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NARRATIVE REPORT
Organisational overview and external environment

External environment

Birmingham lies at the heart of the West Midlands with a population of 1.145 (2021 census).
This is an increase of 6.7% since 2011. Birmingham'’s population is the most diverse of any
major city outside London and it is also a young city with a relatively high proportion of young
people. Nearly 45% of its population is under the age of 30. This represents a huge potential
for accelerated growth, fairer distribution of wealth and opportunities for innovation across all
spheres of life.

The 2021/22 financial year was another challenging year for the City Council with services
continuing to operate within a global pandemic, the ongoing impact of Brexit on the costs of
goods especially in the construction industry and the impact from the unrest in Ukraine.
Despite these challenges and alongside another one-year funding settlement for local
government we have managed to live within our means and spend within budget as well as
being able to transfer monies to the Financial Resilience Reserve to manage financial risk.

Despite the pandemic, major projects such as HS2, the £700 million Paradise Development
and Smithfield have continued. These landmark projects will in turn create opportunities for
further investment and job creation and HS2 has the potential to stimulate a transformation
in the city’s economy.

Several important changes are taking place in the environment in which local government
operates, principally through changes to central government policy.

f  Following the economic impact of Covid-19, the period of the Medium-Term Financial
Plan will see continued restraint in central government funding for local services.
Whilst the Spending Review announced a real-terms increase in local government
grant income each year, this included an assumption that Council Tax will be
increased by 3% (with 1% dedicated to Social Care) and additional funding for social
care pressures. Given increased inflation and demand for children’s and adult’s
social care services,
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Health and Social Care Bill is bringing in new Integrated Care Services, with the aim
of strengthening collaboration between councils and the NHS.

' New legislation on policing and crime will bring additional responsibilities for the
Council’s Community Safety function to work with the police and other agencies to
tackle violent crime.

I Following the UK'’s departure from the EU, there will be new regulations governing
the Council’'s procurement of goods and services and our powers to promote inward
investment.

I The Government is looking to councils to help take forward its Early Years Review,
restoring services for families with young children. However, funding for this is
currently unclear.

A national Net Zero Strategy has been published to begin to tackle the climate
emergency. The role of local government in that strategy is not yet clear, but some
specific funds have been made available for investment in electric vehicle charging
points.

f The new Environment Act brings extra responsibilities for local authorities in waste
management, planning and conservation.

Finally, two significant areas of focus for the Council are the preparations for, and delivery of
the 2022 Commonwealth Games, and embracing the opportunities for the city that the
completion of HS2 in late 2026 will bring. Both represent huge opportunities for the city.

Recovering from Covid-19 and refocusing on our priorities

The ongoing Covid-19 pandemic has hit families, neighbourhoods, and businesses right
across Birmingham. The pandemic has had a profound impact, both economically and
socially and has highlighted long-standing inequalities that must be tackled to ensure that
every neighbourhood and every community across Birmingham benefits from the recovery.

We are well placed to do just that, because Birmingham continues to be a city of huge
potential. Projects such as the Commonwealth Games and HS2 mean we're attracting the
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f It also revealed that many of our public services are stretched, fragile and not well
designed to provide protection and resilience to our communities and to help
individuals and families to overcome inequalities or give them a fair opportunity in life.

Covid-19 Major Incident Financial Impact

The 2021/22 financial year continued to see the world live with Covid-19 and the impact on
council services and citizens continued to be significant, with demand for services including
Housing and Social Care increasing and revenue generation from services including Leisure
and Parking reducing. The net financial impact of Covid-19 on the Council’s revenue budget
after applying grant received was £1.4m in 2021/22.

To help mitigate Covid-19 costs the Council carried forward £17.5m of un-ringfenced Covid-
19 related government grant funding from 2020/21 to 2021/22. In addition, £2.8m has been
reclaimed from the Government’s Income loss scheme up to the scheme end on 30 June
2021.

The Council also funded £11.5m of Corporate Covid-19 costs in 2021/22 through the use of
Tranche 5 of Government un-ringfenced grant funding. £1.0m of Directorate pressures were
also funded.

In accordance with ring-fenced grant conditions, £5.9m of Public Health Grant was used to
fund Covid-19 related spending in 2021/22.

The summary below sets out Covid-19 financial position in 2021/22:

Covid-19 Financial Position £m
Directorate Covid-19 overspend 27.7
Corporate budgets overspend 11.4
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Organisation of the Council’'s Leadership Team and tLeadership


https://www.birmingham.gov.uk/info/50067/the_executive_leader_and_cabinet
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Financial resources to support the Council

The Council’'s revenue and capital budgets were allocated between seven Directorates with
other budgets being managed corporately. The Council’s net budget for 2021/22 was
£828.6m.

The General Fund revenue outturn position for 2021/22 is an underspend of £17.8m.

The capital programme final outturn spend position for the 2021/22 financial year is
£528.1m. This is £236.3m below the planned expenditure of £764.4m.

Details of the forecast net expenditure and resources available to the Council for 2022/23
and 2023/24 can be found in the published 2022-2026 Financial Plan.

Our purpose

The Council aims to be a city of growth, where every child, citizen and place matters — and
the Council wants to make a positive difference, every day, to people’s lives. This underpins
everything the Council does, whether it is setting our priorities, making decisions or
delivering services.

The Council’s strategy and objectives

The Council has identified three priority areas which we believe are fundamental to tackling
the critical challenges of creating a more equal and inclusive city whilst managing the
demand on Council services to a more affordable level. These are:

Shifting our focus from crisis to prevention — The Council needs to increase its efforts to
help support individuals and families at the early stages of an issue, or crisis in their lives,
before it results in a more substantial statutory need. This will be about joining up, integrating
and reforming services using data and insight to link solutions that exist, often in the
community already, with those areas of need. We will take a whole system approach,
promoting the independence and resilience of service users and communities, collaborating
with partners, and placing citizens and communities at the heart of our decision making. The
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Capital Financing

The financing arrangements in respect of capital expenditure in 2021/22 were reported to
Cabinet on 28 June 2022.

Details of the final capital financing arrangements are summarised below:

As at 31 March 2022, the Council’s total loan debt net of treasury investments stood at
£2,961.5m, compared to net loan debt of £3,162.3m as at 31 March 2021.

The Council’s treasury investments held at 31st March 2022 were £146.3m. This was higher
than originally planned due to energy relief and additional Covid-19 relief grants received in

12
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Further details of the Council’s financial liabilities are given in the notes to these financial
statements. Full details regarding the financing of capital expenditure and the acquisition
and disposal of non-current assets are also provided.

Service Concession Arrangements and Similar Contracts

The Council has entered into a number of Service Concession Arrangements, formerly
classed as Private Finance Initiatives and similar contracts across Schools, Waste
Management and Highways Services to deliver improvements in infrastructure and future
service delivery. Further details can be found in Note 41 to these financial statements.

Pension Liabilities

For the Local Government Pension Scheme there is currently a net pension liability that is
reviewed periodically by the West Midlands Metropolitan Authorities Pension Fund Actuary.
The Council’'s share of the total pension shortfall is £2,647.7m at 31 March 2022 (31 March
2021: £3,185.2m). Whilst the figure is substantial it should be noted that:

f  Pension liabilities are based on the requirements of IAS 19, Employee Benefits,
which use a discount rate based on high quality corporate bonds, 2.00% as at 31
March 2022.

f Itis not an immediate deficit that has to be met now. The sum is the current
assessment taking a long term view of the future liabilities for existing pensioners and
current employees who are accruing pension entitlement and of future expected
investment performance;

f  There is a 14 year recovery plan which has been built into the Council’s financial
plans;

f Itis not unigue to the Council as this is in common with the national position for
pension funds. Details of the pension liability and assets are set out in Notes 19 and
20 to these financial statements.

Nevertheless, addressing the pension deficit represents a significant financial issue for the
Council.

Provisions
The Council provides for costs in line with relevant accounting standards — further details
can be found in Note 30 to these financial statements. The key provisions to note include
those in relation to Equal pay legislation, and the Council’s requirement to provide for the
liability in association with Business Rates appeals.
Reserves
The Council maintains two types of reserves:

f  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

f Unusable reserves, which are not available to support the provision of services and
include:

13
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The KPIs are set out by strategic priority, so Members are able to focus on those which are
relevant to their individual portfolios.

The March 2022 report ‘Birmingham City Council Performance and Progress against
Delivery Plan during g3 2021-22’ can be found within the 22 March Cabinet papers on the
Council’'s website.

Opportunities and Challenges

A detailed breakdown of the opportunities and challenges to the delivery of the Financial
Plan 2022-26 can be found in chapter 1, section 5 of the Plan, along with a list of budget
pressures that can be found in appendix F.

Many of the challenges stem from historic and structural inequalities within our society and
economy, and the Covid-19 pandemic has exposed and compounded the difficulties our
most vulnerable citizens face in their daily lives. We must address the structural inequalities
that exist within our city. For many of our citizens the opportunities in the city are out of
reach. This is damaging for them and threatens the long-term cohesion of our city. The
Council has already committed itself to address these inequalities, re OB our city. The

15
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future that create significant uncertainty over forecasting the level of resources that the
Council needs over the medium term, they include:

f The Comprehensive Spending Review;

f  The Local Government Fair Funding Review;
! Local retention of Business Rates; and

1 Brexit;

Birmingham will continue to input into the review of local government financing to ensure that
its position and circumstances are taken into account. 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 Cabinet Member for
Finance and Resources and the Chief Finance Officer, as well as formal revenue budget
monitoring reports considered by Cabinet. Additionally, the Council has instilled strict project
discipline and a robust approach to tracking and monitoring delivery of the savings
programme through the Project Management Office (PMO).

This approach has led to significant improvements in the delivery of its savings in recent
years, as shown in the table below:

Year Planned
sav

17
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Statement of Responsibilities for the Statement of Accounts

The Council’s Responsibilities

The Council is required to:

f 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 Director of Council Management who also has
the role of Section 151 officer;

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

f approve the Statement of Accounts.

The Section 151 Officer’s Responsibilities

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 2021/22 (the Code). In
preparing this Statement of Accounts, the Section 151 Officer has:

I selected suitable accounting policies and applied them consistently;
f made judgments and estimates that were reasonable and prudent;
f complied with the Code.

The Section 151 Officer has also:
I kept proper accounting records which are up to date;
f taken reasonable steps for the prevention and detection of fraud and other

irregularities.

Certification of Accounts

| certify that the draft Statement of Accounts presents a true and fair view of the financial
position of Birmingham City Council as at 31 March 2022 and of its income and expenditure
for the year ended 31 March 2022.

Rebecca Hellard, Director of Council Management and Section 151 Officer
28 July 2022

Approval of Accounts

In accordance with the Accounts and Audit Regulations 2015, the Statement of Accounts will
be approved by resolution of the Audit Committee at the conclusion of the Audit, expected at
the end of November 2022.

20
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CORE FINANCIAL STATEMENTS
2021/22
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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
2020/21
(Restated)
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]

£m £m £m
441.8 (209.8) 232.0
1,101.6 (811.5) 290.1
33.8 (26.7) 7.1
260.4 (69.2) 191.2
61.5 (45.5) 16.0
638.8 (566.2) 72.6
114.9 (139.4) (24.5)
170.2 (75.5) 94.7
188.4 (282.2) (93.8)
3,011.4 (2,226.0) 785.4

Continuing Operations

Adult Social Care

Children and Families

City Housing

City Operations

Place, Prosperity and Sustainability
Council Management

Strategy, Equalities and Partnerships
Centrally Managed

Housing Revenue Account

Total Cost Of Services

22

2021/22
[0} (O] (0]
5 IS 5
= o] =
ko) [S] ©
c C c
g P g
° g
O]
Note

£m £m £m
482.8 (160.5) 322.3
1,226.6 (838.3) 388.3
47.6 (29.2) 18.4
285.8 (73.4) 212.4
88.9 (87.4) 1.5
658.5 (584.8) 73.7
120.8 (114.5) 6.3
14.9 (87.2) (72.3)
199.3 (288.5) (89.2)
3,125.2 (2,263.8) 861.4
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Balance Sheet

The Balance Sheet shows the value as at the Balance Sheet date of the assets and liabilities
recognised by the Council.

31 March Note 31 March
2021 2022
£m
6,215.1 Property, Plant and Equipment 21 6,990.5
249.9 Heritage Assets 22 249.9
5.2 Investment Property 15.7
4.2 Intangible Assets 23 3.7

37.8 Long Term Investments 37

24
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Note 1
Accounting Policies

i. General Principles

The Statement of Accounts summarises the Council’s transactions for the 2021/22 financial
year and its position at the year-end of 31 March 2022. The Accounts and Audit Regulations
2015 as amended by the Accounts and Audit (Amendment) Regulations 2022 require the
Council to prepare an annual statement of accounts in accordance with proper accounting
practices. These practices primarily comprise the Code of Practice on Local Authority
Accounting in the United Kingdom 2021/22 (the Code) supported by International Financial
Reporting Standards (IFRS).

The accounting convention adopted in the statement of accounts is principally historical cost,
modified by the revaluation of certain categorised non-current assets and financial
instruments. Historical cost is deemed to be the carrying amount of an asset as at 1 April
2007 (that is, brought forward from 31 March 2007) or at the date

26
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vi. Council Tax and Business Rates
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termination benefits and replace them with debits for the cash paid to the pension fund and
pensioners and any such amounts payable but unpaid at the year-end.

Post-Employment Benefits

Employees of the Council are members of one of three separate pension schemes:

f The Local Government Pension Scheme, administered by the West Midlands
Pension Fund offices at Wolverhampton City Council;

f The Teachers’ Pension Scheme administered by Capita Teachers’ Pensions on
behalf of the Department for Education;

f The NHS Pensions Scheme administered by NHS Pensions.

Each scheme provides defined benefits to members (retirement lump sums and pensions),
earned during employment with the Council.

The arrangements for the Teachers’ Pension Scheme and the NHS Pensions Scheme mean
liabilities for these benefits cannot ordinarily be identified specifically to the Council. These
schemes are, therefore, accounted for as if they were defined contribution schemes and no
liability for future payments of benefits is recognised in the Balance Sheet.

The Local Government Pension Scheme

The Local Government Pension Scheme is accounted for as a defined benefits scheme:

f  The liabilities of the West Midlands Local Government Pension Fund attributable to
the Council are included in the Balance Sheet on an actuarial basis using the
projected unit method — that is, an assessment of the future payments that will be
made in relation to retirement benefits earned to date by employees, based on
assumptions about mortality rates, employee turnover rates, etc., and projections of
earnings for current employees;

f Liabilities are discounted to their value at current prices, using a discount rate of
2.00% based on the indicative rate of return on high quality corporate bond yields;

1 The assets of the West Midlands Local Government Pension Fund attributable to the
Council are included in the Balance Sheet at their fair value:

0 quoted securities — current bid price;
0 unquoted securities — professional estimate;

O unitised securities — current bid price;

o

property — market value.

I The change in the net pensions liability is analysed into the following elements:
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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 —
debited to the (Surplus)/Deficit on the Provision of Services 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 — the change during the reporting period in the net
defined benefit liability/(asset) that arises from the passage of time charged to
the Financing and Investment Income and Expenditure line of the
Comprehensive Income and Expenditure Statement — this is calculated by
applying the discount rate used to measure the defined benefit obligation at
the beginning of the period to the net defined benefit liability/(asset) at the
beginning of the period — taking into account any changes in the net defined
benefit liability/(asset) during the period as a result of contribution and benefit
payments.

Re-measurements comprising:

o thereturn on plan assets — excluding amounts included in net interest on the
net defined benefit liability/(asset) — charged to the Pensions Reserve as
Other Comprehensive Income and Expenditure;

0 actuarial gains and losses — changes in the net pensions liability that arise
because events have not coincided with assumptions made at the last
actuarial valuation or because the actuaries have updated their assumptions
— charged to the Pensions Reserve as Other Comprehensive Income and
Expenditure.

o0 Contributions paid to the West Midlands Local Government Pension Fund -
cash paid as employer’s contributions to the pension fund; not accounted for
as an expense.

In relation to retirement benefits, statutory provisions require the General Fund and Housing
Revenue Account balances to be charged with the amount payable by the Council to the
pension fund or directly to pensioners in the year, not the amount calculated according to the
relevant accounting standards. In the Movement in Reserves Statement, this means that
there are transfers to and from the Pensions Reserve to remove the notional debits and
credits for retirement benefits and replace them with debits for the cash paid to the pension
fund and pensioners, and any such amounts payable but unpaid at the year-end. The
negative balance that arises on the Pensions Reserve thereby measures the beneficial
impact to the General Fund and Housing Revenue Account arising from the requirement to
account for retirement benefits on the basis of cash flows rather than as benefits are earned
by employees.
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Discretionary Benefits

The Council has restricted powers to make discretionary awards of retirement benefits in the
event of early retirements. Any liabilities estimated to arise as a result of an award to any
member of staff, including teachers and public health employees, are accrued in the year of
the decision to make the award and accounted for using the same policies as are applied to
the Local Government Pension Scheme.

viii. Events After the Reporting Period

Events after the Balance Sheet date are those material events, both favourable and adverse,
that occur between the end of the reporting period and the date when the Statement of
Accounts is authorised for issue. Two types of events can be identified:

I Those that provide evidence of conditions that existed at the end of the reporting
period — the Statement of Accounts is adjusted to reflect such events;

f  Those that are indicative of conditions that arose after the reporting period — the
Statement of Accounts is not adjusted to reflect such events, but where a category of
events would have a material effect, disclosure is made in the notes of the nature of
the events and their estimated financial effect.

Events taking place after the date of Audit Committee adoption of the accounts are not
reflected in the Statement of Accounts.

ix. Financial Instruments

Financial Liabilities

Financial liabilities are recognised on the Balance Sheet when the Council becomes a party
to the contractual provisions of a financial instrument. They are initially measured at fair
value and are carried at their amortised cost. Non-borrowing creditors are carried at contract
amount. Annual charges to the Financing and Investment Income and Expenditure line in
the Comprehensive Income and Expenditure Statement for interest payable are based on
the carrying amount of the liability, multiplied by the effective rate of interest for the
instrument. The effective interest rate is the rate that exactly discounts estimated future cash
payments to the instrument over the life of the instrument to the amount at which it was
originally recognised.

For most of the Council's borrowings, this means the amount presented in the Balance
Sheet is the outstanding principal repayable, plus accrued interest; and interest charged to
the Comprehensive Income and Expenditure Statement is the amount payable for the year
according to the loan agreement.

However, the Birmingham City Council 2030 bonds, issued in exchange for NEC loan stock
in 2005 and the NEC Development 2027 bonds, were issued at a fair value in excess of the
principal repayable. Interest is being charged on an amortised cost accounting basis, which
writes the value down to zero at maturity.

Gains and losses on the repurchase or early settlement of borrowing are credited and
debited to the Financing and Investment Income and Expenditure line in the Comprehensive
Income and Expenditure Statement in the year of repurchase/settlement.
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Where premia and discounts have been charged to the Comprehensive Income and
Expenditure Statement, regulations allow the impact on the General Fund Balance to be
spread over future years. The Council has a policy of spreading the gain or loss over the
term that was remaining on the loan against which the premium was repayable, or discount
received when it was repaid. The reconciliation of amounts charged to the Comprehensive
Income and Expenditure Statement to the net charge required against the General Fund
Balance is managed by a transfer to or from the Financial Instruments Adjustment Account
in the Movement in Reserves Statement.

Financial Assets

Financial assets are classified based on a classification and measurement approach that
reflects the business model for holding the financial assets and their cash flow
characteristics. There are three main classes of financial assets measured at:

I amortised cost

f fair value through profit or loss (FVPL), and

I fair value through other comprehensive income (FVOCI). The Council does not
currently have any financial assets designated at FVOCI.

The Council’s business model is to hold investments to collect contractual cash flows.
Financial assets are therefore classified as amortised cost, except for those whose
contractual payments are not solely payment of principal and interest (that is, where the
cash flows do not take the form of a basic debt instrument).

Financial Assets Measured at Amortised Cost
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Expected Credit Loss Model

The Council recognises expected credit losses on all of its financial assets held at amortised
cost (or where relevant FVOCI), either on a 12-month or lifetime basis. The expected credit
loss model also applies to lease receivables and contract assets. Only lifetime losses are
recognised for trade receivables (debtors) held by the Council.

Impairment losses are calculated to reflect the expectation that the future cash flows might
not take place because the borrower could default on their obligations. Credit risk plays a
crucial part in assessing losses. Where risk has increased significantly since an instrument
was initially recognised, losses are assessed on a lifetime basis. Where risk has not
increased significantly or remains low, losses are assessed on the basis of 12-month
expected losses.

Financial Assets Measured at Fair Value through Profit or Loss

Financial assets that are measured at FVPL are recognised on the Balance Sheet when the
Council becomes a party to the contractual provisions of a financial instrument and are
initially measured and carried at fair value. Fair value gains and losses are recognised as
they arrive in the Surplus or Deficit on the Provision of Services.

Where it is possible to determine a fair value, measurement of the financial assets is based
on the following techniques:

{linstruments with quoted market prices — the market price

i other instruments with fixed and determinable payments — discounted cash flow
analysis.

The inputs to the measurement techniques are categorised in accordance with the
following three levels:

fiLevel 1 inputs — quoted prices (unadjusted) in active markets for identical assets that
the Council can access at the measurement date.

{ Level 2 inputs — inputs other than quoted prices included within Level 1 that are
observable for the asset, either directly or indirectly.

 Level 3 inputs — unobservable inputs for the asset.

Any gains and losses that arise on the derecognition of the asset are credited or debited to
the Financing and Investment Income and Expenditure line in the Comprehensive Income
and Expenditure Statement.

Instruments Entered Into Before 1 April 2006

The Council has entered into a number of financial guarantees that are not required to be
accounted for as financial instruments. These guarantees are reflected in the Statement of
Accounts to the extent that provisions might be required, or a contingent liability note is
needed unde
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xiii. Community Infrastructure Levy

The Council has elected to charge a Community Infrastructure Levy (CIL). The levy will be
charged on new builds with appropriate planning consent. The Council charges for and
collects the levy, which is a planning charge. The income from the levy will be used to fund
infrastructure projects to support the development of the City.

CIL is received without outstanding conditions; it is, therefore, recognised at the
commencement date of the chargeable development in the Comprehensive Income and
Expenditure Statement in accordance with section xi. Government Grants and Contributions
of this note. CIL charges will be largely used to fund capital expenditure although an
element may be used to support infrastructure maintenance and a small proportion of the
charges may be used to fund the costs of administration associated with the CIL.

xiv. 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.

For the Museum, Library and Civic Plate Collections, insurance valuations are used due to
the unique nature, diversity and quantity of the assets, and lack of historical cost information.
For other types of Heritage Assets, historical cost information is used where available when
compiling the Balance Sheet. In some cases, neither reliable valuation information nor
historical cost information is available, in which case the asset has been excluded from the
Balance Sheet.

The Council considers that heritage assets will have indeterminate lives and a high residual
value; and therefore does not consider it appropriate to charge depreciation on the assets.
Any impairment or disposal of heritage assets is recognised and measured in accordance
with the Council’s relevant policies (see section xxi. Property, Plant and Equipment in this
note).

xv. Intangible Assets

Expenditure on non-monetary assets that do not have physical substance but are controlled
by the Council as a result of past events (for example, software licences) is capitalised when
it is expected that future economic benefits or service potential will flow from the intangible
asset to the Council.

Expenditure on the development of websites is not capitalised if the website is solely or
primarily intended to promote or advertise the Council's goods or services.

Intangible assets are measured initially at cost and the depreciable amount is amortised over
the useful life of the asset on a straight-line basis and charged to the relevant Directorate in
the Comprehensive Income and Expenditure Statement.
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establishment of a separate entity. The Council recognises on its Balance Sheet the assets it
controls and the liabilities it incurs and debits and credits the Comprehensive Income and
Expenditure Statement with the expenditure it incurs and the share of income it earns from
the activity of the operation.

Jointly controlled assets are items of property, plant or equipment that are jointly controlled
by the Council and other venturers, with the assets being used to obtain benefits for the
venturers. The joint venture does not involve the establishment of a separate entity. The
Council accounts for only its share of the jointly controlled assets, the liabilities and the
expenses that it incurs on its own behalf or jointly with others in respect of its interest in the
joint venture and income that it earns from the venture.

XiX. Leases

Leases are classified as either finance or operating leases at the inception of the lease.
Classification as a finance lease occurs where the terms of the lease transfer substantially
all the risks and rewards incidental to the ownership of the asset from lessor to lessee and
where the lease term is for the major part of the economic life of the asset in question,
whether or not title is eventually transferred. Those leases not classified as finance leases
are deemed to be operating leases.

Where a lease covers both land and buildings, the land and buildings elements are
considered separately for classification.

Arrangements that do not have the legal status of a lease but convey a right to use an asset
in return for payment are accounted for under this policy where fulfilment of the arrangement
is dependent on the use of specific assets.

The Council as Lessee

Finance Leases

Property, plant or equipment held under a finance lease is recognised on the Balance Sheet
at the commencement of the lease at its fair value measured at the lease’s inception (or the
present value of the minimum lease payments, if lower). The asset recognised is matched by
a liability for the obligation to pay the lessor. Initial direct costs of the Council are added to
the carrying amount of the asset. Premia paid on entry into a lease are applied to writing
down the lease liability. Contingent rents are charged as expenses in the periods in which
they are incurred.

Lease payments are apportioned between:

A charge for the acquisition of the interest in the property, plant or equipment —
applied to write down the lease liability; and

f A finance charge — debited to the Financing and Investment Income and Expenditure
line in the Comprehensive Income and Expenditure Statement.

Property, Plant and Equipment recognised under finance leases are accounted for using the
policies generally applied to such assets (see section xxi above).

The Council is not required to raise Council Tax to cover depreciation or revaluation and
impairment losses arising on leased assets. Instead, a prudent annual contribution is made
from revenue funds towards the deemed capital investment in accordance with statutory
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value because of the specialist nature of an asset, depreciated replacement cost
(DRC) is used as an estimate of current value.

Assets included in the Balance Sheet at current value are revalued sufficiently regularly to
ensure their carrying amount is not materially different from their current value at the year-
end, but as a minimum every five years. Increases in asset valuations are matched by
credits to the Revaluation Reserve to recognise unrealised gains. 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.

Revaluation and impairment losses

Where revaluation and impairment losses are identified, and where there is a balance of
revaluation gains for the asset in the Revaluation Reserve, the reduction in value is charged
against that balance until it is used up. Thereafter, or if there is no balance of revaluation
gains, the loss is charged 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:

I Council Dwellings — separated into the key components
o Land - indefinite life;
o Kitchens

41



Birmingham City Council Draft Accounts for the Year Ended 31 March 2022

Depreciation

Depreciation is provided for on all Property, Plant and Equipment assets, including
components, by the systematic straight line allocation of their depreciable amounts over their
useful lives. Assets without a determinable finite useful life, and assets that are not yet
available for use, are not depreciated. Depreciation is charged in the year of disposal but not
charged in the year of purchase.

Revaluation gains are also depreciated, with an amount equal to the difference between
current value depreciation charged on assets and the depreciation that would have been
chargeable based on their historical cost being transferred each year from the Revaluation
Reserve to the Capital Adjustment Account.

Componentisation

Where an asset is material (over £5m) and has major components whose cost is significant
to the total cost of the asset, and which have markedly different useful lives, components are
separately identified and depreciated. Also, additions are considered for components,
whereby as components are added, any component being replaced is derecognised. Where
the historical cost of the old component is not readily determinable, it has been estimated by
comparing the remaining useful economic life of the component to the original useful
economic life and the cost of the replacement component. A pro rata of both the
depreciation and any applicable Revaluation Reserve is also derecognised.

Disposals and Non-Current Assets Held for Sale

When it becomes probable that the carrying amount of an asset will be recovered principally
through a sale transaction rather than through its continuing use, it is reclassified as an
Asset Held for Sale. The asset is revalued immediately before reclassification and then
carried at the lower of this amount and carrying value less the cost of sale. Where there is a
subsequent decrease to carrying value less the cost of sale, the loss is posted to the Other
Operating Expenditure line in the Comprehensive Income and Expenditure Statement. Gains
in current value are recognised only up to the amount of any previous losses recognised in
the Surplus/Deficit on Provision of Services. Depreciation is not charged on Assets Held for
Sale.

Where assets are no longer used by a Directorate, these assets are offered to other
Directorates for use. Those assets which are surplus are made available for sale and will be
classified as Assets Held for Sale.

If assets no longer meet the criteria to be classified as Assets Held for Sale, they are
reclassified back to non-current assets and valued at the lower of their carrying amount
before they were classified as held for sale, adjusted for depreciation or revaluations that
would have been recognised had they not been classified as held for sale, and their
recoverable amount at the date of the decision to sell.

Assets that are to be abandoned or scrapped are not reclassified as Assets Held for Sale.

When an asset is disposed of or decommissioned, the carrying amount of the asset in the
Balance Sheet and the gain or loss on disposal is written off to the Other Operating
Expenditure line in the Comprehensive Income and Expenditure Statement. Any revaluation
gains accumulated for the asset in the Revaluation Reserve are transferred to the Capital
Adjustment Account. Gains and losses on disposal of assets are not a charge against
Council Tax, as the cost of non-current assets is fully provided for under separate
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arrangements for capital financing. Amounts are appropriated to the Capital Adjustment
Account from the General Fund Balance through the Movement in Reserves Statement.

Amounts, in excess of £10,000, received from a disposal are categorised as capital receipts.
A proportion of receipts relating to housing disposals is payable to the Government. The
balance of receipts 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.

xxii. Service Concession Arrangements

Service concession arrangements (formerly classed as PFI and similar contracts) are
agreements to receive services, where the responsibility for making available the property,
plant and equipment needed to provide the services passes to the contractor. As the Council
is deemed to control the services that are provided under the arrangement, and as
ownership of the property, plant and equipment will pass to the Council at the end of the
contracts for no additional charge, the Council carries the assets used under the contracts
on its Balance Sheet as part of Property, Plant and Equipment.

The original recognition of these assets at fair value (based on the cost to purchase the
property, plant and equipment) is balanced by the recognition of a liability for amounts due to
the scheme operator to pay for the capital investment. The Council includes the cost of
establishing Special Purpose Vehicles in the calculation of the liabilities.

Non-current assets recognised on the Balance Sheet are revalued and depreciated in the
same way as property, plant and equipment owned by the Council.

The amounts payable to the contractor each year are analysed into five elements:

f Fair value of the services procured during the year — debited to the relevant
Directorate in the Comprehensive Income and Expenditure Statement;

f  Finance cost — an interest charge on the outstanding Balance Sheet liability, debited
to the Financing and Investment Income and Expenditure line in the Comprehensive
Income and Expenditure Statement;

f Contingent rent — inflationary increases in the amount to be paid for the property
arising during the contract, debited to the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement;

Payment towards liability — applied to write down the Balance Sheet liability towards
the contractor;

f Lifecycle replacement costs — usually recognised as an addition to Property, Plant
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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
an outflow of resources will be required, or the amount of the obligation cannot be measured
reliably.

Contingent liabilities are not recognised in the Balance Sheet but disclosed in Note 31 to the
accounts.

Contingent Assets

A contingent asset arises where an event has taken place that gives the Council a possible
asset whose existence will only be confirmed by the occurrence or otherwise of uncertain
future events not wholly within the control of the Council.

Contingent assets are not recognised in the Balance Sheet but disclosed in Note 31 to the
accounts where it is probable that there will be an inflow of economic benefits or service
potential.

xXiv. Reserves

The Council sets aside specific amounts as reserves for future policy purposes or to cover
contingencies. Reserves are created by transferring amounts out of the General Fund
Balance. When expenditure to be financed from a reserve is incurred, it is charged to the
appropriate Directorate in that year to score against the Surplus/Deficit on the Provision of
Services in the Comprehensive Income and Expenditure Statement. The reserve is then
transferred back into the General Fund Balance so that there is no net charge against
Council Tax for the expenditure.

Certain reserves are kept to manage the accounting processes for non-current assets,
financial instruments, local taxation, retirement and employee benefits and do not represent
usable resources for the Council — these reserves are explained in the relevant policies.

xXxv. 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 non-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
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However, the Code requires that the income, expenditure, assets and liabilities of
maintained schools be accounted for in local authority entity accounts rather than requiring
the preparation of group accounts.

The Council has the following types of maintained schools under its control:

f Community schools;

f Voluntary Controlled schools;
f Voluntary Aided schools;

! Foundation schools.

Given the nature of the control of the entities and the control of the service potential from the
non-current assets of the maintained schools, the Council has recognised buildings and
other non-current assets on its Balance Sheet. The Council has recognised all land for
Community Schools on its Balance Sheet and recognised that land for Voluntary Aided,
Voluntary Controlled and Foundation Schools where it can be demonstrated that the Council
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(b) their carrying amount as at the end of the reporting period.

While there are a number of areas of uncertainty that the Council manages, those that have
a significant risk of resulting in a material adjustment to the carrying amount of assets and
liabilities in the next financial year are as follows:

f  Valuation of certain parts of the Council’s Plant, Property and Equipment balances,
specifically relating to the Council’s dwellings, and other land and buildings; and
I The net defined benefit pension liability.

These are dealt with separately below:
Property, Plant and Equipment

The Council recognises a variety of land and buildings in its Balance Sheet, and applies a
range of valuation methodologies, in line with the adopted accounting policies and required
standards, to arrive at a valuation for the portfolio at each Balance Sheet date. A number of
these approaches include specific estimates, and uncertainties. The areas for which a risk of
material uncertainty is noted are included in the tables below - note that where a part of the
balance is not included in a table, it is not considered to have a material uncertainty
associated with it.

Council Dwellings — HRA (31 March 2022 £2,986.2m)

There are two approaches applied to the valuation of these assets, the beacon approach
and discounted cashflow. The beacon approach covers majority of the assets and is set out
in the following tables:

Approach to valuation
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Sensitivity

Should the property market value change over the 12
months following the Balance Sheet date, the beacon
values would likely change as a result, and the overall
valuation for these properties could change significantly.
Land Registry data suggests that in the period from January
2021 to January 2022 property prices in Birmingham rose
by an average of 7.8%. A 7.8% movement in the beacon
valuations, applied as a general movement across all
beacons, extrapolated across the full population would give
rise to an increase in the valuation of these properties of
£220.6m.
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Nature of uncertainty

The actual valuation results could be significantly different to
those in Note 20 were the key assumptions to vary — given
the nature of a roll-forward approach, where certain key
inputs are updated, rather than formally reassessed, there is
a larger inherent degree of uncertainty in any year (such as
this one) for which a roll-forward approach is applied. Due to
the complexity of the calculation, it is impracticable to
disclose the full nature and extent of the change in these
assumptions in the next twelve months, however a
sensitivity analysis is provided in full in Note 20 which
indicates the potential scale and impact of certain key
assumptions.

Amount recorded in the
financial statements at 31
March 2022

Sensitivity

£2,647.7m

See Note 20 for further details.

However, this note and the sensitivity analysis included
deals predominantly with the overall calculation itself, and
not the uncertainty that relates specifically to the roll-forward
approach. While the standard requires the Council to
disclose this specific uncertainty, given the complexity of the
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Note 6

Expenditure and Funding Analysis

The Expenditure and Funding Analysis shows how the Council allocates expenditure for
decision making purposes between the Council’'s Directorates. Income and expenditure
accounted for under generally accepted accounting practices is presented more fully in the
Comprehensive Income and Expenditure Statement.

2021/22

Adult Social Care

Children and Families

City Housing

City Operations

Place, Prosperity and Sustainability
Council Management

As
Reported
to Cabinet

£m
332.2
314.6
141
191.1
63.9

Adjustment to arrive
at the Net Amount
Chargeable to the
General Fund and

57

HRA Balances

(Note 7)
£m
(23.6)
(33.1)
2.2
(20.1)
(76.2)

Net
Expenditure
Chargeable

to the
General
Fund and

HRA
Balances

£m
308.6
2815
16.3
171.0
(12.3)

Adjustments
between
Funding and
Accounting
Basis

(Note 7)

£m

13.7
106.8
21
41.4
13.8

Net Expenditure
in the
Comprehensive
Income and
Expenditure
Statement

£m
322.3
388.3
18.4
212.4
15
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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.

2021/27105C
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Note 8
Expenditure and Funding Analysis by Nature of Activity

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

2020/21 2021/22
£m £m
Expenditure
941.7 Employee Benefits Expenses 923.8
2,204.3 Other Service Expenses 2,157.8
154.5 Depreciation, Amortisation and Impairment 1715
236.5 Interest Payments 230.0
24.8 Movements in the value of financial assets 16.3
49.8 Precepts and Levies 49.6
6.4 Payments to Housing Capital Receipts Pool 6.3
16.0 Loss on Disposal of Non Current Assets 27.6
3,634.0 Total Expenditure 3,582.9
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Note 10
Other Operating Expenditure

Other Operating Expenditure disclosed in the Comprehensive Income and Expenditure
Statement is detailed below.

2020/21 2021/22
£m £m
1.9 Parish Council Precepts 1.9
11.0 Enterprise Zone Growth Payment 9.0
44.9 Integrated Transport Authority Levy 44.7
0.3 Environment Agency Levy 0