does raise some issues for scrutiny, particularly with regards to the risks
relating to equal pay and Commonwealth Games.

Potential questions:



h. When will we have greater clarity on the risks to the Council relating to the CWG?

Recommendation 4 - Financial reporting

2.8 The auditor notes that the use of reserves in-year is not explicitly recorded in monitoring reports.
The recommendation is to:

“Ensure that its financial monitoring and budget reports are clear, transparent, and timely
particularly in relation to the use of reserves, whether in-year or at year-end.”

Potential questions:

i. What changes will be made to financial reporting in light of the auditor’s recommendation and
when?

Recommendations 5 - Governance Issues
2.9 The auditor recommended the need to:

“"Report governance failures and emerging issues promptly and clearly to Members and local
citizens”

2.10  As governance matters properly sit with the Co-ordinating O&S Committee, these have been
referred to the Chair, Clir John Cotton.

Recommendation 6 - Subsidiary Bodies
2.11 The recommendation of the auditor is to

“Ensure that appropriate arrangements are implemented in relation to the Council’s subsidiary
bodies, including regular financial reporting and appropriate Council nominees on subsidiary body
boards, to ensure that emerging risks are monitored, reported and managed promptly.”
2.12  The Resources O&S Committee has agreed to look at Acivico specifically at a later meeting.
Potential questions:
j.  How will the activities of subsidiary bodies be made more transparent?

k. Are any governance changes required with regards to subsidiary bodies?

Recommendations 7 - Place Directorate

2.13 The auditor considered the particular case of the Place Directorate and recommended that the
Council:

“Ensure that robust management and governance arrangements are put in place within the Place
Directorate, particularly to ensure effective oversight of the Waste Service, to ensure that it
delivers its financial and service objectives.”

Potential Questions:
I.  What checks and balances are in place to ensure that the financial challenges facing the Place
Directorate are not repeated?



Key issues identified in Audit Findings 2017/18

m. What action is in place to ensure that the failing in financial governance identified will not be
repeated?

Contact officers:
Emma Williamson, Head of Scrutiny Services, 0121 464 6870
Jayne Power, Scrutiny Officer, 0121 303 4810




o Grant Thornton

Audit Findings

Year ending 31 March 2018

Birmingham City Council
30 July 2018

Page 13 of 76




Contents

000

!

Your key Grant Thornton
team members are:

Phil Jones

Director
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E: phil.w.jones@uk.gt.com

Laura Hinsley

Senior Manager
T: 0121 232 5235
E: laura.e.hinsley@uk.gt.com

Tess Barker-Philips

Assistant Manager
T: 0121 232 5428
E: tess.s.barker-Philips@uk.gt.com
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3. Value for money 26
4. Independence and ethics 34
Appendices

A. Action plan

B. Follow up of prior year recommendations

C. Audit adjustments

D. Fees

E. Audit Opinion

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 expressing
our opinion on the financial statements. Our audit is not designed to test all internal controls or identify all areas of control weakness. However, where, as part of our testing, we identify
control weaknesses, we will report these to you. In consequence, our work cannot be relied upon to disclose all defalcations or other irregularities, or to include all possible improvements
in internal control that a more extensive special examination might identify. This report has been prepared solely for your benefit and should not be quoted in whole or in part without our
prior written consent. 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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Headlines

This table summarises the key issues arising from the statutory audit of Birmingham City Council (‘the Council’) and the preparation of the group and Council's financial statements for

the year ended 31 March 2018 for those charged with governance.

Financial Under the International Standards of Auditing (UK) (ISAs),
Statements we are required to report whether, in our opinion:

« the group and Council's financial statements give a true
and fair view of the group and Council’s financial position
and of the group and Council’s expenditure and income
for the year, and

* have been properly prepared in accordance with the
CIPFA/LASAAC code of practice on local authority
accounting and prepared in accordance with the Local
Audit and Accountability Act 2014.

We are also required to report whether other information
published together with the audited financial statements
(including the Statement of Accounts, Annual Governance
Statement (AGS) and Narrative Report), is materially
inconsistent with the financial statements or our knowledge
obtained in the audit or otherwise appears to be materially
misstated.

Our audit work was completed on site during June and July. Our findings are summarised on pages
4 to 24. We have identified four adjustments to the financial statements that have resulted in a
£97m adjustment to Total Comprehensive Income. The audit adjustment is detailed in Appendix C.
We have also raised recommendations for management as a result of our audit work in Appendix A.
Ouir follow up of recommendations from the prior year’s audit are detailed in Appendix B.

Subject to receipt of the management representation letter, we anticipate issuing an unqualified
audit opinion following the Audit Committee meeting on 30 July 2018, as detailed in Appendix E.

We have concluded that the other information published with the financial statements, which
includes the Statement of Accounts, AGS and Narrative Report, are consistent with our knowledge
of your organisation and with the financial statements we have audited.

Although we are not proposing to report any AGS issues in our audit report, we bring the following
point to your attention:

Management of schools has not been included as a significant governance issue in this year's
AGS due to it being removed from the Council’s risk register in response to the enhanced
governance arrangements. Although we are not challenging this assessment we are proposing
to qualify our value for money conclusion due to ongoing governance issues identified by
internal audit’s reviews of schools.

Value for Money  Under the National Audit Office (NAO) Code of Audit
arrangements Practice (‘the Code'), we are required to report whether, in
our opinion:
» the Council has made proper arrangements to secure
economy, efficiency and effectiveness in its use of
resources (‘the value for money (VFM) conclusion’)

We have completed our risk based review of the Council’s value for money arrangements. We have
concluded that Birmingham City Council does not have proper arrangements to secure economy,
efficiency and effectiveness in its use of resources.

We therefore anticipate issuing an adverse value for money conclusion, as detailed in Appendix E.
Our findings are summarised on pages 26 to 33.

Statutory duties The Local Audit and Accountability Act 2014 (‘the Act’) also
requires us to:
* report to you if we have applied any of the additional
powers and duties ascribed to us under the Act; and
« certify the closure of the audit

We have issued our Statutory Recommendation under section 24 of the Local Audit and
Accountability Act 2014. Further details are included on pages 5 to 11 of this report.

We do not expect to be able to certify the conclusion of the audit until:

* we have completed our consideration of the one remaining objection brought to our attention in
2016/17 under Section 27 of the Local Audit and Accountability Act 2014; and

« we have completed the necessary work to issue our Whole of Government Accounts (WGA)
Component Assurance statement for the year ended 31 March 2018.

Acknowledgements

We would like to take this opportunity to record our appreciation for the assistance ;E’@@Bd’ltﬁv OF Fiance team and other staff during our audit.
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Financial statements

Summary

Overview of the scope of our audit

This Audit Findings presents the observations arising from our audit that are significant to
the responsibility of those charged with governance to oversee the financial reporting
process, as required by International Standard on Auditing (UK) 260 and the Code. Its
contents have been discussed with management. As auditor we are responsible for
performing the audit, in accordance with International Standards on Auditing (UK), which is
directed towards forming and expressing an opinion on the financial statements that have
been prepared by management with the oversight of those charged with governance. The
audit of the financial statements does not relieve management or those charged with
governance of their responsibilities for the preparation of the financial statements.

Audit approach

Our audit approach was based on a thorough understanding of the Council's business and
is risk based, and in particular included:

* An evaluation of the components of the group based on a measure of materiality
considering each as a percentage of total group assets and revenues to assess the
significance of the component and to determine the planned audit response. From this
evaluation we determined that a targeted audit response was required for Birmingham
City Propco Ltd and PETPS (Birmingham) Pension Funding Scottish Limited
Partnership as they were new companies set up in the 2017/18 year. An analytical
approach was required for all other components.

* An evaluation of the group's internal controls environment including its IT systems and
controls; and

» Substantive testing on significant transactions and material account balances, including
the procedures outlined in this report in relation to the key audit risks.

Conclusion

We have substantially completed our audit of your financial statements and subject to
outstanding queries being resolved, we anticipate issuing an unqualified audit opinion
following the Audit Committee meeting on 30 July 2018, as detailed in Appendix E. These
outstanding items include:

- receipt of management representation letter;
- reviewing the final version of the financial statements.

© 2018 Grant Thornton UK LLP | Audit Findings Report for Birmingham City Council | 2017/18

Key audit findings

The key messages arising from our audit of the Council’s financial statements are as
follows.

We received a good quality set of financial statements on 31 May in line with the statutory
deadline. The working papers supporting the accounts have been fit for purpose and we
appreciate the support that the Finance Team have given us throughout the audit.

Our audit has identified four adjusted errors. Further details are provided in Appendix C.
Our audit has not identified any unadjusted errors.

We are planning to issue an unqualified opinion on the financial statements. Our
enhanced audit report will include an Emphasis of Matter paragraph in relation to the
disclosure of the uncertainties surrounding the volume and timing of any future equal pay
claims.

We are planning to issue a qualified ‘adverse’ Value for Money (VfM) conclusion. This is
because the weaknesses in arrangements which we have identified, are both significant in
terms of their impact and numerous in terms of the number of different aspects of proper
arrangements affected, that we are unable to satisfy ourselves that the Council has proper
arrangements to secure ViM:

» Budget Delivery and Reserves Management, as well as savings proposals (including
the principles of the Future Operating Model) and Equal Pay: due to the significant use
of reserves in 2017/18, the planned use of £30.5m of Corporate Reserves in 2018/19,
the failure to deliver all of the planned savings in 2017/18 and the £9.1m of savings
identified as not deliverable in 2018/19 as reported by the Council at Month 3;

» Improvement Panel (‘the Panel’): the Council is working collaboratively with the Panel,
but needs to address the issues highlighted in its Improvement Stocktake Report;

« Services for Vulnerable Children: although Ofsted has acknowledged improvement
following its most recent monitoring visits, the Council is still rated as ‘inadequate’; and

» Management of Schools: Ofsted has identified some improvements in arrangements
but Internal Audit reports suggest weaknesses in financial and other controls at 52% of
schools visited.

Whilst we have not qualified our VM conclusion in relation to the Commonwealth Games,
we do recognise that a significant level of funding has not yet been received by the
Council and there is a risk that hosting the games will impact upon the Council’s future
financial sustainability if it is not adequately managed.
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Financial statements

Statutory Recommendation

Recommendation made under Section 24 of the Local Audit
and Accountability Act 2014 (‘the Act’)

The Council needs to:
Finance

» Deliver its savings plans in 2018/19, in particular by identifying alternatives
where existing plans are not deliverable, to mitigate the impact of the
combined savings and budget pressure risks.

+ Develop a realistic medium term financial plan for 2019/20 to 2021/22 which
incorporates realistic and detailed savings plans and takes account of key
budget and service risks.

» Ensure that it maintains an adequate level of reserves to mitigate the impact
of budget risks, in particular one-off risks such as the Commonwealth Games
and Equal Pay.

Transparency and Governance
« Ensure that its financial monitoring and budget reports are clear, transparent,
and timely particularly in relation to the use of reserves, whether in-year or at

year-end.

» Report governance failures and emerging issues promptly and clearly to
Members and local citizens.

Subsidiary Bodies

» Ensure that appropriate arrangements are implemented in relation to the Council’s
subsidiary bodies, including regular financial reporting and appropriate Council
nominees on subsidiary body boards, to ensure that emerging risks are monitored,
reported and managed promptly.

Place Directorate
« Ensure that robust management and governance arrangements are put in place

within the Place Directorate, particularly to ensure effective oversight of the Waste
Service, to ensure that it delivers its financial and service objectives.

© 2018 Grant Thornton UK LLP | Audit Findings Report for Birmingham City Council | 2017/18

Our responsibilities

As well as our responsibilities to give an opinion on the financial statements and assess
the arrangements for securing economy, efficiency and effectiveness in the Council's use
of resources, we have additional powers and duties under the Act. These include powers
to issue a public interest report, make a written recommendation, apply to the Court for a
declaration that an item of account is contrary to law, and to give electors the opportunity
to raise questions about the Council's accounts and to raise objections received in
relation to the accounts.

We have concluded that it is appropriate for us to use our powers to make a written
recommendation under Section 24 of the Act due to the Council's current and forecast
financial position.
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Financial statements

Statutory Recommendation (continued)

Reasons for making the recommendation

We included a statutory recommendation in October 2016 under Section 24 of the Local Audit
and Accountability Act 2014 (‘Section 24’) in our 2015/16 Annual Audit Letter relating to the
adequacy of budgetary arrangements. The recommendation stated that the Council needed
to:

+ “ensure that there is Council-wide commitment to delivering alternative savings plans to
mitigate the impact of the combined savings and budget pressure risks in 2016/17;
+ demonstrate that it is implementing achievable actions to deliver its cumulative savings
programme in the Business Plan 2017+ by:
- revising savings programme from 2017/18 onwards to reflect the delayed on non-
delivery of savings plans in 2016/17;
- ensuring that all savings plans are assessed for both lead time to implement and
delivery risk; and
+ re-assess the impact of the combined savings and budget pressure risks on the planned
use of reserves for 2016/17 and the impact of this on the reserves position from 2017/18
onwards.”

This recommendation and the Council’s formal response were considered at the Council
meeting on 10 January 2017.

We have now concluded that little progress has been made to 31 March 2018 in delivering
against the recommendations. In addition, we have significant concerns about other areas of
the Council’s performance. Accordingly we now consider it appropriate to make further
recommendations under the Act.

It is encouraging that the Council’s Improvement Stocktake Report published on 29 June
2018 recognises many of the weaknesses which our recommendation seeks to address. The
Birmingham Independent Improvement Panel (‘the Panel’) has also commented on 29 June
that whilst the Council has ‘not sufficiently gripped’ the improvement challenge set by the
Kerslake report, it is now committed to doing so. The key, from our perspective, now, is to
start to convert the good intentions into the improvements required.

© 2018 Grant Thornton UK LLP | Audit Findings Report for Birmingham City Council | 2017/18

Finance
Savings Plan delivery

The Council has failed to deliver planned savings targets since 2016/17. It reported
a budget overspend of £29.8m in 2016/17, but only after applying £42.1m of
corporate reserves as well as making use of capital receipts flexibility. This resulted
in spend of £71.9m more than the resources available. A key reason for the
overspend was the failure to deliver large ambitious savings programmes such as
the Adult Care savings plan. In the 2016/17 Annual Audit Letter, we commented:

‘The Council needs to continue to take action to manage the emerging trend of
underdelivery of savings against plan to date, specifically to mitigate current
Directorate plans which are not achieving anticipated savings targets, but also to
ensure that further non-delivery of savings does not occur in other planned areas
currently shown as on track...

...The events surrounding the waste strike have affected capacity to focus on
corporate budget and governance monitoring. The officer and political leadership
need to work together to ensure that the Council’s financial stability remains a top
priority. If the waste strike resumes, the additional expense arising will add to cost
pressures.’

In 2017/18, the Council reported a net overspend of £4.9m after use of £63.1m of
reserves (£42.2m of which were planned) plus £11.7m to fund pension guarantees.
It is of concern that the Council has applied £116.9m of reserves in 2016/17 and
2017/18 to deliver a cumulative deficit of £35m. The use of reserves has therefore
masked the Council’s true position. If the Council had not applied any reserves over
the last two years, it would have had to deliver £150m more in aggregate savings to
achieve balance. It has effectively been running an annual deficit of £75m.
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Financial statements

Statutory Recommendation (continued)

Delivery of savings has proved an enduring problem. The Council continued to under-
deliver planned savings in 2017/18, again, in part due to the failure to deliver large
savings plans such as the Future Operating Model (FOM), which under delivered by
£15.4m in 2017/18, an underdelivery which was to rise to £34.2m in future years. As
noted in the 2016/17 Annual Audit Letter, the waste strike also diverted corporate focus
from budget monitoring, but contributed significantly to the overall overspend of £17m.

2018/19 and beyond looks extremely challenging. The Council’'s medium-term financial
plan provides for £52.9m of savings in 2018/19 after applying £30.5m of reserves. The
month 3 budget monitoring report is forecasting a £17.9m overspend, comprising a base
budget overspend of £10.1m and £9.1m of savings not deliverable, offset by £1.3m of
accelerated efficiency targets. £10.8m of the £17.9m overspend relates to the Place
Directorate, of which £5.3m relates to waste.

The Council is seeking to strengthen its monitoring processes and embed accountability
for delivery of savings more strongly within Directorates. There will be, for instance,
much stronger control over the use of reserves. This requires stronger working
relationships between Finance and Service Directorates. It is imperative that the Council
stays on track to deliver its budget in 2018/19 in order to:

+ develop momentum
» avoid storing up problems for the future
» avoid further calls on reserves

The need to re-establish a track-record of savings delivery is important, not least as the
cumulative savings requirement over the next few years is very demanding, rising from
£88m by 2019/20 to £108m by 2020/21 and £117m by 2021/22. In the last two years
savings delivery on that scale has proved unachievable. But without delivery of these
ambitious savings plans, reserves will rapidly erode, which would leave the Council with
insufficient financial resources to call upon, in the event of any budget contingencies
arising.
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Accordingly, we have therefore recommended that the Council needs to:

+ deliver its savings plans in 2018/19, in particular by identifying alternatives
where existing plans are not deliverable, to mitigate the impact of the
combined savings and budget pressure risks.

Medium Term Financial Plan (MTFP)

There are signs, however, that the Council’'s new management team, with a newly
appointed Chief Executive and Corporate Director, Finance & Governance, and a
newly elected political administration in place for four years, is starting to develop a
more robust MTFP which is less dependent on the use of reserves to support budget
delivery. Whilst the 2018/19 plan is reliant on £30.5m of reserves, the Council argues
that this is a recognition that it needs time and capacity to transform its services.

Developing a realistic MTFP which is deliverable, and delivers, is important because it
provides a map of how a significant savings requirement can be delivered over a
period of time, which builds in adequate lead-times for major transformational
initiatives, which are well-designed and owned by Service Directorates. The MTFP also
needs to build in headroom to accommodate financial pressures arising from increase
in service demand, legislative requirements or one-off risks. The Commonwealth
Games and Equal Pay are only two of the potential financial pinch-points.

We have therefore recommended that the Council needs to:
» develop arealistic medium term financial plan for 2019/20 to 2021/22 which

incorporates realistic and detailed savings plans and takes account of key
budget and service risks.
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Statutory Recommendation (continued)

Adequacy of Reserves

The 2017/18 statement of accounts show that the Council holds the following reserves:

* un-earmarked reserves: £170.4m ( including the £41.5m Organisational
Transitional Reserve and £98.2m Financial Resilience Reserve);

» earmarked reserves: £302.9m;
« capital reserves: £427.4m; and
» ringfenced reserves: £69.2m.

The un-earmarked reserves are key to the Council’'s MTFP as they are available for
general application rather than reserved for a specific purpose. The level of un-
earmarked reserves has increased by £69.6m in 2017/18, largely due to:

* the Council’s policy decision to change its Minimum Revenue Provision (MRP)
policy, which generated an unplanned additional reserve of £98.2m; and

* the beneficial repayment of a provision no longer required in respect of NEC
Pensions - £23.6m.

Without the MRP policy change, un-earmarked reserves would have totalled £72.2m
We wrote to the Corporate Director, Finance & Governance on 24 January 2018,
noting that whilst the change in policy has resulted in an increase in reserves to
support budget strategy, and is not unlawful, it also has the effect of pushing additional
costs into future years. The Council argues that the arrangements are ‘reasonable and
prudent’, in accordance with Government guidance, which states that it is for Councils
to assess what is prudent according to their particular circumstances.
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Whilst the Council’s reserves, earmarked and un-earmarked, are not insubstantial, they
should be viewed in the context of the financial risks it faces. Equal Pay remains a
significant risk, whilst the Commonwealth Games, which represents a significant
opportunity for the City and the region, nonetheless also presents financial risks. As of
December 2017, the Council had committed to providing £30m in capital funds for the
project, leaving a gap of around £44m revenue and £40m capital. Whilst this gap could
narrow, it could also grow wider.

There are other potential financial risks relating to the Council’s subsidiary bodies,
which are referred to later. Additionally, any failure to deliver on planned savings over
the next three years, could also lead to rapid depletion of reserves. A recent NAO
report in March 2018 argued that many local authorities are relying on using their
savings to fund local services and are overspending on services, which is not financially
sustainable. For that reason, we have recommended that the Council needs to:

» ensure that it maintains an adequate level of reserves to mitigate the impact
of budget risks, in particular one-off risks such as the Commonwealth Games
and Equal Pay.

Transparency and Governance

The Council has not been effective in the way that it reports:

+ its financial position; and
+ governance failures and emerging issues.
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Statutory Recommendation (continued)

The Council has not been transparent, in particular, in the way that it reports its financial
position. In particular, the practice of applying reserves in-year (of itself unusual), rather
than at year-end, has not been stated clearly at the start of in-year reports but has been
lost in the detail. The Council’s in-year monitoring reports have accordingly appeared to
present a better financial picture than was in fact the case. This has made it difficult for
Members, in particular, to establish the Council’s true financial position.

The reported year-end overspend of £4.9m in 2017/18 appears a modest deficit, but
was delivered through the application of £75m of reserves (E42m planned), a significant
proportion of which were applied in-year. Had the reserves not been applied in-year, the
emerging deficit reported in-year would have appeared substantially larger. The
Council’'s new Management Team has now implemented more transparent reporting
arrangements which explain more clearly the use of reserves. This is to be commended.

The Council also has a track record of not reporting governance failures effectively;
whether relating to Equal Pay or the waste dispute. For instance, the additional costs
arising from the waste dispute have not been published nor has any report on the
lapses in governance, which contributed to the prolongation of the dispute, been
produced. Whilst an independent investigation into the background of the waste dispute,
including the conduct of the former Leader, has been commissioned, this is yet to be
published, almost 12 months after the dispute commenced.

As external auditors, we have not always been made privy to emerging issues. In
September 2016, the (then) budget forecast of a £50m deficit had not been discussed
with us prior to the issue of the report. Similarly in August 2017, key information relating
to Equal Pay, which led to the inclusion of an emphasis of matter within our audit report,
had to be requested from the Council as it had not been disclosed to us.
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There are again some encouraging signs that the new Management Team is being far
more open with Members, the public and the external auditor. To assist the team
further we have therefore recommended that the Council needs to:

* ensure that its financial monitoring and budget reports are clear, transparent,
and timely particularly in relation to the use of reserves, whether in-year or at
year-end; and

* report governance failures and emerging issues promptly and clearly to
Members and local citizens.

Subsidiary Bodies

In recent decades, the Council has created a number of companies with partners to
deliver its services. The Council’'s Group Accounts disclose that it has seven
subsidiaries, one associate company and one joint venture. Total net spend is of the
order of £40m. The bodies are accordingly a key part of the Council’s delivery
mechanisms, but their activities have not always been transparent. In particular, their
financial position and the Council’s accountability for their liabilities has not been well
understood or reported by the Council. The Council has therefore not always had
sufficient accurate information upon which to make decisions relating to these entities
in order to mitigate risk.

The new Corporate Director, Finance & Governance, has brought a greater rigour to
the monitoring of the Council’s subsidiaries and other entities. For instance, Acivico
Ltd., has had a troubled financial and operational record in recent years, providing
excellent services in some areas, and poorer services in other areas as measured by
customer satisfaction surveys. The Council is currently considering ways to strengthen
its governance and performance.
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Statutory Recommendation (continued)

However, governance arrangements have not been adequate to enable the Company’s
activities to be adequately monitored. For instance, the Council has not always had the
most appropriate nominees sitting on the Company’s Board and the Company’s records
and financial reporting have proved inadequate. This has resulted in recognition of
£9.5m of pre-2018/19 accumulated losses and long-standing disputes. This has added
further to the Council’s overall spending pressures.

Acivico Ltd. is a 100% owned Council company and any losses and liabilities may fall to
the Council. The Council is determined to exercise more effective control over the
Company in future; for instance the Corporate Director, Finance & Governance will be
an observer to the Board, and a number of changes have been made to the
management and governance of the Company.

Acivico Ltd illustrates a wider issue about inadequacies in the Council’s reporting of the
financial and service performance of its subsidiary companies and other entities. For
instance, the joint venture, Paradise Circus General Partner Limited, would appear to
have incurred cost overruns on the project, but it is unclear at this stage whether this is
a genuine overspend or is a result of re-phasing of the spend. Governance
arrangements for identifying and reporting the overspend appear to have been
inadequate. We have therefore recommended that the Council needs to:

* ensure that appropriate arrangements are implemented in relation to the
Council’s subsidiary bodies, including regular financial reporting and Council
representation on subsidiary body boards, to ensure that emerging risks are
monitored, reported and managed promptly.
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Place Directorate

The Place Directorate has experienced a turbulent year, best illustrated by the events
associated with the waste dispute. The Directorate has also not managed its budget
effectively and there have been significant failings in its governance arrangements.

In relation to the budget, the Month 3 budget report for 2018/19 shows that over half the
Council’s anticipated year-end overspend of £17.9m is accounted for by an expected
overspend in the Place Directorate of £10.8m. The key pressure point for most
metropolitan authorities is the social care budget, which is overwhelmingly demand-
driven. It is relatively unusual for the key financial challenges to relate to place-based
services. This is an indication that things have gone badly wrong at Birmingham in this
regard.

The Month three budget report explains that the Place Directorate financial pressures
include the following:

* £5.3m relating to Waste Services and £3.5m relating to other assorted service
pressures across the Directorate;

+ aforecast £0.7m overspend on Markets; and

« further projected overspends of £0.4m relating to Housing Options and £0.9m relating
to pension strain and other Directorate wide pressures.

The Month three report notes that there are no firm plans identified to mitigate the base
pressures and non-delivery of savings. It is clear that budget accountability has not been
operating effectively within the Place Directorate, which indicates a lack of leadership.

Whilst overspends have been identified across the Directorate, the Waste Service has
been a focal point of the financial problems that the Directorate has experienced, with its
origins in the waste dispute.
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Statutory Recommendation (continued)

We noted in the 2017/18 Annual Audit letter that the events leading to the strike being
suspended on 16 August 2017, then re-instated on 1 September 2017 when 106
workers were handed their redundancy notices:

‘did not serve to enhance confidence in the Council’s systems of governance...
..Members will recall that a key strand of the Kerslake report related to the need to re-
set member-officer relations. It is of concern that initial improvements in this area may
not have been sustained.’

The action was suspended on 20 September 2017 when Unite won an injunction
blocking the proposed redundancies. A full court hearing took place in November 2017.
The Council’s June 2018 Stocktake Report quotes the Judge’s criticisms of the conduct
of the waste dispute, in particular as they related to member-officer relations and local
disagreements about role definitions. The Judge noted that, ‘neither party (officers or
members) comes out of this sorry saga with any credit at all.’

The Court ordered the re-instatement of the dismissed workers but also the immediate
implementation of the proposed revised working arrangements, incorporating in
particular, a move to five day working. Whilst the dismissed workers were reinstated in
different roles in January 2018, the revised working arrangements have yet to be
introduced, and September 2018 appears to be the earliest date for their
implementation.

The waste strike and the failure to introduce revised working arrangements have given
rise to significant budget pressures in both 2017/18 and 2018/19. In our Annual Audit
Letter dated October 2017 we noted that additional costs in 2017/18 were running at
£0.3m per week, but the true additional cost of the waste strike has not yet been
reported.
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We understand that in recent months, invoices totalling £1.6m have been submitted to
the Council in respect of the costs of private contractors, who were hired to deliver
waste rounds during the strike. This work does not appear to have been properly
authorised and was accordingly not recognised in 2017/18 budget monitoring reports.
This represents a significant failing in financial governance which the Council is seeking
to get to the bottom of.

The Council is now seeking to get a grip on the managerial and operational delivery of
the Directorate. This work needs considerable impetus and urgency of attention.
Accordingly we have recommended that the Council now needs to:

* ensurethat robust management and governance arrangements are putin
place within the Place Directorate, particularly to ensure effective oversight of
the waste service, to ensure that it delivers its financial and service
objectives.

What does the Council need to do next?

The Act requires the Council to:

+ consider our recommendation at a meeting held within one month of the
recommendation being sent to the Council; and

+ at that meeting the Council must decide:
(a) whether the recommendation is to be accepted, and
(b) what, if any, action to take in response to the recommendation.

Following the meeting the Council needs to notify us, as the Council auditors, of its
decisions and publish a notice containing a summary of its decisions which have been
approved by us.
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Other considerations

Key audit findings (continued)

Paradise Circus Limited Partnership Joint Venture

We have considered whether the Council should disclose a contingent liability in relation
to cost overruns in relation to its joint venture. The Council as Accountable Body has
provided loan finance for the scheme which, it is intended, will be repaid by the uplift in
Business Rates generated by the development. Given that Phase 1 of the project is
complete and a number of the offices developed, have been let, the Council considers
that its loan finance will be covered by the Business rates generated. The movement to
Phase 2 is expected to be agreed by the Enterprise Zone Board in September 2018.

The Council does not consider that any liability arises in its role as Accountable Body,
as its loan finance will be covered by the Business Rates uplift, and it does not therefore
consider that a contingent liability is appropriate.

We have had access to documentation, which does not suggest at this stage that any
liability exists which would not be covered by the uplift in Business Rates. Accordingly
we are not minded to challenge the Council’s view. However all projects are dynamic in
nature and there is inherent risk in all business assumptions. We will therefore continue
to monitor the progress of the project.
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Materiality
- /7]

Our approach to materiality

The concept of materiality is fundamental to the preparation of the financial statements and Materiality calculations remains the same as reported in our audit plan. We detail in
the audit process and applies not only to the monetary misstatements but also to disclosure the table below our assessment of materiality for Birmingham City Council.
requirements and adherence to acceptable accounting practice and applicable law.

Group Amount (£) Council Amount (£) Qualitative factors considered
Materiality for the financial £43,830,000 £43,575,000 We decided that gross total cost of services expenditure in year was the most
statements appropriate benchmark. Given the increasing level of public interest in the Council's

activities during a sustained period of cost-cutting and efficiency measures we
consider that it is appropriate to set the percentage applied at 1.5%.

Performance materiality £32,873,000 £32,681,000 We have not previously identified significant control deficiencies as a result of our
audit work and there were no material misstatements in the 2016/17 draft accounts.
We decided that performance materiality of 75% of materiality is an appropriate level.

Trivial matters £2,191,000 £2,178,000 Our trivial threshold has been calculated as 5% of materiality. We will report any
errors over this threshold to those charged within governance within this report.
Materiality for specific £100,000 £100,000 We have identified senior officers remuneration (including exit packages for senior
transactions, balances or officers) as a sensitive item and set a lower materiality of £100,000 for testing these
disclosures items based on the fact that we consider the disclosures to be sensitive and of specific

interest to the reader of the financial statements.
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Going concern

Our responsibility

As auditors, we are required to “obtain sufficient appropriate audit evidence about the appropriateness of management's use of the going concern assumption in the preparation and
presentation of the financial statements and to conclude whether there is a material uncertainty about the entity's ability to continue as a going concern” (ISA (UK) 570).

Going concern commentary

Management's assessment process Auditor commentary
Management assess that the Council will continue as a going * Management has documented the basis of their judgement, presented this to the Audit Committee within
concern. Whilst facing significant financial pressures in common with our “Informing the Risk Assessment’ 'report and the Audit Committee has endorsed it.

the rest of the public sector the Council has used reserves to balance
its budget in 2017/18 and will require a further £30.5m of reserves to
balance the 2018/19 budget.

Management’'s assessment of use of going concern basis of accounting is that it is appropriate because
“Local Authorities are required by the Code of Practice on Local Authority Accounting 2017/18 to prepare
their accounts on the going concern basis, that is that the functions of the Council will continue in
operational existence for the foreseeable future, as it can only be discontinued as a result of statutory
prescription.”

Work performed Auditor commentary

Detail audit work performed on managements assessment We performed the following audit procedures:

» Discussions with management about the Council’s current and future financial plans;

» Considered whether the results of our audit procedures indicate the existence of going concern events or
conditions which may cast significant doubt on the entity's ability to continue as a going concern;

* Review of managements assessment of the going concern assumption and supporting information; and

» Review of the disclosures included within Note 2 of the financial statements (Critical Judgements in
Applying Accounting Policies).

Concluding comments Auditor commentary

*  Whilst we acknowledge that the Council faces significant financial pressures we have concluded that the
going concern basis of accounting is appropriate for the Council and our audit report is unmodified in
relation to going concern.
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Significant audit risks

Risks identified in our Audit Plan Commentary

o Improper revenue recognition Auditor commentary
Under ISA 240 (UK) there is a presumed risk that
revenue may be misstated due to the improper
recognition of revenue. This presumption can be
rebutted if the auditor concludes that there is no risk  © there is little incentive to manipulate revenue recognition,
of material misstatement due to fraud relating to - opportunities to manipulate revenue recognition are very limited; and
revenue recognition.

Having considered the risk factors set out in ISA240 and the nature of the revenue streams at the Council, we have
determined that the risk of fraud arising from revenue recognition can be rebutted, because:

+ the culture and ethical frameworks of local authorities, including Birmingham City Council, mean that all forms of fraud
are seen as unacceptable.

Therefore we do not consider this to be a significant risk for Birmingham City Council.

9 Management override of controls Auditor commentary

Under ISA 240 (UK) there is a non-rebuttable As part of our audit procedures we have:
presumed risk that the risk of management over-ride
of controls is present in all entities. The Council faces
external scrutiny of its spending, and this could ] o
potentially place management under undue pressure °  tested the completeness of the journal listing;

in terms of how they report performance. - analysed the journals listing to identify any unusual changes in volume or value of journals;

updated our review of the control environment for the preparation and authorisation of journal entries and performed
a walkthrough of the controls;

Management over-ride of controls is a risk requiring
special audit consideration.

identified and selected journals which we deemed to be high risk or unusual;
« tested all high risk journals and obtained managements explanations and corroborating evidence; and

» reviewed management estimates and critical judgements by challenging assumptions, verifying completeness and
accuracy of source date and checking calculations.

Our audit work did not identify any issues that we wish to bring to your attention.
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Significant audit risks (continued)

Risks identified in our Audit Plan

Commentary

Valuation of property, plant and
equipment

The Council revalues its land and
buildings on a rolling five year
programme to ensure that carrying
value is not materially different from fair
value. This represents a significant
estimate by management in the financial
statements.

We identified the valuation of land and
buildings (specifically council dwellings,
other land and buildings and surplus

assets) revaluations and impairments as *

a risk requiring special audit
consideration and a key audit matter for
the audit.

Auditor commentary

On receipt of the draft financial statements we identified that impairment was not material to the financial statements. We have
considered the appropriateness of management’s consideration of possible impairments but have derecognised this particular element
as a significant risk requiring special audit consideration.

As part of our audit procedures we have:
» updated our understanding of the processes put in place by management to ensure that revaluation measurements are correct and
evaluating the design of the associated controls;
» evaluated management's processes and assumptions for the calculation of the estimate, the instructions issued to valuation
experts and the scope of their work;
» evaluated the competence, capabilities and objectivity of the valuation expert (the valuer);
discussed with the valuer the basis on which the valuation was carried out;
» challenged the information and assumptions used by the valuer to ensure completeness and consistency with our understanding;
tested revaluations made during the year to ensure they were input correctly into the Council's asset register and correctly reflected
in the financial statements; and
evaluated the assumptions made by management for those assets either revalued at the start of the financial year or not revalued
during the year to determine how management has satisfied themselves that the current values (or fair values for surplus assets) at
the year-end are not materially different to the carrying values per the financial statements.

We have identified two adjustments from our work on the valuation of property, plant and equipment:
Firstly, we identified a £50.3m credit to the HRA Income and Expenditure Statement relating to depreciation incorrectly reversed
through the CIES on revaluation. This had no impact on net book value and has been corrected in the final version of the financial

statements.

We also identified an error relating to accounting for the revaluation of council dwellings due to a formula error in the HRA working
papers. The effect of this was an understatement of the net book value of council dwellings by £97.1m.

Further details of these audit adjustments are included within Appendix C.

Other than the points noted above which have no impact on our audit opinion, our audit work did not identify any issues that
we wish to bring to your attention.

Page 28 of 76

© 2018 Grant Thornton UK LLP | Audit Findings Report for Birmingham City Council | 2017/18 16



Financial statements

Significant audit risks (continued)

Risks identified in our Audit Plan

Commentary

Valuation of pension fund net
liability

liability as reflected in its balance
sheet represent a significant
estimate in the financial statements.

We identified the valuation of the
pension fund net liability as a risk
requiring special audit consideration
and a key audit matter for the audit.

Auditor commentary

) . As part of our audit procedures we have:
The Council's pension fund asset and ,

gained an understanding of the processes and controls put in place by management to ensure that the Council’s pension fund net
liability was not materially misstated and evaluating the design of the associated controls;

tested the appropriateness of data provided for the purposes of the IAS19 actuarial valuation;

evaluated the competence, capabilities and objectivity of the actuary who carried out the Council’s pension fund valuation;

tested the consistency of the pension fund asset and liability and disclosures in the notes to the core financial statements with the
actuarial report from the actuary; and

undertaken procedures to confirm the reasonableness of the actuarial assumptions made by reviewing the report of the consulting
actuary (as auditor’s expert) and performing any additional procedures suggested within the report.

Our audit work did not identify any issues that we wish to bring to your attention.

Valuation of equal pay provision
Under ISA 540 (Auditing Accounting
Estimates, including Fair Value
Accounting Estimates and Related
Disclosures), the auditor is required
to make a judgement as to whether
any accounting estimate with a high
degree of estimation uncertainty
gives rise to a significant risk.

We identified the valuation of the
equal pay provision as a risk

requiring special audit consideration.

Auditor commentary

As part of our audit procedures we have:

updated our documentation of the process and undertaken a walkthrough of the controls in place to estimate the equal pay provision;
reviewed the assumptions on which the equal pay provision estimated was based;

considered the events or conditions that could have changed the basis of estimation;

reperformed the calculation to the estimate;

checked that the estimate has been determined and recognised in accordance with accounting standards;

determined how management assessed the estimation uncertainty; and

considered the impact of any subsequent transactions or events.

The impact of claims received since 31 March 2018 was also assessed. New claims received between February and June totalled £8m.
The Council has not amended for this finding. We concluded that there was not a risk of material misstatement of the provision by not
including these clams in the estimation.

From our testing we identified that the classification between ‘additional provisions’ and ‘unused amount reversed’ required amending.
Detail of this disclosure amendment are included in Appendix A.

Other than the points noted above which have been amended, our audit work did not identify any issues that we wish to bring
to your attention.
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Reasonably possible audit risks

Risks identified in our Audit Plan

Commentary

o Employee remuneration
Payroll expenditure represents a significant percentage
(approximately 30%) of the Council’s operating expenses.

As the payroll expenditure comes from a number of individual
transactions there is a risk that payroll expenditure in the
accounts could be understated. We therefore identified
completeness of payroll expenses as a risk requiring
particular audit attention

Auditor commentary
We have undertaken the following work in relation to this risk:
» evaluated the Council's accounting policy for recognition of payroll expenditure for appropriateness;

+ gained an understanding of the Council's system for accounting for payroll expenditure and evaluated the
design of the associated controls;

+ obtained year-end payroll reconciliation, ensured the amount in the accounts could be reconciled to the
ledger and through to payroll reports, and investigated significant adjusting items;

+ agreed payroll related accruals (e.g. unpaid leave accrual) to supporting documents and reviewed any
estimates for reasonableness; and

+ completed substantive analytical procedures on 12 months of payroll data and investigated any variances
outside of our 'acceptable range’.

Our testing identified one member of staff who resigned in June 2017, but the resignation form was not signed
until October 2017. Although we are satisfied the amount recognised within employee costs is correct we have
identified a control weakness and more detail has been provided within Appendix A.

Other than the control weakness identified above which has no impact on our audit opinion, our audit
work did not identify any issues that we wish to bring to your attention.

9 Operating expenses
Non-pay expenses on other goods and services also
represents a significant percentage (approximately 50%) of
the Council’s operating expenses. Management uses
judgement to estimate accruals of un-invoiced costs.

We identified completeness of non-pay expenses as a risk
requiring particular audit attention:

Auditor commentary
We have undertaken the following work in relation to this risk:
» evaluated the Council's accounting policy for recognition of non-pay expenditure for appropriateness;

« gained an understanding of the Council's system for accounting for non-pay expenditure and evaluated the
design of the associated controls;

+ documented the accrual process and the controls management has put in place. We challenged any key
underlying assumptions, the appropriateness of the source of data used and the basis for calculations; and

+ obtained a listing of non-pay payments made in April, and tested a non-statistical sample of transactions to
ensure that they have been charged to the appropriate year.

Our audit work did not identify any issues that impact upon our audit opinion.

However, we were made aware of a number of waste invoices relating to services provided 2017 which had not
been recorded in the financial statement. Whilst the values involved are immaterial to our audit we have raised a
control weakness and recommendation within Appendix A.
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Reasonably possible audit risks (continued)

Risks identified in our Audit Plan Commentary

e Property, plant and equipment - additions Auditor commentary
The forecast capital spend for 2017/18 at the end of Q2was g have undertaken the following work in relation to this risk:
£474.2m which represents a significant level of expenditure

for the Council. + gained an understanding of the Council's system for accounting for additions to property, plant and equipment

and evaluate the design of the associated controls;

As additions spend relates to a high number of individual + obtained a breakdown of additions and review for individually significant or unusual items to be tested; and
transactions, including some complex projects, there is a risk

that additions could be capitalised incorrectly. as the residual population was above tolerable error, we selected a sample of remaining additions and agreed

to invoices, certificates or equivalent in order to confirm that the cost had been accurately recorded, that the

We have therefore identified valuation of property, plant and asset belonged to the Council and that is had been correctly classified.

equipment additions as a risk requiring particular audit
attention. Our audit work did not identify any issues that we wish to bring to your attention.
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Significant findings arising from the group audit

Findings

Group audit impact

In our audit plan we reported that we intended to take an analytical approach to all
components other than the parent Council. In the course of our audit we identified
that an analytical approach would not be appropriate for Birmingham Propco
Limited and PETPS (Birmingham) Pension Funding Scottish Limited Partnership
due to the fact that these entities are both new for 2017/18. We therefore carried
out targeted procedures on key balances and transactions for these entities.

We carried out targeted procedures on key balances and transactions for new
subsidiaries. This reflects a change to our audit plan.

No issues identified from our work.

We identified one audit adjustment from our work on the group consolidation
relating to intra-group eliminations between the Council and Innovation
Birmingham.

The accounts have been amended to correct this error. See page 43 for details.

As in previous years, group accounts have been produced from unaudited
accounts for all group entities included in the consolidated Balance Sheet. Audited
accounts are received by the finance team throughout the audit process but to
date these have only been received for InReach. Due to information delay
management accounts have been used to consolidate 4 out of the 7 subsidiaries
and 1 of the 2 associates.

Due to the relative scale of the subsidiaries compared to the Group, we have not
identified a material risk in the course of our work from the use of unaudited and
management accounts. However the Audit Committee needs assurance that group
entities provide sufficient information by the end of April to ensure materially accurate
group accounts can be produced.

The Council has taken the option in IAS 7 to present cash flows relating to
investing and borrowing activities on a net basis for cash receipts and payments
for items in which the turnover is quick, the amounts are large, and the maturities
are short.

For the Council, the gross receipts and payments are shown in Notes 36 and 37 so we
are satisfied this is disclosed appropriately elsewhere in the accounts. However we have
not been able to verify that the definition within IAS 7 applies to all such receipts and
payments for subsidiary companies.
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Accounting policies

Accounting area Summary of policy

Comments Assessment

Revenue recognition The Council has adopted the following revenue recognition policy:

Service activity is accounted for in the year it takes place, not simply when cash
payments are made or received;

Revenue from the sale of goods is recognised when the Council transfers the
significant risks and rewards of ownership to the purchaser and it is probable that
economic benefits or service potential associated with the transaction will flow to
the Council;

Revenue from the provision of services is recognised when the Council can reliably
measure the percentage of completion of the transaction and it is probable that
economic benefits or service potential associated with the transaction will flow to
the Council;

Supplies are recorded as expenditure when they are consumed — where there is a
gap between the date supplies are received and their consumption, they are carried
as inventories on the Balance Sheet, for example, fuel and transport parts;

Interest receivable on investments is accounted for as income on the basis of the
effective interest rate for the relevant financial instrument rather than the cash flows
fixed or determined by the contract;

When income has been recognised but cash has not been received, a debtor for
the relevant amount is recorded in the Balance Sheet. Where debts may not be
settled, the balance of debtors is written down and a charge made to revenue for
the income that might not be collected.

The Council has based its general accruals on the difference between the forecast
revenue outturn for the year and the actual income/expenditure recorded by 31 March.
Specific accruals are included for material items and for items relating to:

Statutory accounts, for example, the Collection Fund, Precepts;
Grants received by the Council that are conditional on expenditure within the year.

This is intended to improve the efficiency of the final accounts process in order that
earlier closedown deadlines can be achieved.

We are satisfied that the Council's
disclosure note on revenue
recognition is adequate,
appropriate and is consistent with
the requirements of the CIPFA
Code.

Green

Assessment

® Red - Marginal accounting policy which could potentially be open to challenge by regulators
Amber - Accounting policy appropriate but scope for improved disclosure

Green - Accounting policy appropriate and disclosures sufficient Page 33 Of 76
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Accounting policies (continued)

Accounting area Summary of policy Comments Assessment
Judgements and estimates Key estimates and judgements include: Our findings from our review of judgements and estimates are set out

- Required level of provisions, specifically with ~ P€lOW:
respect to equal pay liabilities and business We have reviewed the Council's accounting policies with regard to Green
rates valuation appeals; judgements and estimates and are satisfied that they are appropriate

- The valuation and remaining useful life of and in accordance with the recommendations of the CIPFA Code.
Property Plant and Equipment; Note 32 Provisions includes:

» Assessment of PFI schemes and other * A £152m provision for the payment of Equal Pay claims. The Council
arrangements as to whether they fall within recognises equal pay claims and estimates the potential cost when
the scope of IFRIC 12; they are received. The impact of claims received between February

- Valuation of long term liabilities for PFI and 2018 a_nd June 2018 were also _assess_ed_ and totf_alled £8m._ The _
leasing: Council has not amended for this as it is immaterial to the financial

g ) o statements.
* Valuation of pension fund net liability; ) . L
) o ) *  We concluded that there was not a risk of material estimation
+  Estimate of provision required for bad debts. uncertainty from not including these claims in the provision.
We are satisfied that the Council's judgement and estimation in relation
to Equal Pay is adequate and is consistent with the requirements of the
CIPFA Code.
* A £35m provision for business rates valuation appeals. The
settlement of business rates valuation appeals is determined by the
Valuation Office Agency (VOA). We reviewed the Council's approach
to estimating its provision including its consideration of the impact of
the settlement of appeals since the Balance Sheet date.
We are satisfied that the estimate has been made on a reasonable
basis.
We note that the Council has made judgements regarding the sale of
leases of two hotel sites from the Council to Propco (Birmingham) Ltd.
on 125 year leases, which have been treated as finance leases for both
the buildings and the land elements of the leases. We are satisfied that
the fair value of the lease assigned to Propco (Birmingham) Ltd is not
material, therefore, we have not challenged the recognition of a capital
receipt.
Assessment
® Red - Marginal accounting policy which could potentially be open to challenge by regulators
Amber - Accounting policy appropriate but scope for improved disclosure
Green - Accounting policy appropriate and disclosures sufficient Page 34 Of 76
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Accounting policies (continued)

Accounting area Summary of policy

Comments

Assessment

Judgements and estimates
(continued)

The Council's estimated net pension liability reduced by £283m
compared to the 2016/17 balance sheet. This change is largely due
to the increase in the fair value of assets in the pension scheme.

As reported in previous years, although the Council does not
accurately classify housing benefit debtors between short and long
term we are satisfied that this would not lead to a material
misstatement in the financial statements. However, we recommend
that the estimation of debt to be received after the year end should
accurately reflect the time collection period.

We also note that the CIES prior year restatement was estimated on
an apportionment basis using the 2017/18 proportions. We have
undertaken audit procedures to satisfy ourselves that the estimate is
not materially misstated.

Green

Other critical policies

We have reviewed the Council's policies against the requirements of
the CIPFA Code of Practice. The Council's accounting policies are
appropriate and consistent with previous years.

Green

Assessment
® Red - Marginal accounting policy which could potentially be open to challenge by regulators
Amber - Accounting policy appropriate but scope for improved disclosure

Green - Accounting policy appropriate and disclosures sufficient Page 35 Of 76
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Other communication requirements

We set out below details of other matters which we, as auditors, are required by auditing standards and the Code to communicate to those charged with governance.

Issue

Commentary

Matters in relation to fraud

We have previously discussed the risk of fraud with the Audit Committee. We have not been made aware of any incidents in the period
and no issues have been identified during the course of our audit procedures.

Matters in relation to related
parties

We are not aware of any related parties or related party transactions which have not been disclosed.

Matters in relation to laws and
regulations

You have not made us aware of any significant incidences of non-compliance with relevant laws and regulations and we have not
identified any incidences from our audit work.

Written representations

A letter of representation has been requested from the Council which is included in the Audit Committee papers.

Specific representations have been requested from management in respect of the significant assumptions used in making accounting
estimates for:

— Property, plant and equipment;
— Equal pay measurement;

— Equal pay recognition;

— Academy schools; and

— Group boundaries.

Confirmation requests from
third parties

We requested from management permission to send confirmation requests for bank and all material and a sample of non material
borrowings / investment balances. This permission was granted, the requests were sent and all responses were obtained.

@ Disclosures

We have summarised the disclosure amendments included in the final version of the accounts in Appendix C.

e Audit evidence and
explanations

All information and explanations requested from management were provided.

© 2018 Grant Thornton UK LLP | Audit Findings Report for Birmingham City Council | 2017/18

Page 36 of 76
24



Financial statements

Other responsibilities under the Code

We set out below details of other matters which we, as auditors, are required by the Code to communicate to those charged with governance.

Issue

Commentary

o Other information

We are required to give an opinion on whether the other information published together with the audited financial statements (including
the Statement of Accounts, Annual Governance Statement (AGS) and Narrative Report), is materially inconsistent with the financial
statements or our knowledge obtained in the audit or otherwise appears to be materially misstated.

Inconsistencies have been identified but have been adequately rectified by management. Details are provided in Appendix A. We plan to
issue an unqualified opinion in this respect — refer to Appendix E.

9 Matters on which we report by
exception

We are required to report on a number of matters by exception in a numbers of areas:

+ If the Annual Governance Statement does not meet the disclosure requirements set out in the CIPFA/SOLACE guidance or is
misleading or inconsistent with the other information of which we are aware from our audit

+ If we have applied any of our statutory powers or duties

We have nothing to report on the AGS. However, we have included our Statutory Recommendation made under section 24 of the Act on
pages 5 to 11 of this report.

e Specified procedures for
Whole of Government
Accounts

We are required to carry out specified procedures (on behalf of the NAO) on the Whole of Government Accounts (WGA) consolidation
pack under WGA group audit instructions.

As the Council exceeds the specified group reporting threshold of £500 million, we examine and report on the consistency of the WGA
consolidation pack with the Council's audited financial statements.

Note that work is not yet completed and will be undertaken in August 2018.

9 Certification of the closure of
the audit

We do not expect to be able to certify the completion of the 2017/18 audit of Birmingham City Council in our auditor’s report, as detailed in
Appendix E, until we have completed our consideration of an objection raised on the 2016/17 financial statements brought to our attention
by a local authority elector under Section 27 of the Act.

In addition, we can also not certify the completion of the 2017/18 audit until we have completed the work necessary to issue our Whole of
Government Accounts Component Assurance statement for the year ended 31 March 2018. This work is due to be undertaken in August

2018.
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Value for Money

Background to our VFM approach

The NAO issued its guidance for auditors on Value for Money work for 2017/18 in
November 2017. The guidance states that for local government bodies, auditors are
required to give a conclusion on whether the Council has proper arrangements in place.

The guidance identifies one single criterion for auditors to evaluate:

“In all significant respects, the audited body takes properly informed decisions and deploys
resources to achieve planned and sustainable outcomes for taxpayers and local people.”

This is supported by three sub-criteria, as set out below:

Informed

decision
making

Value for
Money
arrangements
criteria
Working Sustainable
with partners resource
& other third deployment

parties

Risk assessment

We carried out an initial risk assessment in January 2018 and identified a number of
significant risks in respect of specific areas of proper arrangements using the

guidance contained in AGN 03. We communicated these risks to you in our Audit Plan

dated March 2018.

We have continued our review of relevant documents up to the date of giving our
report, and have not identified any further significant risks where we need to perform
further work.
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Value for Money (continued)

Our work

AGN 03 requires us to disclose our views on significant qualitative aspects of the Council's
arrangements for delivering economy, efficiency and effectiveness.

We have focused our work on the significant risks that we identified in the Council's
arrangements. In arriving at our conclusion, our main considerations were:

* Budget Delivery and Reserves Management, as well as savings proposals (including
the principles of the FOM) and Equal Pay: due to the significant use of reserves in
2017/18, the planned use of £30.5m of Corporate Reserves in 2018/19, the failure to
deliver all of the planned savings in 2017/18 and the £9.1m of savings identified as not
deliverable in 2018/19 as reported by the Council at Month 3;

» The Panel: the Council is working collaboratively with the Panel, but needs to address
the issues highlighted in its Improvement Stocktake Report;

» Services for Vulnerable Children: although Ofsted has acknowledged improvement
following its most recent monitoring visits, the Council is still rated as ‘inadequate’; and

* Management of Schools: Ofsted has identified some improvements in arrangements
but Internal Audit reports suggest weaknesses in financial and other controls at 52% of
schools visited.

We have set out more detail on the risks we identified, the results of the work we
performed and the conclusions we drew from this work on pages 27 to 32.

Overall conclusion
Based on the work we performed to address the significant risks, we concluded that:

» because of the pervasive significance of the matters we identified in respect of Budget
Delivery and Reserves Management, as well as savings proposals (including the
principles of the FOM) and Equal Pay; Improvement Panel; Services for Vulnerable
Children and Management of Schools, we are not satisfied that the Council has made
proper arrangements to secure economy, efficiency and effectiveness in its use of
resources. We therefore propose to give a qualified ‘adverse' conclusion.

The text of our proposed report can be found at Appendix E.

Recommendations for improvement

We discussed findings arising from our work with management and have agreed
recommendations for improvement as follows. The Council needs to:

» deliver the elements of the statutory recommendation that relate to finance and
transparency and governance (see page 5) to address the Budget Delivery and
Reserves Management, as well as savings proposals (including the principles
of the FOM) and Equal Pay issues;

+ implement the actions identified in its Improvement Stocktake Report and
demonstrate measurable outcomes to the Panel;

+ continue to demonstrate measurable improvements in services for vulnerable
children through the Children’s Trust; and

* increase the pace of improvement in schools governance arrangements to

ensure that it can demonstrate to Ofsted that it has addressed the issues that it
raised.

Our recommendations and management's response to these can be found in the
Action Plan at Appendix A.

Significant difficulties in undertaking our work
We did not identify any significant difficulties in undertaking our work on your
arrangements which we wish to draw to your attention.

Significant matters discussed with management

There were no matters where no other evidence was available or matters of such
significance to our conclusion or that we required written representation from
management or those charged with governance.
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents and
discussions with management.

Significant risk

Findings

Conclusion

Budget Delivery and Reserves Management, as
well as saving proposals (including the
principles of the Future Operating Model) and
Equal Pay

The key risk is that the proposed savings schemes
(including the implementation of savings proposals)
will not deliver the required recurrent savings, or will
take longer to implement than planned.

We reviewed the Council's latest financial reports
including savings plans trackers, to establish how
the Council is identifying, managing and monitoring
this risk. This involved considering the adequacy of
reserves and their prudent use. We also considered
the transparency of financial reporting.

The Council reported a 2017/18 revenue budget overspend of £4.9m
after the use of £63.1m of reserves (£42.2m of which was planned)
plus £11.7m to fund pension guarantees. The outturn overspend is in
the context of demanding savings targets of £85.3m including finding
2017/18 solutions for £14.4m largely for savings achieved on a non-
recurrent basis in 2016/17.

The Council's Business Plan 2018+ identifies continuing savings
pressures, with a requirement of £117.0m of savings to be delivered
by the end of 2021/22; 2018/19 (£52.9m) and 2019/20 (£35.6m) are
the two years with the greatest savings demand. The Business Plan
includes a detailed analysis of savings schemes across the four year
period. We focused our work on the delivery risks for the major
savings schemes. The Council is planning to use £30.5m of
Corporate Reserves in 2018/19.

The Month 3 Corporate Revenue Budget Monitoring report position

up to the end of June 2018 identifies the following:

« atthe end of June 2018 a gross revenue overspend of £17.9m in
2018/19 is being forecast. This consists of an overspend of
£10.1m in the base budget delivery and £9.1m of savings not
deliverable in 2018/19, offset by partially accelerated achievement
of £1.3m of the efficiency target of £5.7m;

« the total forecast overspend of £17.9m is primarily related to Place
Directorate (£10.8m) and Children and Young People (CYP)
£2.7m);

* inthe case of the Place Directorate, the overspend of £10.8m
relates primarily to Waste Management services (£5.3m), Markets
(£0.7m), Housing Options (£0.4) pay and pension strain related
pressures (£0.5m) and other Directorate wide pressures (£0.4m).
In addition, there are some savings delivery challenges totalling
£3.5m; and

« CYP relates largely to savings delivery challenges on Travel
Assist.

Auditor view

We identified in our initial risk assessment that the
key risk was that the major savings schemes would
not deliver the required recurrent savings, or would
take longer to implement than planned. The
Council’s failure to deliver its 2017/18 savings plans
and the delivery difficulties associated with the
largest savings schemes in 2018/19 mean that this
risk is not sufficiently mitigated. In our view savings
planning arrangements did not sufficiently take into
account the impact of the level of non-recurrent
savings or adequately assess the vulnerability of
the largest proposed savings scheme.

We have concluded that these weaknesses in the
Council's arrangements relate to the adequacy of
financial planning as well as planning, organising
and developing the workforce to deliver strategic
priorities, as part of sustainable resource
deployment.
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Key findings (continued)

Significant risk

Findings

Conclusion

Budget Delivery and Reserves Management, as
well as saving proposals (including the
principles of the Future Operating Model) and
Equal Pay (continued)

The Council has now reviewed its expectations for when settlement
of equal pay claims will be achieved. It is now anticipated that
settlement will be concluded in 2018/19.

The provision raised in the 2017/18 financial statements has taken
into account the negotiated settlements made with major solicitors
and the agreed payments going forward.

Submissions for pre 2008 claims (15t generation) and post 2008
claims (2" generation) expired in August 2014 and October 2017
respectively. This gives a certain level of assurance to ongoing
provision required by the Council. However, there are still
uncertainties around the volume and timing of further 3 generation
claims that may be received, although this has been mitigated by
some negotiated agreements with solicitors.
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Key findings (continued)

Significant risk

Findings

Conclusion

The Panel

The key risk is that the Panel will conclude that the
Council is not making sufficient progress in
implementing the changes needed.

We considered the Panel's reports and discuss the
progress made and key issues with the Panel’s
Vice Chair, to establish how the Council is
identifying, managing and monitoring this risk.

We have met with the Vice Chair of the Panel on a frequent basis
throughout the year and been briefed on the Panel's view of the
progress being made. The Council has been working more closely
with the Panel since the autumn of 2017 and the Panel, in
conjunction with the Council, has written to the Secretary of State
several times since 1 April 2017, most recently in June 2018.

The joint letter from the Panel and the Council in March 2018
outlined the more collaborative approach. The letter stated that:

"... with support and advice from the Panel, the Council intends to
publish a suite of improvement plans. Progress on delivering all of
the plans and the impact of the changes they bring about will be
rigorously tracked and evaluated."

The letter also refers to the financial challenges facing the Council:

“The Council also recognises that it has not yet brought its day to
day expenditure into line with its revenue. Balancing its revenue
budget has therefore required, and continues to require, substantial
draw down of the Council’s reserves. This position is not sustainable
and high quality strategic financial management and difficult
decisions will be required to achieve financial sustainability.”

The joint letter from the Panel and the Council in June 2018 included
a copy of the Council’'s Improvement Stocktake Report, which
represents the Council’s self-assessment against the Local
Government Association’s criteria for an effective organisation
underpinned by a suite of detailed corporate governance and service
improvement plans.

The Panel and the Council will monitor early indications of
improvement in social outcomes, through adherence to the 2018/19
budget and stronger grip on issues such as homelessness, skills,
community cohesion, waste and equal pay.

Auditor view

We identified in our initial risk assessment that the
key risk is that the Panel will conclude that the
Council is not making sufficient progress in
implementing the changes needed. We have
considered the latest findings of the Panel, in
collaboration with the Council, and concluded that
these weaknesses in the Council’s arrangements do
not support informed decision making.
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Key findings (continued)

Significant risk

Findings

Conclusion

Services for Vulnerable Children

The key risk is that the service does not show
demonstrable improvement and continues to be
subject to external intervention. Until such time as
Ofsted has confirmed that adequate arrangements
are in place this remains a significant risk to the
Council's arrangements.

We reviewed the latest findings from Ofsted, to
establish how the Council is identifying, managing
and monitoring this risk.

The Council was subject to its latest Ofsted monitoring visits in
March 2018 and May 2018 and the inspector wrote to the Council
summarising his findings on 29 March 2018 and 8 June 2018.

The area covered by the March 2018 visit was children looked after
by the Council. The inspector’s letter stated that “positive progress
identified at the point of the last inspection has been maintained, with
further improvement evident in specific service areas. Senior
managers continue to be aware that further work needs to be done
to ensure that services for children are of a standard at which their
outcomes are consistently good.”

The area covered by the May 2018 visit was services to young
people leaving care at 18 years. The inspector’s letter stated that
“the local authority has demonstrated that it has made some further
improvements to the quality of social work practice since the last
inspection. However, where children in care have long-term plans,
there is a risk that a lack of focus on ensuring long-term security will
result in instability in the future and poorer outcomes as a result.
Further work remains to be done to ensure that practice is
consistently good and that the best outcomes for all children are
achieved on a timely and consistent basis.”

Birmingham Children’s Trust Ltd (BCT) contract commenced on 1
April 2018 and it has published its Strategic Business Plan 2018. The
plan outlines how BCT will deliver services for children, young
people and families in Birmingham from 1 April 2018. It sets out the
vision and priorities and how BCT will deliver its commitments as
contained in the Service Delivery Contract agreed with the Council
for the delivery of children’s social care and family support services
for the next five years.

BCT announced the appointment of a Director of Practice in June
2018, which further enhances its ability to deliver the further
improvements required for services for vulnerable children in the
near future.

Auditor view

We identified in our initial risk assessment that the
key risk was that services for vulnerable children do
not show demonstrable improvement and continue
to be subject to external intervention. The findings of
the Ofsted monitoring reports means that this risk is
not sufficiently mitigated.

We concluded that these weaknesses in the
Council's arrangements relate to managing risks
effectively and maintaining a sound system of
internal control, demonstrating and applying the
principles and values of good governance, as part of
informed decision making and planning, organising
and developing the workforce effectively to deliver
strategic priorities as part of strategic resource
deployment.
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Key findings (continued)

o

Significant risk

Findings

Conclusion

Management of Schools

The key risk is that the governance issues identified
at schools will not be addressed effectively.

We reviewed the progress made by Internal Audit
within their coverage of schools governance, to
establish how the Council is identifying, managing
and monitoring this risk.

Birmingham Education Partnership (BEP) is responsible for driving
improvement in schools’ performance.

This includes the delivery of the Education Improvement Services
contract between the Council and BEP which was amended in April
2017 to reflect a reduction in the value of the contract. The
variations represent an evolution of the service specification and key
performance indicators; all other terms of the contract remain in
force.

The BEP is also responsible for the allocation of the Strategic
School Improvement Fund (SSIF). The SSIF is a £140m grant to
support first, infant, primary, secondary, middle, all-through,
maintained nursery schools, alternative provision, special
academies, maintained schools, post-16 academies, and pupil
referral units. It is intended to further build a school-led system, and
aims to target resources at the schools most in need to improve
school performance and pupil attainment; to help them use their
resources most effectively, and to deliver more good school places.
However, as part of the assessment of schools governance
improvement Birmingham Audit (internal audit) has been
commissioned to carry out a programme of audits over a two year
period. Their findings have continued to show that there are a range
of governance issues to address across the schools visited, 32 of
the 87 schools audits (37%) undertaken by internal audit in 2017/18
were assessed as ‘level 3’ assurance (specific control weaknesses
of a significant nature noted, and/or the number of minor
weaknesses noted was considerable) and two schools (2%) were
assessed as ‘level 4’ assurance (controls evaluated are not
adequate, appropriate or effective. Risks are not being managed
and it is unlikely that objectives will be met). These results are
worse than the prior year when only 17 of the 97 schools visited
were assessed as ‘level 3’ assurance (18%) and none were
assessed as ‘level 4’ assurance.

Auditor view

We identified in our initial risk assessment that the
key risk was that plan implementation will be slower
than envisaged and underlying issues will not be
effectively addressed. Although it is clear that
progress has been made with the implementation of
the improvement plan there is still work to do. The
pace of school improvement remains the key issue
which is affecting our judgement.

We concluded that these weaknesses in the
Council's arrangements relate to managing risks
effectively and maintaining a sound system of
internal control, demonstrating and applying the
principles and values of good governance, as part of
informed decision making and planning, organising
and developing the workforce effectively to deliver
strategic priorities as part of strategic resource
deployment.
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Key findings (continued)

Significant risk

Findings

Conclusion

Commonwealth Games

The key risk is that the cost of hosting the
Commonwealth Games will impact on the Council's
future financial sustainability.

We reviewed the Council's latest plans for the
delivery of the Commonwealth Games in 2022, to
establish how the Council is identifying, managing
and monitoring this risk.

The Council has developed comprehensive internal governance
proposals for the management and delivery of the Commonwealth
Games.

The overall structure includes a Steering Group, a Project Board, a
Project Group and 11 workstreams.

The Steering Group is chaired by the Leader of the Council and its
purpose is to provide strategic direction, guidance and oversight of
the Council’s responsibilities and commitments for Games-wide
planning and delivery of contractual obligations, Games vision and
legacy.

The Project Board is chaired by the Corporate Director for Place and
its purpose is to act as the Design Authority for the project and
ensure the overall integrity of the Council’'s Commonwealth Games
Project Plan, ensuring that workstream plans are consistent and
coherent with the overall project plan and critical interfaces, both
internal and external.

The Project Group is chaired by the Project Director and its purpose
is to coordinate the operational delivery of products and activities as
commissioned by the Steering Group and Project Board by the
project’s workstreams.

The workstreams will adopt a ‘whole council’ approach which is
essential to successful delivery. The finance workstream will oversee
and manage the Council’s internal Games budget, liaise with partners
regarding overall Games budgets and ensure all appropriate
mechanisms are in place for robust financial management.

The funding for the Games is due to be agreed in the Autumn Budget
Statement and the Council’s delivery plan is for the majority of its
share of the costs of the Games to be capital expenditure.

Other workstreams include a number of cross partner working groups
such as transport and security (Home Office).

Auditor view

We identified in our initial risk assessment that the
key risk is the cost of hosting the Commonwealth
Games will impact on the Council’s future financial
sustainability. We have considered the Council’s
proposed governance arrangements for the
management and delivery of the Commonwealth
Games and are satisfied that they are appropriate.

On that basis, we have concluded that the risk is
sufficiently mitigated and that the Council has
appropriate arrangements in place to act in the
public interest, through demonstrating and applying
the principles and values of sound governance.

However, on the basis that the funding for the
Games is not due to be agreed until the Autumn
Budget Statement, we will revisit this risk as part of
our 2018/19 VM review.
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Independence and ethics

Independence and ethics

* We confirm that there are no significant facts or matters that impact on our independence as auditors that we are required, or wish, to draw to your attention. The firm, its partners,
senior managers, managers and network firms have complied with the Financial Reporting Council’s Ethical Standards and confirm that we are independent and are able to express
an objective opinion on the financial statements.

We confirm that we have implemented policies and procedures to meet the requirements of the Financial Reporting Council’s Ethical Standard and we as a firm, and each covered
person, confirm that we are independent and are able to express an objective opinion on the financial statements.

Further, we have complied with the requirements of the National Audit Office’s Auditor Guidance Note 01 issued in December 2017 which sets out supplementary guidance on ethical
requirements for auditors of local public bodies.

Details of fees charged are detailed in Appendix D.
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Fees, non audit services and independence

Independence and ethics (continued)

Non-audit services

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to the Council. The following non-audit services were identified.

Service £ Threats

Safeguards

Audit related

The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee
for this work is £92,100 in comparison to the total fee for the audit of £314,168 and in particular relative to Grant
Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no contingent element to it. These
factors all mitigate the perceived self-interest threat to an acceptable level.

The fee for grant certification is higher than in previous years due to the complex and numerous Regional
Growth Fund grant certifications. We undertook work to certify six grants over a period of four years. The fee for
this work was £68,850. The Council acts as agent in this arrangement and the fee was paid from funding
received by the Council from the Department for Business, Energy and Industrial Strategy.

The level of this recurring fee (subscription based for 3 years) taken on its own is not considered a significant
threat to independence as the fee for this work is £10,000 in comparison to the total fee for the audit of £314,168
and in particular relative to Grant Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no
contingent element to it. These factors all mitigate the perceived self-interest threat to an acceptable level.

Certification of grant 92,100 Self-Interest (because
claims (outside PSAA (23,250 paid this is a recurring fee)
requirements) b;/ BCC)

Non-audit related

Chief Finance Officer 10,000 Self-Interest (because
Insights (CFOi) for this is a recurring fee)
2017/18

Client Money and Assets 7,000 (not  Self-Interest (because

(CASS) reporting —
Finance Birmingham

paid by BCC) this is a recurring fee)

The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee
for this work is £7,000 in comparison to the total fee for the audit of £314,168 and in particular relative to Grant
Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no contingent element to it. These
factors all mitigate the perceived self-interest threat to an acceptable level. It is usual practise for CASS
reporting services to be provided by the external auditors of an FCA regulated entity.

The amounts detailed are fees agreed to-date for audit related and non-audit services to be undertaken by Grant Thornton UK LLP in the current financial year. These services are
consistent with the Council’s policy on the allotment of non-audit work to your auditors. All services have been approved by the Audit Committee. Any changes and full details of all
fees charged for audit related and non-audit related services by Grant Thornton UK LLP and by Grant Thornton International Limited network member Firms will be included in our

Audit Findings report at the conclusion of the audit.

None of the services provided are subject to contingent fees.
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Appendix A

Action plan

We have identified 7 recommendations for the Council as a result of issues identified during the course of our audit. We have agreed our recommendations with management and we will
report on progress on these recommendations during the course of the 2018/19 audit. The matters reported here are limited to those deficiencies that we have identified during the
course of our audit and that we have concluded are of sufficient importance to merit being reported to you in accordance with auditing standards.

Assessment Issue and risk Recommendations
o Control weakness — payroll leavers We recommend that management consider the adequacy of
As part of our payroll testing we identified one individual who resigned from the Council ~ CONtrols in place to ensure authorisation of leaver documents does
Amber in June 2017. However, their resignation form was not authorised until October 2017. not lead to payments being made to individuals once they have
Salary overpayments were identified in February 2018 and payments to the individual ceased employment.
were suspended. This has been recognised as a debtor. Management response
Although we are satisfied that this error was identified by the Council, there is a risk o [..]
that salary overpayments could occur if resignation documents are not authorised and
actioned on a timely basis.
9 Control issue — heritage asset valuations We recommend that management consider the appropriateness of
From our work performed on heritage assets and through further discussions with these insurance valuations.
Amber management we consider that the value of heritage assets recognised on the balance Management response
sheet, whilst the accounting treatment is compliant with the Code based on insurance © L]
valuations, may not be a true reflection of the value of such assets.
e SAP - User access We recommend that management considers which users need
We identified a higher than expected number of system accounts and service accounts ~ SAP_ALL access and removes access to this function where it is
Amber with SAP_ALL access. SAP_ALL access provides access to all IT functions within the Ot required.
ledger system. Management response
We also noted one member of staff who was given this access in error. We can confirm « [...]
no manual journals have been processed by this user in 2017/18.
e Multiple accounts assigned to a single user We recommend that management considers which users need
We identified a high number of users with multiple accounts within SAP. Whilst some of mh_ultflple gccourr]lts within SAP and removes access to those where
Amber these are required for FireFighter ID purposes, it appears that some are unnecessary. s function where is it not required.

Management response

c L]

Controls
® Red

® Green Low - Best practice

High - Significant effect on control system
Amber Medium - Effect on control system
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Appendix A

Action plan (continued)

Assessment Issue and risk

Recommendations

e Under-accrual of waste invoices

Management made us aware of a number of waste invoices relating to services provided
Amber 2017 which had not been correctly recorded in the financial statement. Whilst the values
involved are immaterial to our audit we have identified two weaknesses in the control

environment.

Firstly, one purchase order (PO) created in the system became ‘stuck’ and could not be
authorised. This meant that invoices received could not be matched to the PO.

Secondly, a number of payments were processed in relation to invoices which had not

yet been recorded in the system.

We recommend that the Council considers its controls in place to
ensure other invoices are not paid before they are recognised
within the ledger system.

Management response

c L]

@ Control weakness - HRA revaluation

From completing our testing on HRA revaluation, we noted a £97.1m error within
Amber council dwellings which resulted an understatement of net book value. This occurred
due to a formula error and has now been corrected.

We recommend that a reconciliation control is put in place to
ensure the prevention of similar errors in the future.

Management response

c L

0 Control weakness — Business Rates Appeals

Classification of additional provisions made in year and amounts used in year are
Amber incorrect. However, we are satisfied that the year end provision value is correct.

We recommended that the Council accurately calculates the
amount of ‘business rates appeals used in year’ which will result in
an accurate figure for ‘additional provisions to be made in year'.

Management response

© [

Controls

® Red High - Significant effect on control system
Amber Medium - Effect on control system

® Green Low - Best practice
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Appendix A

Action plan - VIM

Assessment Issue and risk

Recommendations

o . Budget Delivery and Reserves Management, as well as
savings proposals

Red The key risk is that the proposed savings schemes (including the
implementation of savings proposals) will not deliver the required
recurrent savings, or will take longer to implement than planned.

We recommend that the Council deliver the elements of the statutory recommendation
that relate to finance and transparency and governance (see page 5).

Management response

e L]

9 The Panel

The key risk is that the Panel will conclude that the Council is not
Amber making sufficient progress in implementing the changes needed.

We recommend that the Council implement the actions identified in its Improvement
Stocktake Report and demonstrate measurable outcomes to the Panel.

Management response

e L]

e Services for Vulnerable Children
The key risk is that the service does not show demonstrable

Amber improvement and continues to be subject to external intervention.

Until such time as Ofsted has confirmed that adequate
arrangements are in place this remains a significant risk to the
Council's arrangements.

We recommend that the Council continue to demonstrate measurable improvements in
services for vulnerable children through the Children’s Trust.

Management response

c [

e Management of Schools

The key risk is that the governance issues identified at schools
Amber will not be effectively addressed.

We recommend that the Council increase the pace of improvement in schools
governance arrangements to ensure that it can demonstrate to Ofsted that it has
addressed the issues that it raised.

Management response

c [

Controls
® Red High - Significant effect on control system
Amber Medium - Effect on control system

® Green Low - Best practice Page 50 Of 76
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Appendix B

Follow up of prior year recommendations

We identified the following issues in the audit of Birmingham City Council’s 2016/17 financial statements, which resulted in six recommendations being reported in our 2016/17 Audit
Findings report. We are satisfied that management have implemented five out of six prior year recommendations.

Assessment

Issue and risk previously communicated

Update on actions taken to address the issue

(1 v

Cut-off of operating expenditure in Schools

We tested a sample of payments made in April and May 2017 to
identify whether there were items relating to goods/services received
in 2016/17 which had not been appropriately accrued for (whether
via system/manual accruals or the forecast accrual process). Two
out of the seven schools invoice payments selected within our
sample related to services received prior to 31/3/17, but processed
for payment after year-end. We are satisfied there cannot be a
material risk of under accrual of schools invoices. However, we
recommend that the Council review their processes for ensuring
schools expenditure includes appropriate accruals.

Management response:

The Council provides guidance to schools on the appropriate accounting treatment
for expenditure relating to specific financial years.

The guidance will be reviewed to ensure that the information provided to schools is
clear. Information will also be provided in relevant schools forums to ensure that as
many people as possible are contacted.

Update:

The Council has reviewed its year-end processes. For the 2017/18 closedown
process, detailed guidance letters were sent out tailored to the type of school:-

* Chequebook schools

» EPA schools using SIMS FMS

« EPA schools using CMIS FMS

* Nursery, Primary and Special non-chequebook schools using SIMS FMS
* Nursery, Primary and Special non-chequebook schools using CMIS FMS

HRA Assets under construction

We identified that all spend on HRA additions is fully settled in year,
with nothing being retained in AUC at year-end. While for spend
relating to renewals to existing properties any AUC element is
unlikely to be material at year-end, in recent years the Council has
undertaken significant construction of new properties, and where
construction spans year-end the spend should properly be included
in AUC until brought into use.

We are satisfied that the estimated potential impact would be trivial
due to the need to impair the spend to reflect the social housing
factors, and any impact on depreciation would also be trivial.

We recommend that this is reviewed in future years if the Council
continues to expand its house building programme, to ensure there
is no material misstatement.

Management response:
Agreed.

The extent to which new homes are partially constructed at the financial year-end will
be evaluated and if material accounted for as Assets Under Construction.

Update:

A large piece of work was undertaken at year-end to identify all new build homes that
were still in the course of construction. At 31 March 2018 there was £23.7m relating
to new homes within the Assets Under Construction overall total.
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Appendix B

Follow up of prior year recommendations (continued)

Assessment

Issue and risk previously communicated

Update on actions taken to address the issue

v

Housing Benefits

There have been two instances in the year where
potential control weaknesses regarding the housing
benefit system have been identified. The first related to
a duplicate payment run which the Authority manually
prevented from being paid. However, it still continued to
be recorded as duplicated within the RBIS and therefore
subsidy. The second related to two high value payments
made in error, where on both occasions, an incorrect
weekly rent figure had been manually entered in to the
rent field of RBIS. These payments were manually
stopped by the Council as they were identified as
unusually large from the >£3k checks which are
performed by the Housing Benefits Team. However, we
recommend that the Council continues to strengthen its
internal controls with regards to Housing Benefit
payments in order to reduce the risk of incorrect
payments being made and not being identified manually
prior to payment.

Management response:

In relation to both of these issues the controls in place within the Housing Benefit and payments
system worked as intended to prevent incorrect high value and duplicate payments from being
dispatched to citizens and landlords. Thereby, preventing both overpaid benefit and loss of
housing benefit subsidy due to ‘Local Authority error’. Both instances did create substantial
additional work for officers within the Council as manual adjustments to the Housing Benefit
subsidy claim had to be made and reconciliation between the Housing Benefit system and
payment system had to be manually adjusted. In order to further strengthen the controls the
following measures have been put in place:

» Within the Housing Benefit system the payment field has now been restricted from an unlimited
size to a maximum of 6 digits including 2 decimal points;

» The duplicate payment issue was generated through an inappropriate batch parameter error
and Service Birmingham have strengthened their controls around batch processing in order to
reduce the instance of this occurring in the future.

Update:

This matter was brought to the attention of the Service Director, Customer Services who
commissioned an internal audit investigation into how the above errors happened and to provide
assurance that such risks are mitigated to a low level. The findings are outlined in the Final Audit
Report 1700/029 with agreed actions from Senior Managers dated June and August 2017.

These recommendations have been implemented.
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Appendix B

Follow up of prior year recommendations (continued)

o

Assessment

Issue and risk previously communicated

Update on actions taken to address the issue

v

Capitalisation of expenditure in Schools

We identified a number of issues relating to capital
spend recorded by schools: - 1 item selected in our
sample which had been capitalised related to IT support
for April 2016 — March 2017 which had been funded by
DFC. This was capitalised as spend on buildings which
is incorrect as this appears to be a revenue cost. - All
DFC is capitalised as buildings spend, but 1 item
selected related to playground equipment which would
be better classified as equipment. This is a
misclassification issue only with no impact on the total
value of PPE. Although we are satisfied there is no risk
to material misstatement for the above noted issues, we
recommend that the Council continues to review the
procedures for ensuring capital expenditure by schools
is recorded completely and accurately in the accounts.

Management response:

Guidance on the appropriate accounting arrangements for capital expenditure will be reviewed to
ensure that it is clear on the correct treatment.

Guidance will also be provided in appropriate school forums to ensure that relevant staff have
access to the information.

The Capital Team within the Council’s Finance & Governance Directorate will continue, where
possible, to review detailed expenditure within school accounting records to ensure the correct
accounting treatment for capital expenditure.

Update:

Revised guidance has been issued following consultation between the Capital Finance Team,
Schools Finance Team and Schools Financial Services in relation to EPA and chequebook
schools. EPA and chequebook schools now provide a capital analysis and copies of invoices
relating to capital expenditure. This return relates to all capital spend including that funded by the
devolved capital grant. For non EPA schools the invoices are held within BCC systems. The
Capital Team continue to review all capital spend to ensure eligibility under Accounting
Standards.
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Appendix B

Follow up of prior year recommendations (continued)

Assessment

Issue and risk previously communicated

Update on actions taken to address the issue

v

Group Accounts

Group Accounts are drafted using unaudited
financial information provided by group entities. In
future the Audit Committee need assurance that
group entities provide sufficient information by the
end of April to ensure materially accurate Group
Accounts can be produced and that audited
accounts are received before the completion of the
Council's audit.

Management response:

Discussions are held with Group entities before the year end so that contacts are aware of the
Council’s timetable for completion of the financial statements. The timetable includes the dates for
provision of draft and audited financial statements. Information is also sought from companies in
December, prior to the end of the financial year, so that any potential issues can be identified.

Companies have a longer statutory timeframe for the completion and audit of their financial
statements than the Council. The Council can influence companies to accelerate the completion and
audit of their financial statements and companies will be encouraged to see the benefits of early
completion. This is more difficult where the Council has only a minority shareholding in a company as
external influences will have more power.

Update:

There has continued to be regular liaison with the Councils’ group entities to ensure that they were
aware of the Council’s reporting deadlines and the information that would be required to complete the
draft Group Financial Statements by 31 May 2018. Whilst information was provided by the majority of
companies by the due date, some information was provided late.

Audited statements have been provided by some of the companies but some will not have been
completed by the time the Council’s accounts are signed off. However, any changes to the data used
in producing the Group Financial Statements will not be material.

Exit Packages

We recommend that the Council reflects on the
advice given by the Department of Communities
and Local Government in relation to member
consideration of exit packages.

This advice suggests that authorities should report
all exit payments over £100k to Full Council. Whilst
Birmingham City Council is not alone in not
following the advice, it may wish to consider
whether this could be a useful enhancement to
strengthen the transparency of its arrangements

Management response:

The Council has previously considered the advice provided by the Department of Communities and
Local Government in relation to member consideration of exit packages, which is provided as
guidance only.

As part of our considerations on this matter, the Council set up its own governance in 2016 for exit
payments, which for chief officers’ exits includes sign off from a cross party elected member JNC
panel.

The Council does plan to further review the guidance from Department of Communities and Local
Government during the next 6 months, as part of the elected member JNC panel.

Update:
No update provided.
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Appendix C

Audit adjustments

We are required to report all non trivial misstatements to those charged with governance, whether or not the accounts have been adjusted by management.

Impact of adjusted misstatements
All adjusted misstatements are set out in detail below along with the impact on the key statements and the reported net expenditure for the year.

Comprehensive Income and Expenditure

Detail Statement £000 Balance Sheet £°000
1 Housing Revenue Account (HRA) depreciation Dr Total cost of services:
Within the draft accounts we identified a £50.3m credit to the HRA Income £50.300
and Expenditure Statement relating to depreciation reversed through the o ’ )
CIES on revaluation. Cr Surplus/deficit on revaluation of PPE (other
comprehensive income)
The correct accounting treatment is to calculate the revaluation movement £50,300

based on the net movement with the resulting net gain/loss being taken to the
CIES or revaluation reserve as appropriate.

2  HRA revaluation Cr Surplus/deficit on revaluation of PPE (other Dr Property, plant and equipment
We identified an error in the accounting for the revaluation of council comprehensive income)
. . £97,100
dwellings. The effect of this was an understatement of the net book value of £97.100 _
council dwellings by £97.1m. ' Cr Unusable (revaluation) reserve
£97,100
3 Short term investments Dr Cash £15,900
We have identified £15.9m of Short term invest_ments which are instant Cr Short term investments £15,900
access accounts and should therefore be classified as cash.
4  Group Balance Sheet intra-group eliminations. Dr Long Term Debtors
We identified one audit adjustment from our work on the group consolidation £7.635
relating to intra-group eliminations between the Council and Innovation '
Birmingham. Dr Short Term Debtors
£8,562
Cr Short Term Creditors
£693
Cr Long Term Borrowing
£15,504
Overall impact Page 55 of 76 £97,100 £0
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Appendix C

Audit adjustments (continued)

Misclassification and disclosure changes

The table below provides details of misclassification and disclosure changes identified during the audit which have been made in the final set of financial statements.

Misclassification and
disclosure changes

Detail

Disclosure — Narrative
Report

Section 6.5.1 of the Narrative Report incorrectly disclosed the future liability of service concession arrangements.
This has been corrected to £421.8m which agrees to Note 43.

Disclosure — Narrative
Report

A number of trivial changes have been made to the Narrative Report to ensure transparency and consistency
with the financial statements.

Disclosure — Note 2 Critical
Judgements in Applying
Accounting Policies

Additional disclosures have been required within Note 2 to include added narrative regarding the early payment
of pension contributions.

Disclosure — Note 4
Assumptions made about
the future and other areas
of estimation uncertainty

One error was identified in ‘assumptions made about the future and other major sources of estimation uncertainty
relating to property, plant and equipment.

SNENTNS

Disclosure — Expenditure
Funding Analysis

The 2016/17 restated adjustments to arrive at the amount chargeable to the General Fund and HRA balances
have been amended to ensure they are consistent with Notes 6 and 7.

Disclosure — Note 7: Note
to the Expenditure and
Funding Analysis

We identified that depreciation reported for the centrally managed directorate had been incorrectly stated. This
has now been corrected as well as the total depreciation reported at a directorate level.

Disclosure — Note 14 Grant
Income

The Grant Income note has been amended to include additional disclosures of grants which were originally
included under the heading ‘grants and contributions of less than £3m’ but have subsequently been identified as
over this threshold

Disclosure — Note 19
Unusable Reserves and
note 21 Defined Benefit
Pension Schemes

We identified errors relating to the disclosure of pension adjustments within the pensions reserve and general
fund.

SN NS

Disclosure — Note 22
Property, Plant and
Equipment

The fair value disclosure for surplus assets has been corrected to agree to the NBV as at 31/03/2018 of
£112.2m.

AN
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Appendix C

Audit adjustments (continued)

Misclassification and disclosure
changes

Detail

Adjusted?

Misclassification — Note 25 Long
Term Investments

The disclosure of long term investments ‘Available for Sale Financial Assets’ includes £9.5m investment in
Birmingham City Propco Ltd. This has been reclassified as ‘Investment in Subsidiary and Associated Companies’.

v

Misclassification — Note 32
Provisions

From our testing on provisions we noted that the unused provision amount reserve of £7.7m had been incorrectly
netted off against the additional provision required. We have therefore increased the additional provision made in
2017/18 by £7.7m and similarly included an unused amount reversed in 2017/18 of £7.7m

This has no impact on the provision balance as at 31 March 2018

v

Note 33 — Contingent liabilities

Additional disclosures have been included in the contingent liabilities note to ensure the note is complete and correctly
reflects potential future liabilities which may fall to the Council.

AN

Disclosure — Note 39 Financial
Instruments

The fair value of PFI schemes have been disclosed incorrectly and have been amended. The fair value disclosure has
increased by £67.5m

In addition, other long term liabilities have decreased by £5.8m due to the correction of the £9.5m investment in
Birmingham City Propco Ltd. being removed from note 25.

AN

Misclassification — Note 39
Financial Instruments

The Council has opted to remove the long term and short term classifications within the Fair Value of Financial
Instruments table.

Disclosure — Note 48 Related
Parties

A number of disclosures have been amended within the related parties transactions note in relation to the Group
disclosures of related parties.

Disclosure — Note 48 Related
Parties

The related parties note disclosure detailing BCF schemes has been updated to reflect that the ‘Equipment Contracts’
is a ‘lead commissioning arrangement’ by the Council. This was incorrectly disclosed as being joint control.

Misclassification — Note H5 Capital

Expenditure on HRA assets

We identified a lack of consistency between Note H5 and the Useable Reserves and Capital Expenditure and Capital
Financing notes. This has now been amended.

Disclosure — Note G2 Critical
judgements in applying
accounting policies

Updated disclosures within note G2 and note G3 to ensure accurately and consistently disclosed judgements for why
Performances Birmingham Limited and Birmingham Museums Trust Limited have been excluded from the Group on
the grounds of lack of control.

Various

In addition to the items identified above, a number of other minor changes have been made to the presentation of, and
disclosures, within the accounts. This is to ensure consistency, enhance transparency and ensure compliance with the
Code. None of these are deemed significant enough to bring to your attention individually

SN NN

Dan 07 £ 70
raytc J7 U ro
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Audit Adjustments (continued)

Impact of unadjusted misstatements
No unadjusted misstatements have been identified.
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Appendix D

Fees

We confirm below our final fees charged for the audit and provision of non-audit services.

Audit Fees

Proposed fee Final fee
Council Audit 314,168 TBC
Objections from 2016/17 TBC
Grant Certification — Housing Benefits 17,594 TBC
Total audit fees (excluding VAT) £331,762 £TBC

The proposed fees for the year were in line with the scale fee set by Public Sector Audit Appointments Ltd (PSAA). Our fees for grant certification covers only Housing Benefit
subsidy certification, which falls under the remit of PSAA. Fees in respect of other grant work, such as reasonable assurance reports, are shown under 'Fees for other services'.

Note 47 of the financial statements shows £0.3m for ‘fees payable with regards to external audit services’. This agrees to our disclosed audit fees table above.

Note 47 also shows £0.1m for ‘fees payable for the certification of grant claims and returns’. This is comparable to our non audit fees paid by BCC below. The Council have
rounded this up so as not to show as NIL in the financial statements.

Group audit fees
These fees have not been disclosed separately in the notes to the group accounts.

- - Fees
Non Audit Fees paid by BCC Fees for other subsidiaries £
Fees Acivico Limited 38,000
Fees for other services £
Innovation Birmingham Limited 22,800
Audit related services:
+ Certification of grant claims excluding Housing 23,250 West Midlands Growth Company Limited 13,900
Benefits (BCC el tonl
enefits ( element only) Finance Birmingham Limited 7,000
Non-audit services
NEC (Developments) PLC 35,000
+ CFOiinsights 2017/18 10,000 — —
PETPS (Birmingham) Limited 7,500
Total 33,250
PETPS subsidiaries 20,000
Page 59 of ¥&al 144,200
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Appendix E

Audit opinion

We anticipate we will provide the Council with a modified audit report.

Independent auditor’s report to the members of Birmingham
City Council

Report on the Audit of the Financial Statements

Opinien

Owur opinien on the financial statements is unmodified

We have andited the financial statements of Birmingham City Couneil (the “Councl’) and
itz subndiznes, zssociates and jomnt ventures (the ‘group’) for the year ended 31 March
2018 which comprize the Comprehensie Income and Expenditurs Starement, Movement
in Reserves Statement, the Balance Sheet, the Cazh Flow Statement, the Housing Revenue
Account - Income and Expend:ture Statement, the Movemsnt on the Housing Reverme
Account Statement, the Collaction Fund Income zad Expenditure Accouvat, the Group
Compzehenzive Income and Expenditure Statement, Gzoup Lovement :n Rezerve:
Statement, the Group Balance Sheet, the Groop Cazh Flovwr Statement and zll notes to the
financial statements, incleding the Accounting Policies to the Coge Finzacial Statement:
znd the Group Accounts. The fnancial seporting framewodk that has been appled in their
preparation iz appleable law and the CIPFA/LASAAC code of practice on local authosty
accounting i the United Kingdom 2017/18.

In our openion, the financial statemeants:

*  mve a tree and fair view of the financial position of the group and of the Couneal s at
31 March 2015 and of the group’s expend:ture and mcome and the Cowneil’s
expenditure and income for the year then ended;

®  have been prepased propery in accosdancs with the CIPFA/LASAAC code of
practice on local authooity accounting in the United Fanpdom 2017/18; 2nd

*  have been prepared in accordancs with the requirements of the Local Audt and
Accounmbility Act 2014,

Basis for opinion

We conducted our audit in accordance with International Standards on Andibng (UK (T5A=
(UE]) and applicable law. Chor responsibilities uader those standards are further desenbed in
the Auditor’s responsibilittes for the audit of the financial statements section of our report.
We are independent of the group and the Couneil in accordance with the ethical requirements
that are relevant to our audit of the fimancizl statements mn the UK, incloding the FRC’s
Ethical Standard 2 applied to public interest entities, and we have fulfilled our other ethical
responsihilities in sccordance with these sequirements. We believe that the audit svidence we
have obtained is sufficient and sppropsate to provide 2 basis for owr opinion.

Emphasis of matter - completeness of equal pay contingent liability

We deaw attention to the dizclosure: made in note 33 to the core financial statements
(contingent Hzbilities and contingent assets) concerning the uncertain outcome of clams that
may be recamved by the Council under the Equality Act. As stated in ssction 2 of the
contingsnt liabilites disclosures in note 33, the Council has set aside a provision of [151.8m
foz claims: zeceived vadar the Equality Act, which incorposate: all clams seceived and
nepotiztion: zzreed to 28 Febuary 2018, Whilst the provizion reflects the focecast mmpact of
clazm: made to date, these zemain @ aumber of vacertainties separding any additional
Ezh:lities that the Council may face. There zce uncertainties sumrounding the volome and
timeng of any future clams and the determunation of any settlements. Dur opinion 15 not
modified i1 respect of this matter.
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Wheo we are reporting to

Thes repot = made solely to the members of the Conael, as a body, in aeeordance with Part
3 of the Local Audit and Accountability Act 2014 and a= set oot in paragraph 43 of the
Statement of Responsibilities of Auditors and Andited bodies published by Public Sector
Andit Appointments Limited. Cur audit work has been undertaken so that we might state to
the Council's members thoss matters we are sequired to state to them in an auditor’s repoct
and for no other puspose. To the follest extent permitted by law, we do not accept or assame
responsility to anyone other than the Couneil and the Council's members as 2 body, for oor
audit work, for this report, or for the opinions we have formed.

Conclusions relating to going concern

We have nothing to seport i respect of the following matters in relation to which the I5As

(UK} requre us to report to you where:

. the Cosporate Director, Finance & Governance’s uze of the going concemn basis of
accounting in the preparation of the financial statements is not appropeiate; or

¢ the Corporate Director, Finance 8z Governance has not disclosed in the financial
statements any ident:fied matenal wacertzinties that may cast significant doubt about the
groug’s or the Council's ahility to contimee to adopt the poing concern basis of
accountng for 2 pecod of at least tovelve months from the date when the financial
statements arz zuthonsed for issne.

Overview of our audit appreach

*  Orwenll materizhty: 435 million, which reprasents 1.5%
of the group's gross total cost of services expenditure;

*  Fev audit matters were identified as:

o Vahation of land and buildings {other land
and buildings, councl dwellings and surplos
azsets); and

0 Vahation of the penzion fond net hahdaty.

*  We performed a full scope audit of the Coundl, tarpeted
procedures on Bimmungham City Propeo Limited and
analytical proceduses oa all the other non-upmficant
components withi the Group.

Key audit matters

Key audit matters are those matters that, in our professional judpment, were of most
spnificance in our audit of the Enancial statements of the cureent pear and mnclude the most
sipnificant azsessed rizks of material misstarement (whether or not doe to frand) that we
identified. These matters included those that had the preatest effect on: the oversll zudit
stratepr; the allocaton of resonrces i the audit; and directing the afforts of the engagement
team_ These matters were addressed in the context of cur audit of the financial statements 25
2 whole, and m forming cur opmion thereon, and we do not provide a separate opinion on
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Key Audit Matter — Group and
Couneil

How the matter was addressed in
the audit - Group and Council

Key Audit Matter — Greup and
Council

How the matter was addressed in
the audit — Group and Council

Risk 1 — Valuatien of land and
buildings (other land and buildings,
council dwellings and surplus
assets)

The Council revabses its land zod buddings
on 2 rolling frve vear programme to ensuze
that the carrming value 13 not materially
different from the current value or the fair
value (for surphus assets). This represents 2
sigmificant estimate by management in the
core financial strements and group
accounts.

Wahiation of land and buildinps i
conzidered a sipnificant estimate due to the
size of the numbers mvolred ({4.7 bdlion)
and the sensitwity of thiz estimate to
changs: in key assumptions.

We therefore identified the valuation of
land and buddings (other land and
buldings, covncil dwellings z2nd suplus
aszetz) as a sipmificant ask, which was one
of the most significant azseszed nisks of
material misstatement.

Crar zodit work wncloded, bt was ot
restricted to:

*  Updating our understanding of the
processes put in placs by
management to ensure that
revzluation measurements age
cozrect and evalvating the design
of the aszocated controls;

*  Ervaluatng manzpement's
processes and assumptions for the
caleulation of the estimate, the
mnstructions izzued to valuation
experts and the scope of their
wok;

*  Evaluatng the competence,
capahilities and ohjectrvity of the
vahation expert (the vahier);

* Duscussing with the valuer the
basis on which the valuation was
carried out;

*  Challenging the informetion and
assumptions vied by the valver to
ensnre complsteness and
consistency with oor
understanding;

s Testing sevaluations made dusing
the vear to enzoge ther were mnput
correctly into the Counel's asset
remster znd correctly reflected =
the fmanecial statements; and

*  Evaluating the assomptions made
by management for thoze zssets
erther revalued at the stact of the
financral year or not revalued
during the year to determine how
management has sanzfied
themselves that the current valoes
(iof fair values for susplus assets) at
the vear-end are not marepially
different to the carrmng valoes per
the financal statements.

The Couneil s accounting policr on
valuation of land and budldings (other land
and buildings, couneil durellings and surplos
azzets) it sthown in note 1.x to the core
financizl statements znd relaved disclosuzes
are incloded in note 22 to the coze finzn

statements and note G7 to the growp uﬁage 61 of 76

acoouts.

Key sbservations
We obtained sufficiant andit assorance to
conchede thar
®  the baus of the valvaton was
appropriate and the assumptions
and processes vsed by management
in determining the estimate wers
reasonable; and
*  the valoaton of land and buddings
disclozed in the fmancaal
statements iz reasonahle.

We identified that £30 millon of in-year
depraciation for covncil dwellings was
incorrectly written out to the CIES on
revaluation when thes should have been
accounted for as part of the overall
revaluation increzse recogrused in the
revalvation reserve. We also idenvified an
error of 97 million in the accounting for
the revaluation of counsl durellings.

The impact on the comprehensive income
and expenditoe statement has been to
incgease net cost of sernces expenditure by
£30 million and to increaze the suzples on
revaluation of property, plant and
squipment aszats by [147 million. These
adjustments aze subsequently zeflected i
the cap:tal adjostment account and
revaluation eseve.

The impact on the balanee sheet has been
to mncreaze the net book valee of property,
plant znd equipment by %7 sullion and to

increase unuzable reserves by (97 sullion.

Risk 2 - Valuatien of the pension
fund net liakility

The Cooncil's pension fund net lzbiiy,

as reflected in itz balance sheet as the net
Lability on defined pension scheme,
reprezents a significant estimate in the core
Enancizl statements and proup accounts,

The pension fund net Bability = considered
2 significant estimate due to the size of the
number: involved (£2.6 billion in the

Couneil's balance sheet) and the sensitmvity

Char andit work meloded, bot was not
restricted to:

*  Gaining an understanding of the
processes and controls put i place
by management to enzure that the
Councl’s pension fund net hablity
was not matenally musstated and
evaluating the design of the
aszociated contrals;

*  FErvaluated the approprateness of
data provided for the purpozes of
the TAS1D actoarizl valuation;

*  Evaluating the competence,
capahilities and oljectvity of the
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Key Audit Matter — Group and
Council

How the matter was addressed in
the audit - Group and Council

of the estimate to changss in key

Azsmmptons.

We tharafore ident:fied valvaton of the
Couneil's pension fund net kahidity az a
sipnificant gisk, which was one of the most
sipnificant aszessed risks of matesial

misstatement.

actrary who carried out the
Counel’s penzion fund valuation;

*  Testing the consistency of the
penzion fund zszet and Labdhity and
disclosures in the notes to the core
financial statement: with the
actarial report from the acmar;
and

*  Undastaking proceduses to confiem
the reasonzbleness of the actuaral
aszumption: made by reviewing the
report of the consulony actoary (as
auditor’s expert) and performing
any additional procedures
soggestad within the seport.

The Council's accounting policy on
valuation of the penzon fund net kabdity is
shown in aote 1w to the core financial
statements and related disclosures are
inchuded i note 21 to the cors financial
st@tements.

Key abservations
We obtained sufficient audit assorance to
conclode that
*  the bas:s of the valeabon was
approprzate and the assumptions
and proceszes vsed by the actuary
1 detesmining the esbmate wers
reasonable; and
®  the valvation of the Couacil's
penzion fund net Lability dizclozed
i the Bnancial statements is

reasonabls

Our application of materiality

We define materiality az the magnitude of susstatement m the financial statements that makes
it probable that the sconomme decisons of a rezsonshly knowledgeahle person would be
changed or inflnenced. We use matenabty in determinmng the natrs, tming and extent of oor

work and i evaluatng the resules of that work

Mlatesahty was deternined as followrs:
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Materiality
Measure

Group

Couneil

Finzneial statements
s 3 whole

£45.8 mellion, whech is 1.3% of the
Group’s pros: total cost of services
expenditure. This benchmark i=
conzidered the most appropnate
becanse we consider ysers of the
financial statements to be most
mnterested in how it has expended
its revenue and other funding.

MMatesiality for the cerrent vear is at
the same percentage level of grosz
total cost of services expendituse as
we determuned for the vear endsd
31 Masgch 2017, 2= we did not
identify any sipnificant changes i
the Group or the environment in
which it operates.

L4356 mullion, which is 1.3% of the
Council’s gross totzl cost of senrices
expenditure. This benchmark iz
conzidered the most appropoate
becanze we consider users of the
financial statements to be most
interested in how it has expended its
revenue and other funding.

MMatenality for the corrent vear @5 at
the same percentags level of gross
total cost of services expenditore as
we detesmuned for the yeas ended 31
March 2017, 23 we did not identfy any
zignificant changes in the Couneil or

the environment in which it operates.

Performance T5% of finzncial statement T3% of financial statement matenality
matenality uzed to | materiality

drive the extent of

ot testing

Specific materizlity | Mone £100,000 for zenior officer’s

remuneration (mncloding emt packzgas
for semor officers) based on the fact
that we consider the discloszees to be
zensitive and of specific interest to the
reader of the financial statements.

Communicaton of
musstatements to
the Andit
Comumittes

£2.2 milbon znd nusstatements
below that threshold that, 1 oo
TIEW, Walfant feposting on

qualitative grounds.

L2.2 mllion and susstatements below
that threzhold that, m our view,
warrant reporting on guakitatrs
zrouads.

The graph below llustzates how performance matedality interacts with oos overall matesaliny
znd the tolesancs for potential uncorrected misstatements.
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Orverall materizlior - Group Orreralll marerdality - Couneil
B Tclermes for

pot=atial

i ska besneats,

W Parformames
materality

An everview of the scope of our audit

Chag andit 3ppmach was 2 nsk-basad appzoa.ch founded on 2 thorough understanding of the

zrovp's bosines:, it= environment and rizk profile and m particular inchided-

*  Gaining an snderstanding of sigrificant changes to the Group structore;

*  Evaluation of identified components to assess the ugnificance of each component and to
determine the planned zudit response based on meazures of the materizlity and
significance of the component as 2 pescentape of the group’s curent assets, total assets,
cozrent Bahilities, total kabdlities, squity and revenues. A full scope, targeted or analyrical
zpproach was taken for each component based on their relative materizlity to the group
and our assessment of zedit nsk;

*  Full scope audit proceduces on the Council, which reprasents 99.7% of the group’s
mcome and 99.3% of its groep’s total expendronce;

s  Performung analybcal proceduses or targeted procedueres on all non-significant
components inchded in the group financial statements which make np the remamder of
the group’s income and totzl expendines;

*  Gaining an understanding of and evalvating the Councils internal control environment,
including its finaneial and IT systems and conteols; and

*  Substantive testing of the income, expenditurs and net assets for the Couneil Testing
uadertaken covered 99.1% of group income and 99.3% of grovp expenditare.

Other infarmation

The Corporate Director, Finance & Governanee is respansible for the other information.
The other information comprises the information incloded in the Statement of Accounts sat
out on pages 1 to 221 other than the group and Couneil financial statements and oor
auditor’s repore thereon. Our opinion on the financizl statements does not cover the other
information and, except to the extent othervize explicitly stated in our report, we do not
express any fomm of assurance conclusion therson.

In comnection with our aedit of the financial statements, our responsibilicy 15 to read the
other infoemation and, in doing 20, conmider whether the other information is matesally
inconsistent with the financizl statements or ous knowledge of the group and Couneil
obtamed in the course of our work incheding that gamed through work m relatton to the
Counail's asrangements for zecusing value for money through economy, efficency and
effectiveness i the vse of its resoncces or otherwise appears to be matesally misstated. If we
wdentify such materal meon=stences or apparent matenal nusstatements, we are required to
deternune whether there i 3 material mizstatament in the financizl statements ar 3 materizl
musztatement of the other information. If, bazed on the work we have performed, we
conclude that these is 2 material mizstatement of this other information, we are required to
repost that fact.

We have nothing to repart m this regard.

Page 63 of 76

© 2018 Grant Thornton UK LLP | Audit Findings Report for Birmingham City Council | 2017/18

Other infermation we are required to report on by exception under the Code
of Audit Practice

Under the Code of Aedit Practice published by the National Audit Office on behalf of the
Comptzaller and Auditor General (the Code of Audit Practice) we are required to conzider
whether the Ansual Governance Statament does not comply with the Delivesing Good
Governance in Local Government: Framework (2016)° published by CIFFA and 3OLACE
or iz misleading oz inconzistent with the infoomation of which we ase awars from ouz udit.
TWe are not required to consider whether the Annual Govemance Statement addresses all
gisks and conteols or that izks are satizfactonly addreszed by internal controls.

e have nothing to report m this regasd.

Dur opinion on other matter required by the Code of Audit Practice is
unmodified

In our opmion, based on the work undertaken in the course of the andit of the finanmal
statements and oor knowledee of the Counel gained throwgh oer work in relation to the
Couneil's arrngements for seconng economy, efficiency and effectivensss in = use of
tespurces, the other mformation published together with the financial statements in the
Statement of Accounts for the financial year for which the fnancial statements aze
prepared is consistent with the finaneizl statements.

Matters on which we are reguired to report by exception

Under the Code of Aodit Practice we are required to report to vou :f

*  we have reported a matter i the public interest nader section 24 of the Loeal Andit and
Accountability Act 2014 in the course of, or at the conclusion of the audst; or

*  we have made 2 watten recommendation to the Council under section 24 of the Laocal
Andit and Acconntahibity Act 2014 in the course of, or at the conclozion of the audit; or

*  we have exercised any other special powers of the auditor under the Local Audit and
Accountability Act 2014,

e have nothing to seport i respect of the above matters except on 30 July 2018 we made
written recommendation: to the Council in cur Audit Findings Report under ssction 24 of
the Local Andit and Acconnmbdity Act 2014 in relation to the Couneil’s finzncial plans and
reserve levels from 2018,19, its governance armangements over financial monitoring and the
Couneil’s Place Directorate and its oversight of subsidiary bodies.

Respensibilities of the Council, the Corporate Directer Finance and
Governance and These Charged with Governance for the finaneial
statements

As expluned more fully in the Statement of Responsibilines for the Statement of Accounts
sat out on page 17, the Counel is required to make arrangements for the proper
adminiztration of itz fnancial affars and to securs that one of it officers has the
sesponszibility for the adouniztration of thoze affairs. In thes Councl, that officer is the
Corporate Director, Finance & Governance. The Corporate Dirzctor, Finznce & Govemanee
15 sesponsihle for the preparation of the Statement of Accounts, which imclodes the financial
statements, m accordance with proper practices as set oot in the CIPFA/TASAAC code of
practice on local asthonty accounting i the Umited Kingdom 2017 /18, which give 2 trus and
fair view, and foz soch internal control as the Corporate Director, Finance & Governance
determenes 15 necessary to endbles the preparation of finaneizl statements that are free from
miatenal misstatement, whether dus to frand or error
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In preparing the finzneial statements, the Corporate Director, Finanee & Governanee 15
responsible for assessing the group’s and the Council’s ability to continue a5 2 going concern,
disclosing, 2z applicable, matters related to gomng concern and vsing the going concem bass
of accounting valess the group or the Council lacks funding for itz continued exstence or
when policy decizions have been made that affect the services provided by groop or the
Counal

The Avdit Commirttee is Those Charped with Governance.

Auditer's responsibilities for the audit of the financial statements

Chur objectives are to obtan reazonable assusance aboot whether the financizl statements as a
whols zre free from materal messtatement, whether due to frand or error, and to issue an
auditor’s repost that melodes our opinion. Reasonable assurance 13 a high leval of assurance,
bt 1z not 2 puarantee that z2n audit conduoceed i accordanee with [3As (UK will zhways
detect 2 material mizstatement when it exists. Misstatements can arize from fravd or error and
are considered matenal if, individeally or in the agpregate, they could reasonably be expected
to influence the econonue decisons of users taken on the basis of these financial statements.

We aze responzible for obraming reasonable assurance that the financial statements mhenaz a
whole ame free from matenal susstatement, whether caused by fzaud or error. Crumng to the
ittherent Bmitations of zn audit, there 15 an unaveddzble gzk that materizl mizstatements of
the financizl statements may not be detected, even though the audit is properly planned and
pesformed in accordance with the I3As (UK. Cur audit approach 13 a nsk-bazed approach
and iz explained more fully in the ‘An overview of the scope of our zudit’ zection of our audit
report

A further description of our responsibilities for the audic of the financial statements is located
on the Financial Reporting Couneil’s website at wuomr fee orguk ‘anditorsresponsibilities. This
descoption forms part of our auditor’s report.

Other matters which we are reguired to address

We were appointed by the Audit Commission on 28 July 2012, The pared of totzl
shinterrupted engagement incloding previous renewals and rezppomntments of the finm is &
Tears.

The non-audit sarvices prohibirad by the FRC's Ethical Standaed wers not providad o the
graup or the Councl and we remain ndependent of the group and the Council in conducting
oue audit.

The following sarvices, in additon to the audit, vere provided by the firm to the Counell
after 1 Aprd 2007 that have not been disclosed separatelr in the Statement of Accounts:

Chief Finance Officer Inzights (CFON) subzeniption for 2017,/18
Skills Funding Ageney retum certification for 2006/17
*  Tllegal honey Lending Team return certification for 2016,17 and 2017 /13
* Remonal Growth Fond retuen cerifications for the vears of 2012/13 10 2016/17
* Pooling of Housing Capital Recaipts retuen certification for 2016,/17
®  Teachers’ Pensions setom certification for 2016/17

Chor audit opimon iz consistent with the addmional repost to the Audit Committee.
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Report on other legal and regulatory requirements - Conclusion on
the Council’'s arrangements for securing economy, efficiency and
effectiveness in its use of resources

Adverse conclusion

O the basiz of oue work, heving regard to the puidance issved by the Comptroller and
Auditor General in November 2017, because of the sipmificance of the matters deseabed :n
the bas:s for adverse conclusion ssction of our report, we are not satshed that, in all
sipnificant rezpects, the Council put in place proper asrangements for securing economy,
efficency and effectiveness i its vae of resources for the vear ended 31 March 2015,

Basis for adverse conclusion

In conzidering the Council's arranpements for secunng efficency, economy and effectiveness,
we identified the following matters:

Budger Delivery and Reserves Management, as well as sming proposals (including
the panciples of the Future Opermang Model) and Equal Pay

The Counc:l had demanding savings targets of £85.3 million in 2017 /18 which included
fnding solutions for [14.4 milkon based mostly on samngs achieved on a non-recucrent basis
n 2016/17. The Council continued to undes-deliver planned savings in 2017 /18, apain, in
part due to the failoze to deliver large savings plans such as the Fotose Operating hodel
(FOLD, which nndes-delivered by 154 million in 2017,/18, an under-delivery which waz doe
to rize to (34 2 million i foture vears. Az a rezult, the Council reported a 2017 /15 revense
budget averspend of [4.9 million after the uze of [63.1 milion of reserves ({422 nullion of
which was planned).

The Council's Bosiness Plan 2018+ identifies continung savings prassuces, with 2
requarement of [117.0 million of savings to be delverad by the end of 202122, with
2016/19 (£32.9 milkion)| and 2019 /20 (£35.6 mullon) bemg the toro yeass with the preatest
savings demand

The uncertainties surrounding the volime and tmmp of fotre equal pay clams and the
determunation of any sertlements may also have an impact on the level of the Councl’'s

IBERIVES,

These mattess are evidence of weaknesses in proper arnpements for sustainable zescurce

deplovment in:

# planning finances effectivelr to support the sustainable delivery of strategic pricrities and
mauntain statutory fenctions; and

# planning, orpamang and developing the workforcs effectively to delwer strategc
priotities,

Birmungham Independent Improvement Panel (‘the Panel’)

The Secretary of State for Communities and Local Govesnment sppointed the Panel in
January 2015 to overses improvements @ the Council’s govermance armmngements.

The Council has been waodking more closely with the Panel sines the autma of 2017 and the
Fanel, in conpunction with the Council, has wetten to the Secretary of State several tmes
zince 1 Apnl 2017, most recently in June 20138,
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The joint lattar fzom the Pansl and the Couvaeil in hMarch 2018 secopnised that the Council
has expenenced a number of changas in key leadership position: duang the last vear and =ull
needs to address a number of sipnificant finzncial challenpes to ach:eve hnancial
sustainzblity.

The joint letter fzom the Pansl and the Council in June 2018 included a copy of the Council's
Improvement Stocktake Repart, which represents the Council’s zelf-azseszment against the
Local Government Association’s criteria for an effective organization, undespinned by a suite
of detailed corporate governance and service improvement plans. This demonstrates that the
Couneil haz not vet addressed the issses identified to drive improvement in itz corporate
rovernancs and achieve financial sustinability in the context of significant changes within the
Covned’s leaderzhip team.

Thes mattes is evidence of wezknesses in proper armapemants for informed decision making
i acting in the pubhe interest, through demonstating and applving the principles and valoes
of sound govemance.

Services for Vidnerable Children

In May 2014 and November 2016 the Office for Standasds i Educaton [Ofsted) issued
reports which asseszed the services as inadaguate and identfied a number of senous
weaknesses in the Councl's armanpements for looking after vulnerabls children and young
people.

The Ofsted monitoring visit undertaken m March 2015 highlizhted that the Council kas
demonstrated that it has maintained and made zome forther improvements to the quality of
social wosk practice snce the last mspecton. Pacther work remains to be done to ensuce that
practice is conzistently pood and that the best outcomes for all children are achieved ona
timely and consistent bass.

Thes marter is evidence of weaknesses in proper arzngements for informed decizion making

and sustanable resousce deploypment i

* acting in the poblic mterest, throogh demonstrating and applying the pranciples and valvas
of sound governance;

*  manaping gsks effectvely and mamtaming a sound system of mtemmal contecl; and

* planmng, orpamang and developng the workiorcs effectively to delwer stratepc
prorities.

Management of Schools

Significant failings in the Cooncil's management of school: were identified in 2 review by
Peter Clarke in July 2014, Sincs this review the Council has taken and contnoes to take action
to improve its management of schocls through the implementation of its improvement plan.

Az part of the asseszment of schools govesnance mprovement Birmingham Audit (internal
audit) have been commissioned to carry out 2 progranume of audits over a two year period.
Their findmps have continved to show that there are a range of governance issves to address
across the school: visited. Specifically, 32 of the 87 :choals audits (37%) undertaken by
internal meditin 2017 /18 were asseszed 2= Tevel 3° azsurance (zpecific control weaknesses of a
spnificznt natee noted, and /o the number of minor weaknezses noted was conmderable)
and two schools (2%0) were zzseszed as level 4 aszumnce (controls evaloated are not
adequoate, appropriate or effectve, and /or rizks are not being managed 2nd it 15 unlikely that
obyectives will be met).
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This matter is evidence of weaknesses in proper arrengsments for informed decision makng

and sustamable rezoosce deployment

* acting m the public mterest, throngh demonstrating and zpplving the prineples and valoes
of sound governance;

*  managing risks effectively and maintaining a sound system of internal control; and

* planning, orpamsing and developing the workforce effectively to delover strategic
priotities,

Responsibilities of the Council

The Counc:l 15 responsible for putting in place proper armngements for secucing economy,
efficiency zad effectiveness i its use of resources, 1o ensuse proper stewardship and
povernance, and to review repularly the adequacy and effectivenes: of these arrangements.

Auditer's responsihkilities fer the review of the Couneil’'s arrangements for
securing economy, efficiency and effectiveness in its use of resources

We aze requured under Section 20(1)(c) of the Local Audit and Accountalnlity Act 2014 to
be saizfied that the Councl has made proper arrangements for secusing economy, efficiency
and effectivensss in its use of resources. We are not required to consider, nor have we
cons:dered, whether all azpects of the Counail's acangements for secuning economry,
efficiency and effectiveness i its use of resources are operating effectively.

We have vadestzken our zeview in accordance with the Code of Avdit Practice having repard
to the guidance on the specified criterion sxzued by the Comptroller 2nd Auditor General in
November 2017, as to whether mn all ssgrificant respacts the Councl had proper
arrangements to ensure it took propedy informed deczsions and deployed resources to
achisve planned and sustainable cutcomes for taxpayers and local people. The Comptroller
and Avditor General determined this caternon as that necessary for vz to consider under the
Code of Audit Practce in satisffing cugselves whether the Council put i placs propes
arrangements for securing economy, efficiency and effectiveness in its use of resource: for
the vear ended 31 March 2018

We planned our work in accordznce with the Code of Audit Practice. Bazed on our sizk
aszzzzment, we undertook such work as we considered necessary to be satisfied that the
Councl has put in place proper aerangements for securing sconomy, efficiency and

effectiveness in its vse of resouress.

Report on other legal and regulatory requirements - Delay in

certification of completion of the audit

We cannot formally conclude the audit and iszus an audit certificate in zecordance with the
sequarements of the Local Audit and Accountababty Act 2014 and the Code of Audit Practice
until we have completed the work necezzary to izsue our Whole of Government Accounts
WGA) Component Assurance statement for the Council for the vear ended 31 March 2018,
We are satisfied that thus work does not have a material effect on the finzncial statements o
on our conchszsion on the Council's arrangements for secusng economy, efficiency and
effectiveness i its use of resources for the vear ended 31 Mazch 2015

In addition, we cannot formally conclude the andit and izsue an audit certificate for the

Counal for the vear ended 31 March 2015 in accordance with the requirements of the Local
Andit and Accountzbility Act 2014 and the Code of Awdit Practice until we have completed
our consideration of an object:on brought to cur attention by a local avthosty elector under
Zection 27 of the Local Audit and Accountability Act 2014, We are zatizfied that this mater
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Appendix E

Counal's asrangements for secunny economy, efficiency and effectrensss i itz use of
resouroes for the year ended 31 Masch 2018

Signature to be added

Phil Jones

for and on behalf of Grant Thoraton UK LLP, Appointed Anditor
The Celmors Building

20 Colmore Circus

Brrnmngham

B4 6AT

31 July 2018

© 2018 Grant Thornton UK LLP | Audit Findings Report for Birmingham City Council | 2017/18
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Birmingham
City Council

Our Ref.: BCC/MS/

/

Date: 30 July 2018

Grant Thornton UK LLP
The Colmore Building
20 Colmore Circus
Birmingham

West Midlands

B4 6AT

Dear Sirs

Birmingham City Council
Financial Statements for the year ended 31 March 2018

This representation letter is provided in connection with the audit of the financial
statements of Birmingham City Council and its subsidiary undertakings (as listed in note
48 of the Council’s financial statements) for the year ended 31 March 2018 for the purpose
of expressing an opinion as to whether the group and parent Council financial statements
are presented fairly, in all material respects in accordance with International Financial
Reporting Standards and the CIPFA/LASAAC Code of Practice on Local Authority
Accounting in the United Kingdom 2017/18 and applicable law.

We confirm that to the best of our knowledge and belief having made such inquiries as we
considered necessary for the purpose of appropriately informing ourselves:

Group Financial Statements

)] We have fulfilled our responsibilities for the preparation of the group and parent
Council’'s financial statements in accordance with International Financial
Reporting Standards and the CIPFA/LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2017/18 ("the Code"); in particular
the group and parent Council financial statements are fairly presented in
accordance therewith.

i) We have complied with the requirements of all statutory directions affecting the
group and parent Council and these matters have been appropriately reflected
and disclosed in the group and parent Council financial statements.

Finance & Governance Contact: Clive Heaphy

P.O. Box 16306 Tel.: 0121-303-2950

10 Woodcock Street Fax: 0121-303-1356

Aston E-Mail: clive.heaphy@birmingham.gov.uk
Birmingham. B2 2XR www.birmingham.gov.uk
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ii)

Vi)

vii)

viii)

Xi)

xii)

The Council has complied with all aspects of contractual agreements that could
have a material effect on the group and parent Council financial statements in
the event of non-compliance. There has been no non-compliance with
requirements of any regulatory authorities that could have a material effect on
the group and parent Council financial statements in the event of non-
compliance.

We acknowledge our responsibility for the design, implementation and
maintenance of internal control to prevent and detect fraud.

Significant assumptions used by us in making accounting estimates, including
those measured at fair value, are reasonable.

Except as disclosed in the group and parent Council financial statements:
a there are no unrecorded liabilities, actual or contingent
b none of the assets of the group and parent Council has been assigned,
pledged or mortgaged
c there are no material prior year charges or credits, nor exceptional or non-
recurring items requiring separate disclosure.

We confirm that we are satisfied that the actuarial assumptions underlying the
valuation of pension scheme assets and liabilities for IAS19 Employee Benefits
disclosures are consistent with our knowledge. We confirm that all settlements
and curtailments have been identified and properly accounted for. We also
confirm that all significant post-employment benefits have been identified and
properly accounted for.

Related party relationships and transactions have been appropriately accounted
for and disclosed in accordance with the requirements of International Financial
Reporting Standards and the Code.

All events subsequent to the date of the group and parent Council financial
statements and for which International Financial Reporting Standards and the
Code require adjustment or disclosure have been adjusted or disclosed.

We have considered the adjusted misstatements, and misclassification and
disclosures changes schedules included in your Audit Findings Report. The
group and parent Council financial statements have been amended for these
misstatements, misclassifications and disclosure changes and are free of
material misstatements, including omissions.

Actual or possible litigation and claims have been accounted for and disclosed in
accordance with the requirements of International Financial Reporting
Standards.

We have no plans or intentions that may materially alter the carrying value or
classification of assets and liabilities reflected in the group and parent Council
financial statements.

Finance & Governance Contact: Clive Heaphy
P.O. Box 16306 Tel.: 0121-303-2950
10 Woodcock Street Fax: 0121-303-1356

Aston

E-Mail: clive.heaphy@birmingham.gov.uk

Birmingham. B2 2XR www.birmingham.gov.uk
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xiii)

Xiv)

We believe that the group and parent Council’s financial statements should be
prepared on a going concern basis on the grounds that current and future
sources of funding or support will be more than adequate for the group and
parent Council’s needs. We believe that no further disclosures relating to the
group and parent Council's ability to continue as a going concern need to be
made in the financial statements.

We have considered the impact of the Council’'s Equal Pay liability and we are
satisfied that the Council can manage its cash flow through the receipts from the
sale of assets to meet all of its current Equal Pay liabilities.

Information Provided

XV)

XVi)

XVii)

XViii)

XiX)

XX)

XXi)

XXii)

We have provided you with:

a. access to all information of which we are aware that is relevant to the
preparation of the group and parent Council financial statements such as
records, documentation and other matters;

b. additional information that you have requested from us for the purpose of
your audit; and

C. unrestricted access to persons within the Council from whom you determined
it necessary to obtain audit evidence.

We have communicated to you all deficiencies in internal control of which
management is aware.

All transactions have been recorded in the accounting records and are reflected
in the group and parent Council financial statements.

We have disclosed to you the results of our assessment of the risk that the
group and parent Council financial statements may be materially misstated as a
result of fraud.

We have disclosed to you all information in relation to fraud or suspected fraud

that we are aware of and that affects the group and parent Council and involves:

a. management;

b. employees who have significant roles in internal control; or

c. others where the fraud could have a material effect on the group and parent
Council financial statements.

We have disclosed to you all information in relation to allegations of fraud, or
suspected fraud, affecting the group and parent Council's financial statements
communicated by employees, former employees, analysts, regulators or others.

We have disclosed to you all known instances of non-compliance or suspected
non-compliance with laws and regulations whose effects should be considered
when preparing financial statements.

We have disclosed to you the identity of the group and parent Council's related
parties and all the related party relationships and transactions of which we are
aware.

Finance & Governance Contact: Clive Heaphy
P.O. Box 16306 Tel.: 0121-303-2950
10 Woodcock Street Fax: 0121-303-1356

Aston

E-Mail: clive.heaphy@birmingham.gov.uk

Birmingham. B2 2XR www.birmingham.gov.uk
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xxiii)  We have disclosed to you all known actual or possible litigation and claims
whose effects should be considered when preparing the group and parent
Council financial statements.

xxiv) We confirm the reasonableness of the significant assumptions used in making
accounting estimates, including those measured at fair value. We also confirm
the following:

a) Property, Plant and Equipment. We confirm that the controls operated over the
recognition, valuation, presentation and disclosure of Property, Plant and
Equipment are appropriate and materially accurate estimates of the Council’s
non-current assets. We also confirm that the reporting of Property, Plant and
Equipment complies with the relevant frameworks.

b) Equal Pay — measurement. We confirm that the measurement methods
including related assumptions and models is appropriate and have been
consistently applied. We also confirm that we have provided you with all
information available to us that could impact on the estimated value of the
Council’s liability.

c) Equal Pay — recognition. We confirm that the receipt of an Equal Pay claim is
the appropriate point at which to recognise the Council’s liability and these
recognition criteria have been consistently applied. We also confirm that it is not
possible to accurately estimate the volume, type or value of future Equal Pay
claims. We have reached this conclusion due to the number of variables
impacting on the claims including future court judgement, the number of claims
the Council receives, the settlement amount for claims, and any costs in respect
to taxation.

d) Academy Schools subject to PFI. We confirm that no onerous contracts as
defined by IAS 37 exist.

e) Group boundaries. We confirm that we do not have control as defined by IFRS
10 of Performances Birmingham Limited and Birmingham Museums Trust
Limited and are therefore not consolidated.

Annual Governance Statement

xxv)  We are satisfied that the Annual Governance Statement (AGS) fairly reflects the
Council's risk assurance and governance framework and we confirm that we are
not aware of any significant risks that are not disclosed within the AGS.

Narrative Report

)] The disclosures within the Narrative Report fairly reflect our understanding of
the group and parent Council's financial and operating performance over the
period covered by the group and parent Council financial statements.

Finance & Governance Contact: Clive Heaphy

P.O. Box 16306 Tel.: 0121-303-2950

10 Woodcock Street Fax: 0121-303-1356

Aston E-Mail: clive.heaphy@birmingham.gov.uk
Birmingham. B2 2XR www.birmingham.gov.uk
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Approval
The approval of this letter of representation was minuted by the Council’s Audit Committee

at its meeting on 30 July 2018.

Yours faithfully

Position: Corporate Director, Finance & Governance

Date: 30 July 2018

Position: Chair of Audit Committee

Date: 30 July 2018

Signed on behalf of the Governing Body

Yours Sincerely

Clive Heaphy
Corporate Director, Finance & Governance

Finance & Governance Contact: Clive Heaphy

P.O. Box 16306 Tel.: 0121-303-2950

10 Woodcock Street Fax: 0121-303-1356

Aston E-Mail: clive.heaphy@birmingham.gov.uk
Birmingham. B2 2XR www.birmingham.gov.uk
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Resources O&S Committee: Work Programme 2018/19

Chair
Deputy Chair

Committee Members:

Committee Support:

ClIr Sir Albert Bore
Cllr Josh Jones

Clirs Muhammad Afzal, Meirion Jenkins, Zaheer Khan, Narinder Kaur Kooner,
Ewan Mackey, Paul Tilsley

Scrutiny Team: Emma Williamson (464 6870) and Jayne Power (303 4810)
Committee Manager: Marie Reynolds (464 4104)

] Meeting Schedule

Date Item Officer contact
21 June 2018 Work Programme Discussion Emma Williamson/Jayne Power,
Scrutiny Office

Outcome: to determine the work programme
priorities for the year

19 July 2018 Financial Outturn Report 2017/18 Emma Williamson/Jayne Power,
Birmingham independent Improvement Panel Stock- | Scrutiny Office
take Report
Travel Assist

4 September 2018 Annual Audit Findings Report Clive Heaphy, Corporate

Deadline for reports: 23
August

Director, Finance and
Governance/Jon Lawton,
Cabinet Support Officer

20 September 2018
Deadline for reports: 11
September

TBC

18 October 2018
Deadline for reports: 9
October

TBC

15 November 2018
Deadline for reports: 6
November

TBC

13 December 2018
Deadline for reports: 4
December

TBC

= Resources Overview & Scrutiny Committee Work
0 : @rogramme, September 2018




Date

Item

Officer contact

17 January 2019 TBC

Deadline for reports: 8

January

14 February 2019 TBC

Deadline for reports: 5

February

14 March 2019
Deadline for reports: 5 March

TBC

11 April 2019

Deadline for reports: 2 April

TBC

2 Other Meetings

Callin

Petitions

None scheduled

Councillor Call for Action requests

None scheduled

3 Forward Plan for Cabinet Decisions

Leader

005471/2018 Financial Monitoring Report Quarter 2 2018/19 13 Nov 18
Deputy Leader

005244/2018 Future of Human Resources and Finance Systems 10 Sept 18

Cabinet Member Finance and Resources

005292/2018 | Procurement Strategy for the Major Construction Projects and Capital 18 Sep 18
Works Programmes Framework - PUBLIC
005353/2018 | Birmingham City Council — A One Council approach to 18 Sep 18

Commercialisation - PUBLIC

Resources Overview & Scrutiny Committee Work

\ )
C" @rogramme, September 2018




005406/2018 Utilities Procurement Strategy — PUBLIC 18 Sep 18
003629/2017 | Commissioning Security for Council Premises - PUBLIC 9 Oct 18

004831/2018 | Review of Building Consultancy (Acivico) Ltd - Public 11 Dec 18
004833/2018 | Commissioning review of Birmingham City Laboratories (BCL) - Public 11 Dec 18

= Resources Overview & Scrutiny Committee Work
75 /BProgramme, September 2018
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