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Narrative Report

1 Introduction

1.1  This report presents the statutory financial statements for Birmingham City Council
(the Council) for the period from 1 April 2017 to 31 March 2018. The financial
statements have been prepared in accordance with the 2017/18 Code of Practice on

Local Authority Accounting (the Code) published by the Chartered Institute of Public
Finance and Accountancy (CIPFA).

1.2  This narrative report provides a summary of the Council’s financial position and
details of material items that have impacted on the accounts during the year.

1.3  The financial statements contain a number of technical accounting terms and
concepts. A glossary of the major accounting terms has been provided at the end of
the financial statements to help the reader’s understanding.

2 Council Priorities

2.1  The Council’s vision for the City is one of:
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and sets out four key priorities for Birmingham:
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an agreed budget to be funded from taxation, grants or from rents for council
dwellings.

The Housing Revenue Account (HRA) position is shown in a separate statement
within these accounts.

In line with proper accounting practices under the Code the CIES incorporates
transactions relating to:

movements in value of Property, Plant & Equipment and other non-current
assets,

the impact of updates in the valuation of pension liabilities under defined
benefit arrangements

changes in provisions set aside for the future, for example, for the costs of
Equal Pay.

Notwithstandiing the reduced costs of services in 2017/18, as a result of the savings
implemented by the Council, the 2017/18 CIES shows a net improvement of £106.0m
in moving from a deficit of £128.0m on the provision of services in 2016/17 to a deficit
of £22.0
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4.5

4.6

4.7

4.8

4.9

4.10

A reduction in the net liability on the defined benefit pension scheme of
£282.8m, mainly resulting from the three year advance payment made by the
Council in April 2017.

offset by
An increase in the level of short term borrowing of £286.2m as the Council
took advantage of the low level of short term interest rates.

Cash Flow Statement — shows how the Council generates and uses cash during the
year and the impact this has on the balances of cash and cash equivalents. Cash
flows are classified into operating, investing and financing activities.

Supplementary Statements

Notes to the Accounts — additional detail supporting the information provided in the
main financial statements is provided in the Notes to the Accounts.

Housing Revenue Account — records the financial position of the Council’s statutory
obligation to account separately for the costs of its housing provision.

Collection Fund — a statutory account that records the transactions in respect of the
collection and distribution of Business Rates and Council Tax for which the Council
acts as agent.

Group Accounts

The Council operates through a variety of undertakings, through either majority
shareholding or sole membership of companies with the current ability to appoint the
majority of directors (subsidiary undertakings) or in partnership with other
organisations (associate undertakings and joint ventures). To provide a full picture of
the activities of the Council, Group Accounts have been prepared which include those
organisations where the interest and level of activity is considered material. The
Group Accounts consolidate the Council’s accounts with those of:

Subsidiaries

Acivico Limited

Birmingham City Propco Limited — New Company

Innovation Birmingham Limited

InReach (Birmingham) Limited

National Exhibition Centre (Developments) Plc

PETPS (Birmingham) Limited

PETPS (Birmingham) Pension Funding Scottish Limited Partnership — New company

Associates
Birmingham Airport Holdings Limited
Service Birmingham Limited — part year only

Joint Venture
Paradise Circus General Partner Limited

The Council has undertaken a review of its Group boundary to ensure that the
information provided from the consolidation of related entities into its Group Financial
Statements gives the most accurate picture of the Council’s activities. It has been
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Revised Outturn Variance
Budget
£m £m
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February 2018. The level of claims received after this date to the date of signing
these accounts was not material.

Business Rates

6.7.2 As aresult of the change introduced through the Local Government Finance Act
2012, local authorities assumed part of the liability for funding rate payers who
successfully appeal against the rateable value of their properties on the rating list.
This liability includes amounts that were collected in respect of both the current and
prior years.

6.7.3

14
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6.8 Reserves
6.8.1 The Council maintains two types of reserves:

Usable reserves — where the Council sets aside specific amounts for future
policy purposes, to cover contingencies or where resources have been
provided for specific purposes but have not yet been spent
Unusable reserves, which are not available to support the provision of services
and include:
Unrealised gains and losses, particularly in relation to changes in valuation
of non-current assets;
Adjustment accounts that absorb the difference between the outcome of
applying proper accounting practices and the requirements of statutory
arrangements for funding expenditure.

6.8.2 Details of the reserves are set out below.

31 March 31 March

2017 2018

£m £m
Unearmarked Reserves 100.8 170.4
Earmarked Reserves 136.2 130.9
Grant Reserves 1334 172.0
Ringfenced Reserves 86.2 69.2
Capital Reserves 373.5 427.4
Sub-total Usable Reserves 830.1 969.9
Unusable Reserves (1,903.4)

15
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7.1

7.2

7.3

7.4

7.5

Future Revenue and Capital Expenditure Plans

The Council Plan and Budget 2018+ was set in the context of pressures on services
arising from demographic changes and increasing and changing needs whilst facing
reducing resources available to fund service provision and investment in assets as a
result of the continuing reductions in grant funding as part of the government’s policy
of reducing public expenditure. The Council has historically been more dependent on
government grants than many local authorities because of the higher levels of need in
the City and because of the comparatively low tax base which constrains what can be
raised locally through Council Tax.

The Council has recognised the need for the effective management of savings
programmes and has implemented a clear process for decision-making and
monitoring delivery. There is active engagement by both Members and senior
officers, including monthly meetings co-chaired by the Deputy Leader and Chief
Executive as well as formal revenue budget monitoring reports considered by
Cabinet.

The Council's key capital priorities are addressed through the four-year capital
programme, totalling £1,250m in the Council Plan and Budget 2018+. The Council
continues to pursue major initiatives taking advantage of the availability of external
capital resources, with the programme including £390m of Government grants and
other external contributions. The programme also incorporates borrowing proposals
set out in the approved Enterprise Zone Investment Plan, the cost of which will be
supported from projected Business Rates growth in the Enterprise Zone area.

The Council agreed to forego its Revenue Support Grant from 1 March 2017 in
exchange for retaining 99% of Business Rates (the remaining 1% will continue to be
passed to the West Midlands Fire and Rescue Authority) as part of a 100% Business
Rates Retention Pilot across the seven West Midlands District Authorities. The top
up grant that the Council receives has also been reduced in order to ensure fiscal
neutrality in terms of the Local Government Finance Settlement. The Government
has confirmed that the 100% Business Rates Retention Pilot will continue in 2018/19
in its current form. There are opportunities to enhance/expand the arrangement in
future years if all parties are in favour.

Full details of the 2018/19 Revenue and Capital Budgets can be found within the

Council Plan and Budget 2018+ approved by Council on 27 February 2018, via the
Council's website.

16
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Statement of Responsibilities for the Statement of Accounts

7KH &RXOFLV Responsibilities

The Council is required to:

make arrangements for the proper administration of its financial affairs and to secure
that one of its officers has the responsibility for the administration of those affairs. In
Birmingham City Council this is the Corporate Director, Finance & Governance who
also has the role of Section 151 officer;

manage its affairs to secure economic, efficient and effective use of resources and
safeguard its assets;

approve the Statement of Accounts.

The Section 151 OffiFHU]V SHVSROQVLELLILHYV

The Section 151 Officer is responsible for the preparation of the Council’s Statement of
Accounts in accordance with proper practices as set out in the CIPFA/LASAAC Code of
Practice on Local Authority Accounting in the United Kingdom (the Code). In preparing this

17
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CORE FINANCIAL STATEMENTS
2017/18
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Comprehensive Income and Expenditure Statement

This Statement shows the accounting cost in the year of providing services in accordance
with generally accepted accounting practices, rather than the amount to be funded from
taxation. Figures for 2016/17 have been restated to reflect the change in Directorate
structure. Details of the restatement are set out in Note 8.

2016/17 2017/18
(Restated)
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Movement in Reserves Statement

This Statement shows the movement in the year in the different reserves held by the
Council, analysed into ‘usable reserves’ (that is, those that can be applied to fund
expenditure or reduce local taxation) and other reserves. The detail for 2016/17 has been
restated to reflect the impairment of HRA assets that was allocated against General Fund
Balances. Details of the prior period adjustment are set out in Note 8.

Housing Revenue
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2@
Ko
[
1%}
=}
s
£
o
=

0
o
2
@
1]
14

@
m

3 General Fund Balance
Capital Grants

3 Capital Receipts
3 Unapplied Account

3 Account
3 Reserves
3 Reserve

th
[x2)
th
[x2)
th
th
th
3
5

21



Birmingham City Council Accounts for the Year Ended 31 March 2018

Balance Sheet

22
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that is, in the current and future years affected by the change and do not give rise to a prior
period adjustment.

26
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Service cost comprising:

0 current service cost — the increase in liabilities as a result of years of service
earned this year — allocated in the Comprehensive Income and Expenditure
Statement to the Directorates for which the employees worked;

0 past service cost — the increase in liabilities arising from current year
decisions whose effect related to years of service earned in earlier years —
allocated to Directorates in the Comprehensive Income and Expenditure
Statement;

0 net interest on the net defined benefit liability/(asset), that is the net interest
expense for the Council —

28
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vii. Revenue Expenditure Funded from Capital under Statute

Expenditure incurred during the year that may be capitalised under statutory provisions but
which does not result in the creation of a hon-current asset, has been charged as
expenditure to the relevant Directorate in the Comprehensive Income and Expenditure
Statement in the year. Where the Council has determined to meet the cost of this
expenditure from existing capital resources or by borrowing, a transfer through the
Movement in Reserves Statement from the General Fund Balance to the Capital Adjustment
Account then reverses out the amounts charged so that there is no impact on the level of
Council Tax.

viii. Charges to Revenue for Non-Current Assets

Directorates and trading accounts are debited with the following amounts to record the cost
of holding non-current assets during the year:

Depreciation attributable to the assets used by the relevant service;

Revaluation and impairment losses on assets used by the service where there are no
accumulated gains in the Revaluation Reserve against which the losses can be
written off;

Amortisation of intangible non-current assets attributable to the service.

The Council is not required to raise Council Tax to fund depreciation, revaluation and
impairment losses or amortisation. However, it is required to make an annual contribution
from revenue towards the reduction in its overall borrowing requirement equal to an amount
calculated on a prudent basis determined by the Council in accordance with statutory
guidance. An adjustment is, therefore, made to remove depreciation, amortisation and
revaluation and impairment losses from the General Fund and Housing Revenue Account
through Note 16, Adjustments Between Accounting Basis and Funding Basis under
Regulations, and the Movement in Reserves Statement and to replace them by the statutory
contribution from the General Fund or Housing Revenue Account Balance to the Capital
Adjustment Account.

ix. Government Grants and Contributions

Whether paid on account, by instalments or in arrears, government grants and third party
contributions and donations are recognised as due to the Council when there is reasonable
assurance that:

the Council will comply with the conditions attached to the payments; and
the grants or contributions will be received.

Amounts recognised as due to the Council are not credited to the Comprehensive Income
and Expenditure Statement until conditions attached to the grant or contribution are
considered more likely than not to be satisfied in the future. Conditions are stipulations that
specify that the future economic benefits or service potential embodied in the asset in the
form of the grant or contribution are required to be consumed by the recipient as specified,
or future economic benefits or service potential must be returned to the transferor.

Monies advanced as grants and contributions for which conditions are unlikely to be satisfied
are carried in the Balance Sheet as creditors. Where conditions are satisfied or expected to
be satisfied, the grant or contribution is credited to the relevant Directorate (attributable
revenue grants and contributions) or Taxation and Non-Specific Grant Income (non-ring
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fenced revenue grants and all capital grants) in the Comprehensive Income and Expenditure
Statement.

Where capital grants are credited to the Comprehensive Income and Expenditure Statement,
they are reversed out of the General Fund Balance in the Movement in Reserves Statement.
Where the grant has yet to be used to finance capital expenditure, it is posted to the Capital
Grants Unapplied Reserve. Where it has been applied, it is posted to the Capital Adjustment
Account. Amounts in the Capital Grants Unapplied Reserve are transferred to the Capital
Adjustment Account as they are applied to fund capital expenditure.

X. Overheads and Support Services

The costs of overheads and support services are charged to Directorates in accordance with
the Council’'s arrangements for accountability and performance.

xi. Property, Plant and Equipment

Assets that have physical substance and are held for use in the production or supply of
goods or services, for rental to others, or for administrative purposes and that are expected
to be used during more than one financial year are classified as Property, Plant and
Equipment.

Recognition

Expenditure on the acquisition, creation or enhancement of Property, Plant and Equipment is
capitalised on an accruals basis, provided it is probable that the future economic benefits or
service potential associated with the item will flow to the Council and the cost of the item can
be measured reliably. Expenditure that maintains but does not add to an asset’s potential to
deliver future economic benefits or service potential (for example, repairs and maintenance)
is charged as an expense when it is incurred.

Measurement
Assets are initially measured at cost, comprising:

the purchase price;
any costs attributable to bringing the asset to the location and condition necessary for
it to be capable of operating in the manner intended by management.

The Council capitalises borrowing costs incurred whilst material assets are under
construction. Material assets are considered to be those where total planned (multi-year)
borrowing for a single asset (including land and building components) exceeds £20m, and
where there is a ‘substantial period of time’ from the first capital expenditure financed from
borrowing until the asset is ready to be brought into use. A substantial period of time is
considered to mean in excess of two years. Both of these tests will be determined using
estimated figures at the time of preparing the accounts in the first year of capitalisation.
Should either test fail in subsequent financial years, the prior year’s treatment will not be
adjusted retrospectively.

The cost of assets acquired other than by purchase is deemed to be its fair value, unless the
acquisition does not have commercial substance (that is, it will not lead to a variation in the
cash flows of the Council). In the latter case, where an asset is acquired via an exchange,
the cost of the acquisition is the carrying amount of the asset given up by the Council.
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Since 1 April 2010 all additions and all material assets revalued (over £56m) are accounted
for on a component basis. As components are added, any component being replaced is
derecognised. On derecognising components where the component is within a non
separated component bundle, the depreciation is apportioned on a straight line basis and
derecognised accordingly. In addition, where the historical cost of the old component is not
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Where decreases in value are identified, the accounting treatment is:

where there is a balance of revaluation gains for the asset in the Revaluation
Reserve, the carrying amount of the asset is written down against that balance;
where there is insufficient balance, the carrying amount of the asset is written down
firstly against the Revaluation Reserve and the remaining amount against the
relevant Directorate line in the Comprehensive Income and Expenditure Statement.

The Revaluation Reserve contains revaluation gains recognised since 1 April 2007 only, the
date of its formal implementation. Gains arising before that date have been consolidated into
the Capital Adjustment Account.

Impairment

Assets are assessed at each year-end for any indication that an asset may be impaired.
Where indications exist and any possible difference is estimated to be material, the
recoverable amount of the asset is estimated and, where this is less than the carrying
amount of the asset, an impairment loss is recognised for the shortfall.

Where impairment losses are identified, the accounting treatment is:

where there is a balance of revaluation gains for the asset in the Revaluation
Reserve, the carrying amount of the asset is written down against that balance;
where there is insufficient balance, the carrying amount of the asset is written down
firstly against the Revaluation Reserve and the remaining amount against the
relevant Directorate in the Comprehensive Income and Expenditure Statement.

Where an impairment loss is reversed subsequently, the reversal is credited to the relevant
Directorate in the Comprehensive Income and Expenditure Statement, up to the amount of
the original loss, adjusted for the depreciation that would have been charged if the loss had
not been recognised.

Useful Life

The Council estimates that assets, at new, have remaining useful lives within the parameters
as detailed below:
Council Dwellings — separated into the key components
o Land - indefinite life;
Kitchens — 20 years;
Bathrooms — 40 years;
Doors/Windows/Rainwater, Soffits and Facias — 35 years;
Central Heating/Boilers — 15 to 30 years;
Roofs — 25 to 60 years;
0 Remaining components (Host) — 30 to 60 years;
Buildings —

Oo0O0O0O0
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Where a school is proposing to transfer to Academy School Trust status after the year end,
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is required to be credited to the Capital Receipts Reserve. Receipts are appropriated to the
Reserve from the General Fund Balance through the Movement in Reserves Statement.
The written-off value of disposals is not a charge against Council Tax, as the cost of non-
current assets is fully provided for under separate arrangements for capital financing.

xii. Heritage Assets

Heritage assets are assets that have historical, artistic, scientific, technological, geographical
or environmental qualities that are held in trust for future generations because of their
cultural, environmental or historical associations and contribution to knowledge and culture.
They include museums’ and libraries’ heritage collections, historic buildings and the
historical environment, public works of art and civic regalia and plate.

Where assets of a heritage nature are used in the ongoing delivery of the Council’s services,
such as historically interesting buildings and parks and open space, they have not been
categorised as heritage assets but remain as other land and buildings or as community
assets within Property, Plant and Equipment.

Where historical cost information is available, the Council has used this when compiling the
balance sheet; otherwise insurance valuations have been used, where applicable. Where
there is evidence of a movement in valuation as a result of material acquisitions or disposals,
or a significant movement in comparable market values, a revaluation will be considered. In
some cases, reliable valuation information is not available due to a lack of comparable
market data and the diverse nature of the individual items, and where the historical cost
information cannot be obtained, the asset has been excluded from the balance sheet.

The Council is the custodian of a number of scheduled monuments, including burial mounds
and archaeological remains, and owns a significant number of public art works, including
statues, sculpture and fountains. With some minor exceptions, historical cost information is
not available; for the majority, there is no insurance valuation available and the Council does
not consider that reliable information can be obtained at a cost that is commensurate with
the benefits to users of the financial statements. Consequently the Council does not
recognise these assets in the balance sheet.
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therefore, carried at amortised cost. The depreciable amount of an intangible asset is
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The gain credited to the Comprehensive Income and Expenditure Statement on disposal is
not permitted by statute to impact the General Fund Balance and is required to be treated as
a capital receipt. Where a premium has been received, this is posted out of the General
Fund Balance to the Capital Receipts Reserve through the Movement in Reserves
Statement. Where the amount due in relation to the lease asset is settled by the payment of
rentals in future financial years, this is posted out of the General Fund Balance to the
Deferred Capital Receipts Reserve through the Movement in Reserves Statement.

The written-off value of disposals is not a charge against Council Tax, as the cost of non-
current assets is ful

38



Birmingham City Council Accounts for the Year Ended 31 March 2018

39



Birmingham City Council Accounts for the Year Ended 31 March 2018

Financial Assets
Financial assets are classified into two types:

Loans and receivables — assets that have fixed or determinable payments but are not
guoted in an active market;

Available-for-sale assets — assets that have a quoted market price and/or do not
have fixed or determinable payments.

Loans and Receivables

Loans and receivables are recognised on the Balance Sheet when the Council becomes a
party to the contractual provisions of a financial instrument and are initially measured at fair
value. They are subsequently measured at their amortised cost. Annual credits to the
Financing and Investment Income and Expenditure line in the Comprehensive Income and
Expenditure Statement for interest receivable are based on the carrying amount of the asset
multiplied by the effective rate of interest for the instrument. For most of the loans the
Council has made, this means the amount presented in the Balance Sheet is the outstanding
principal receivable, plus accrued interest, and intere
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xx. Cash and Cash Equivalents

Cash and Cash Equivalents are represented by cash in hand and deposits with financial
institutions, which must be repayable immediately without penalty. Any deposits with
financial institutions that may be repaid after the immediate day are considered to be
investments, not cash equivalents.

In the Cash Flow Statement, cash and cash equivalents are shown net of bank overdrafts
that are repayable on demand, where there are pooling arrangements across the accounts
with the same institution, and form an integral part of the Council’s cash management.

xxi. Provisions, Contingent Liabilities and Contingent Assets

Provisions
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Contingent Liabilities

A contingent liability arises where an event has taken place that gives the Council a possible
obligation that will only be confirmed by the occurrence or otherwise of uncertain future
events not wholly within the control of the Council. Contingent liabilities also arise in
circumstances where a provision would otherwise be made but either it is not probable that
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Note 2
Critical Judgements in Applying Accounting Policies

In applying the accounting policies set out in Note 1, the Council has had to make certain
judgements in respect of complex transactions or those transactions involving uncertainty
about future events. The critical judgements made in the Statement of Accounts are:

Going Concern
Local Authorities are required by the Code of Practice on Local Authority Accounting
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The Council acting as Agent

The Council acts as agent for a range of funding resources. In its role as agent, transactions
relating to agency activity are not included in the Council’s financial statements. Two of the
largest schemes where the Council acts as agent are:

Growing Places Fund
Regional Growth Fund - Advanced Manufacturing Supply Chain Initiative

These resources are under the control of the Greater Birmingham and Solihull Local
Enterprise Partnership with decisions taken by impartial and independent Investment Boards
and Committees. All governance processes are overseen by the Council.

Whilst the Council has received the funding, it is on the basis of an Accountable Body to
ensure that resources are spent in compliance with the grant offer letters. Decisions in
respect of the use of funds are not in the hands of the Council. The Council can only obtain
use of the resources as a recipient of the normal resource allocation process.

Given the basis of control, the Council has determined that it acts as agent rather than
principal for these resources which are, therefore, not included in the Council’s financial
statements.

Details of the Council's role as agent for external resources are included in Note 49 to these
financial statements.

Early Payment to the Local Government Pension Scheme

The Council made a payment of £373.2m on 30 April 2017 to the Local Government Pension
Scheme being the estimated sum due for the three year period 1 April 2017 to 31 March
2020 in respect of employer contributions. The Council has determined that the application
of section 30 of The Local Authorities (Capital Finance and Accounting) (England)
Regulations 2003, as amended, requires the Council to charge to its revenue accounts the
amount payable for the financial year for retirement benefit payments and contributions to
the pension fund as set out in the actuary’s certificate following the triennial valuation of 31
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Note 3
Accounting Standards That Have Been Issued But Have Not Yet Been Adopted
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Note 4

Assumptions Made About the Future and Other Major Sources of Estimation

Uncertainty

The Statement of Accounts contains estimated figures that are based on assumptions made
by the Council about the future or that are otherwise uncertain. Estimates are made taking
into account historical experience, current trends and other relevant factors. However,
because balances cannot be determined with certainty, actual results could be materially
different from the assumptions and estimates.

The items in the Council's Balance Sheet at 31 March 2018 for which there is a significant
risk of material adjustment in the forthcoming financial year are as follows:

ltem Uncertainties Effect if Actual Results Differ from
Assumptions
Property, Valuations are undertaken on the basis | For those assets not valued this year, an
Plant and of a five year rolling programme, which | increase of 1% in the average valuation of
Equipment is supplemented by annual reviews to assets that have not been amended for a
Valuations reflect significant changes in market variation in building indices would have
values. HRA assets are subject to a the effect of increasing the gross carrying
full revaluation every five years, value of these assets by £10.0m, with a
following MHCLG guidance, with a corresponding increase in the level of
desktop review in the intervening unusable reserves.
years.
The valuation of specialist assets using
Depreciated Replacement Cost
includes the use of building cost
factors. For those assets not valued in
year, updated building factors have
been applied to estimate carrying
values at 31 March.
Heritage In the absence of recent transactions in | If the value of the assets were to vary from
Asset a number of assets held in the the insurance valuations by 1%, this would
Valuations Museum'’s and Libraries’ Collections, change the carrying value of Heritage
(Museum'’s the Council has used the associated Assets on the Balance Sheet by £2.4m
and Libraries’ | insurance valuations as the most with a corresponding adjustment in the
Archive reasonable measure of value of the unusable reserves.
Collections) assets.
Financial Interest rate risk - the Council is An analysis of the impact if interest rates
Instruments exposed to significant risk in relation to | were 1% higher, with all other variables
interest rate movements on its held constant, is set out in Note 40.
borrowing and investments.
Long term For service concessions, the fair value | The financial models assume an inflation
obligations of the long term obligations has been rate of 2.5% If the annual inflation rate
under, for based on financial models, including was to increase to 3.5% each year of the
example, PFl | future assumptions on inflation and contracts, this would result in an increase
schemes interest rates. in running costs of £30.4m in 2018/19, and

a further £353.9m over the remaining lives
of the contracts.
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ltem Uncertainties Effect if Actual Results Differ from
Assumptions
Equal Pay The Council has included a provision of | An increase of 1% in the average level of

£151.8m for the settlement of claims
for back pay arising from the Equal Pay
initiative. The Council has based its
estimate on the number of claims
received and on historical information
on settlement of similar claims and on
the current negotiations with claimants’
representatives.

settlement would have the effect of
increasing the provision required by
£1.5m.

Business Rate
Appeals

Defined
Benefit

Pension
Liability

An estimate of the impact of Business
Rate appeals has been based on the
number of claims lodged and the
experience of levels of success in
settlement of those claims.

The estimate for the Local Government
Pension Scheme has been based on
the latest actuarial valuation and
transaction information from 2017/18.
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Note 5
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Transfer of Council Services

On 1 April 2018, Birmingham Children’s Trust became responsible for the delivery of
children’s care services previously delivered by the Council. The Trust, a company limited
by guarantee with the Council as sole member, was created on 9 May 2017. Cabinet, in
July 2017, approved the details for the transfer of services to the Trust, which included the
transfer of some 1,800 staff from the Council to the Trust. The governance of the Trust has
been confirmed with the appointments of Andrew Christie (Chair), Andy Couldrick (Chief
Executive) and six Non-Executive Directors.

Children’s Services have been operating as a Shadow Trust within the Council to ensure a
smooth transfer to the new model of operation in 2018/19.

The contract for the first year of the Trust is £201m.

Future Resource Allocations

The Council faces reducing Government grants, reducing capital receipts and lower income
from services. These pose challenges to the financial resilience of the Council. In this
context, the Council Plan and Budget 2018+ sets out medium to long-term strategies for
business changes and the management and development of its services. A key focus of
business planning has been the achievement of the Council’s priority outcomes through the
adoption of a core set of corporate principles to inform service and organisational redesign
where appropriate. The Council is planning to meet its anticipated expenditure reductions
through a number of activities, including potential staff redundancies in 2018/19.

Sale of Innovation Birmingham
Innovation Birmingham (IBL) Group is a group of companies that aims to promote,
encourage, and secure the development and management of a science park in Birmingham.

IBL comprises Innovation Birmingham Limited, a company limited by guarantee with the
Council as sole member, and several subsidiary companies.

56






Birmingham City Council Accounts for the Year Ended 31 March 2018

Note 7
Note to the Expenditure and Funding Analysis

This analysis provides detail of the main adjustments from the Net Expenditure Chargeable
to the General Fund and HRA balances to the Comprehensive Income and Expenditure
Statement. Figures for 2016/17 have been restated to reflect the change in Directorate

structure.
Total to arrive
Depreciation at amount Net Change
reported at Other charged tothe  Adjustments for the Other
Directorate Reserve Adjustments General Fund for Capital Pensions Adjustments
2016/17 (Restated) Level Appropriation (Note (a)) and HRA Purposes Adjustment (Note (b))
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Note 8
Prior Period Restatement of Service Expenditure and Income

The Council realigned its reporting structure in 2017/18. The impairment of assets within the

HRA was incorrectly allocated against Place Directorate in 2016/17. The allocation had no
impact on either General Fund or HRA balances as the impact of the impairment is reversed
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Note 9
Expenditure and Funding Analysis by Nature of Activity

This analysis provides detail of the expenditure and income of the Council on a subjective
basis.
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Note 11

Financing and Investment Income and Expenditure

Financing and Investment Income and Expenditure disclosed in the Comprehensive Income
and Expenditure Statement is detailed below.

2016/17
Gross
Expenditure  Income Net
£m £m £m
181.3 - 181.3
71.9 - 71.9
- (12.0) (12.0)
29.8 (33.0) (3.2)
- (11.6) (11.6)
283.0 (56.6) 226.4
Note 12

Taxation and Non Specific Grant Income and Expenditure

Interest Payable and
similar charges

Net Interest on the Net
Defined Benefit Liability
Interest Receivable and
similar income

Income and expenditure in
relation to investment
properties and changes in
their fair value
(Surplus)/Deficit on trading
operations not
consolidated within Service
Expenditure Analysis in
Comprehensive Income
and Expenditure Statement
Other investment income
and expenditure

Total

2017/18
Gross
Expenditure Income Net
£m £m £m
179.2 - 179.2
73.9 - 73.9
- (12.9) (12.9)
- (1.6) (1.6)
31.1 (31.7) (0.6)
- (6.1) (6.1)
284.2 (52.3) 231.9

Taxation and Non Specific Grant Income and Expenditure disclosed in the Comprehensive
Income and Expenditure statement comprises the following:

2016/17
Gross
Expenditure  Income
£m £m
- (289.8)

Net

£m

(289.8)

Council Tax Income -
Collection Fund
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£m £m £m
- (310.4)
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Note 14
Grant Income

The Council credited the following grants, contributions and donations to the Comprehensive
Income and Expenditure Statement.

2016/17 2017/18
£m £m

Credited to Taxation and Non Specific Grant

Income

226.6 Revenue Support Grant -
127.1 NNDR Top Up Grant 125.3
21.8 New Homes Bonus Grant 15.0
18.2 Schools PFI Grant 18.2
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2016/17 2017/18

£m £m
Capital Grants
67.5 Education Funding Agency
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Note 16
Adjustments Between Accounting Basis and Funding Basis Under Regulations

This note details the adjustments that are made to the total comprehensive income and
expenditure recognised by the Council in the year in accordance with proper accounting
practice to the resources that are specified by statutory provisions as being available to the
Council to meet future capital and revenue expenditure.

The following sets out a description of the reserves that the adjustments are made against.

General Fund Balance

The General Fund is the statutory fund into which all the receipts of the Council are required
to be paid and out of which all liabilities of the Council are to be met, except to the extent
that statutory rules might provide otherwise. These rules can also specify the financial year
in which liabilities and payments should impact on the General Fund Balance, which is not
necessarily in accordance with proper accounting practice. The General Fund Balance
therefore summarises the resources that the Council is statutorily empowered to spend on
its services or on capital investment (or the deficit of resources that the Council is required to
recover) at the end of the financial year. However, the balance is not available to be applied
to fund Housing Revenue Account (HRA) services.

Housing Revenue Account Balance

The HRA Balance reflects the statutory obligation to maintain a revenue account for local
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Note 17
Transfers To/(From) Earmarked Reserves

This note sets out the amounts set aside from the General Fund Balances in earmarked
reserves to provide financing for future expenditure plans and the amounts posted back from
earmarked reserves to meet General Fund expenditure in 2017/18.

Balance at Transfers Transfers Balance at Transfers Transfers Balance at
1 April Out In 31 March Out In 31 March
2016 2016/17 2016/17 2017 2017/18 2017/18 2018
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(Restated)

Balance at Transfers Transfers Balance at

31 March Out 31 March
Usable Reserves 2017 2017/18 2017/18 2018

£m Em £m £m

Capital Reserves
Capital Receipts Reserve 278.3 (86.5) 128.6 320.4
Capital Grants Unapplied 95.2 (50.4) 62.2 107.0
Total Capital Reserves 3735 (136.9) 190.8 427.4
Total Usable Reserves 830.1 (343.8) 483.6 969.9

Details of the major usable reserves are set out below.
Unearmarked Reserves comprising:

General Fund Balances and Carry Forward Balances- that reflect the accumulated surpluses
of income over expenditure from previous years and any resources set aside as general
contingency against adverse future events.

Organisation Transition Reserve (OTR) - to provide a contingency against delays in the
implementation of savings, and to make funding available to assist in making changes to the
way services are provided and in ways which will reduce costs in the long term.

Financial Resilience Reserve (FRR) — created in 2017/18 to provide contingency funding in
case the Council faces financial difficulties in the future.

Earmarked Reserves comprising:

Insurance Fund — the Council is sufficiently large to be able to self-insure against all bar the
most catastrophic business risks. A budget is held to cover insurance losses in-year and the
Insurance F
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Housing Revenue Account (HRA) —

74



Birmingham City Council



Birmingham City Council Accounts for the Year Ended 31 March 2018

2016/17
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Financial Instruments Adjustment Account

The Financial Instruments Adjustment Account absorbs the timing differences arising from
the different arrangements for accounting for income and expenses relating to certain
financial instruments and for bearing losses or benefiting from gains in accordance with
statutory provisions. The Council uses this account to manage premia paid and discounts
received on the early redemption of loans and the recognised losses on loans advanced at
less than a commercial interest rate. These values are debited or credited to the
Comprehensive Income and Expenditure Statement when they are incurred, but reversed
out of the General Fund Balance to the Account in the Movement in Reserves Statement.
Over time, these values are posted back to the General Fund Balance in accordance with
statutory arrangements for spreading the burden on Council Tax. For premia and discounts,
this period is the unexpired term that was outstanding on the loans when they were
redeemed.

2016/17 2017/18
£m £m £m £m
(27.8)

77



Birmingham City Council Accounts for the Year Ended 31 March 2018

2016/17
£m
(2,087.7)

(748.0)

(149.7)

114.7

(2,870.7)

2017/18
£m

Balance at 1 April (2,870.7)
Remeasurement of the net defined benefit liability 153.1
Reversal of items relating to retirement benefits
debited or credited to the Surplus/Deficit on the (259.0)
Provision of Services in the Comprehensive '
Income and Expenditure Statement
Employer’s pensions contributions and direct

) , 140.5
payments to retirees payable in the year
Balance at 31 March (2,836.1)

Deferred Capital Receipts Reserve

The Deferred Capital Receipts Reserve holds the gains recognised on the disposal of non-
current assets but for which cash settlement has yet to take place. Under statutory
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Collection Fund Adjustment Account

The Collection Fund Adjustment Account manages the differences arising from the
recognition of Council Tax and Business Rates income in the Comprehensive Income and
Expenditure Statement as it falls due from Council Tax and Business Rates payers
compared with the statutory arrangements for paying across amounts to the General Fund
from the Collection Fund.

2016/17 2017/18
£m £m
(22.9) Balance at 1 April (10.6)

Amount by which Council Tax/Business Rates income
credited to the Comprehensive Income and Expenditure
12.3 Statement is different from Council Tax/Business Rates 28.6
income calculated for the year in accordance with
statutory requirements
(10.6) Balance at 31 March 18.0

Available for Sale Financial Instruments Reserve

The Available for Sale Financial Instruments Reserve contains the changes in fair value
recognised by the Council arising from changes in the value of its investments that have
guoted market prices or otherwise do not have fixed or determinate payments.

2016/17 2017/18
£m £m
0.2 Balance at 1 April 0.5
0.7 Upward revaluation of investments -
(0.4) Downward revaluation of investments not charged to the (0.8)
' Surplus/Deficit on the Provision of Services '
0.5 (0.3)
Accumulated gains/(losses) on assets sold and maturing
i assets written out to the Comprehensive Income and i
Expenditure Statement as part of Other Investment
Income
0.5 Balance at 31 March (0.3)
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The Council is responsible for the costs of any additional benefits awarded upon early
retirement outside of the terms of the NHS pension scheme. These costs are accounted for
on a defined benefit basis and detailed in Note 21.

The Council is not liable to the scheme for any other entities’ obligations under the plan.
Note 21

Defined Benefit Pension Schemes

Participation in Pension Schemes
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Local Government Pension Scheme Unfunded
Funded Unfunded Teachers’ Pension Total
Scheme
2016/17 2017/18 2016/17 2017/18 | 2016/17 2017/18 ‘ 2016/17 2017/18
£m £m £m £m £m £m £m £m

Benefit Obligation at 1

April 5,207.6 6,793.2 77.4 69.8 68.5 64.2 5,353.4 6,927.2
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Movements in Balances: 2016/17
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£m £m £m £m £m £m £m £m £m
Cost or Valuation
At 1 April 2016 1,778.0 2,407.4 1984 541.0 92.7 74 1102 5,1351 72538
Additions 95.9 60.6 6.9 38.1 0.6 - 100.1 302.2 43.6
Assets reclassified between categories - 34.6 0.4 3.9 0.7 - (39.6) -
Assets reclassified (to)/from Held for Sale - (6.8)
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Capital Commitments
At 31 March 2018, the Council has entered into a number of contracts for the construction or

enhancement of Property, Plant and Equipment in 2018/19 and future years budgeted to
cost £1,001.
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Saxon gold and silver metalwork yet found. There are significant exhibits and artwork
comprising the Permanent Collection on display in community museums, for example Aston
Hall and Soho House, together with items held in storage at the Museum’s Collection
Centre. In addition there is a collection of Boulton silverware, a set of 24 pieces in silver
jointly owned by the Council and the Birmingham Assay Office.

Historic Buildings and the Historical Environment

The Council either owns or holds on trust in excess of 150 listed buildings and structures,
with Grade | and Grade Il properties being the most significant. These include Aston Hall, a
Grade | listed Jacobean manor house completed in 1635, Blakesley Hall, an Elizabethan
timber house built by a local merchant in 1590 and Soho House, home of Birmingham
industrialist and entrepreneur Matthew Boulton, all of which are included as Heritage Assets.

Public Art

The Council owns over 80 pieces of public art, including statues, sculpture and fountains,
some of which are listed structures. Victoria Square fountain and the King Edward VII statue
are included in the balance sheet as reliable information is available for these works of art.

Libraries and Archive Collections

The Library of Birmingham is unique amongst UK public libraries for the range and depth of
the collections it houses. The library houses a large photography collection including those
of pioneers Francis Frith and Sir Benjamin Stone. The Council also holds over 6,000 archive
collections including major collections of national importance, such as those relating to the
industrial innovators James Watt and Matthew Boulton. In addition there are significant
collections of early and fine printing, incorporating over 8,000 books printed before 1701,
and an extensive collection of literature and rare books, including Audobon's 19th Century
work, The Birds of America, and one of the world's most comprehensive Shakespeare
collections.

Civic Regalia and Plate

The Council owns in excess of 230
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Note 25
Long Term Investments

Details of the Council's long term investments are summarised below.

31 March 2017 31 March 2018

£m £m
Investment in Subsidiary and

264 Associated Companies 358
6.8 Available for Sale Financial Assets 5.8
0.3 Unquoted Equity Investment at Cost 0.1

33.5 Total 41.7

Note 26
Long Term Debtors

The table below shows amounts owed to the Council that are due for payment more than 12
months after the Balance Sheet date. These balances have been split by type of debt.

31 March 2017 31 March 2018
£m £m

55.0 External Loans 88.8

0.9 Employee Loans 1.0

Mortgages: former Council House

03 Tenants 0.3

36.7 Other Debtors 36.1

92.9 Total 126.2

Note 27
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Note 28
Assets Held for Sale

The table below details the value of assets whose carrying amount will be recovered
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Note 29
Short Term Debtors

The table below shows the amounts owed to the council at the end of the year that are due
for payment within 12 months. The increase in debts associated with other entities and
individuals is mainly as a result of the Council’s participation in the 100% Local Business
Rates Retention Pilot. Under the Pilot, the Council retains 99% of the Business Rates it
collects rather than the 49% it retained under the previous arrangements. As a result, the
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Note 32
Provisions
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The Council, as Billing Authority, is required to make a provision for this liability on behalf of
the major preceptors and itself. From 1 April 2017, the Council became part of a 100%
Local Business Rates Retention Pilot. Under the pilot, the Council retains 99% of the
Business Rates it collects including 99% of any amounts due to be collected in future. The
other 1% is retained by the West Midlands Fire and Rescue Authority (WMFRA). Priorto 1
April 2017, the Council’s share of Business Rates was 49% with 1% due to WMFRA and the
remaining 50% being due to Central Government. Under the pilot, the Council has assumed
responsibility to pay for 99% of backdated appeals, including those prior to 1 April 2017.

These accounts include a provision of £35.1m representing 99% of the total provision
(2016/17: £25.8m — representing 49% of the total provision) set aside to cover the Council's
share of the total estimated unpaid liability relating to the settlement of all appeals received
up to 31 March 2018. The remaining 1% share of the liability is attributable to the WMFRA.

The Council has assessed the likely cost of settling appeals, based upon the history of
appeals settled to date and details of those appeals that are still outstanding. The
information used in this modelling has been provided by the Valuations Office Agency
(VOA).

The Secretary of State for Communities and Local Government issued regulations allowing
Local Authorities to spread the impact of accounting for their share of the backdated element
of the appeals provision, based on the assessment made in 2013/14, up to a maximum of
five years. The Council has opted to use this regulatory mitigation to spread the impact of
the liability. 2017/18 is the final year.

Pensions Guarantees

The Council has, over a number of years, changed its way of operating from being one of a
direct provider of a number of services to one where it purchases services from third parties.
As part of this change in service delivery model, the Council has transferred staff from the
Council to external providers under Transfer of Undertakings (Protection of Employment)
Regulations 2006 (TUPE). The Council has agreed that staff transferring to an external
provider should continue to hav
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Equal Pay Legal Costs

The Council has set aside a provision for legal costs associated with the handling or
defending of Equal Pay claims. The provision will be used when legal fees are agreed for
each case and may be subject to assessment; the timing of which is uncertain. Itis
anticipated that this provision will be utilised fully by 31 March 2019.

Sleep-In Allowance

The Council, like other care providers/ commissioners, has a risk of potential back pay
liability as a result of developments in the legal system in relation to sleep-in shifts. The
Mencap vs Tomlinson-Blake EAT ruling found that care providers must pay the National
Minimum Wage throughout a sleep-in shift rather than the fixed allowance that is currently
paid. The current case law is complex, and currently subject to appeal. The Council has set
aside a provision in its 2017/18 accounts of £1.1m in respect of potential payments relating
to sleep-in allowances.

The Carbon Reduction Commitment

In 2018/19 the Council will have to purchase allowances as a result of mandatory
participation in the Government’'s Carbon Reduction Commitment Energy Efficiency scheme
(CRCEES). The quantity of allowances that will be purchased is dependent on the amount of
energy used in properties that the Council occupied in 2017/18. In line with the
recommended treatment by CIPFA, a provision for this cost has been made in the 2017/18
accounts based on the estimated energy consumed in 2017/18.
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6. The Council enters into a number of arrangements with external partners for the
delivery of services or as part of infrastructure developments within the city. There
are occasions where the Council faces claims from external partners where it is
believed that specific outcomes have not been delivered. Currently the validity of any
outstanding claims is being assessed.

7. The Council received insurance services from Municipal Mutual Insurance (MMI).
Due to financial difficulties, MMI ceased trading in October 1993 and entered into a
solvent run off. MMI entered into a Scheme of Arrangement with its creditors,
namely the Councils which were owed claim settlements. The Scheme of
Arrangement stated that MMI would be able to claw back any claim settlements paid
on behalf of its creditors after 1 October 1993 if a solvent run off was not likely to be
achieved.

Following a decision of the Supreme Court in March 2012 regarding Employers’
Liability Policy Trigger Litigation, MMI's liability in respect of asbestos related claims
has increased substantially. As a result, the Scheme of Arrangement was enacted in
2016/17 and an Administrator was appointed.

At present, the Administrator has announced a levy of 25% on claims paid since 1
October 1993 and the Council has incurred costs of £0.7m to cover its share together
with a share, based on population, of the claims paid in respect of the former West
Midlands County Council. The maximum remaining liability faced by the Council,
less the payments already made, is £2.3m.

8. In the delivery of services, the Council may transfer staff to external organisations
rather than directly deliver those services itself. As part of the staff transfer
arrangements, continued acc