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Executive Summary

Purpose

Our Annual Audit Letter (Letter) summarises the key findings arising from the work 

that we have carried out at Birmingham City Council (the Council) and its subsidiaries 

(the group) for the year ended 31 March 2018.  

This Letter is intended to provide a commentary on the results of our work to the 

Council and external stakeholders, and to highlight issues that we wish to draw to the 

attention of the public. In preparing this Letter, we have followed the National Audit 

Office (NAO)'s Code of Audit Practice and Auditor Guidance Note (AGN) 07 –

'Auditor Reporting'. We reported the detailed findings from our audit work to the 

Council's Audit Committee as those charged with governance in our Audit Findings 

Report on 30 July 2018.

Respective responsibilities

We have carried out our audit in accordance with the NAO's Code of Audit Practice, which 

reflects the requirements of the Local Audit and Accountability Act 2014 (the Act). Our key 

responsibilities are to:

• give an opinion on the Council and group's financial statements (section two)

• assess the Council's arrangements for securing economy, efficiency and effectiveness in its 

use of resources (the value for money conclusion) (section three).

In our audit of the Council and group's financial statements, we comply with International 

Standards on Auditing (UK) (ISAs) and other guidance issued by the NAO.

Materiality We determined materiality for the audit of the Council’s financial statements to be £43,830,000 (and Group’s financial statements to be 

£43,575,000), which is 1.5% of the gross revenue expenditure. 

Financial Statements opinion We gave an unqualified opinion on the Council's financial statements on 31 July 2018. 

Whole of Government Accounts 

(WGA) 

We have not yet completed work on the Council’s consolidation return following guidance issued by the NAO. This will be completed by 31 

August 2018. 

Use of statutory powers We have issued our Statutory Recommendation under section 24 of the Local Audit and Accountability Act 2014. Further details are included 

on pages 5 to 11 of this report.

Our work
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Executive Summary (continued)

Value for Money arrangements We were not satisfied that the Council put in place proper arrangements to ensure economy, efficiency and effectiveness in its use of resources 

because of weaknesses in the following areas:

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

Pay

• Birmingham Independent Improvement Panel (‘the Panel’)

• Services for vulnerable children

• Management of schools

We therefore issued an adverse value for money conclusion in our audit report to the Council on 31 July 2018.

Certification of Grants We also carry out work to certify the Council's Housing Benefit subsidy claim on behalf of the Department for Work and Pensions. Our work on 

this claim is not yet complete and will be finalised by 30 November 2018. We will report the results of this work to the Audit Committee in  our 

Annual Certification Letter.

Certificate We are unable to certify that we have completed the audit of the accounts of Birmingham City Council until we have completed the necessary 

work to issue our Whole of Government Accounts (WGA) Component Assurance statement for the year ended 31 March 2018.
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Statutory Recommendation

• Subsidiary Bodies

• Ensure that appropriate arrangements are implemented in relation to the Council’s 

subsidiary bodies, including regular financial reporting and appropriate Council 

nominees on subsidiary body boards, to ensure that emerging risks are monitored, 

reported and managed promptly.

• Place Directorate

• Ensure that robust management and governance arrangements are put in place 

within the Place Directorate, particularly to ensure effective oversight of the Waste 

Service, to ensure that it delivers its financial and service objectives.

Our responsibilities

As well as our responsibilities to give an opinion on the financial statements and assess 

the arrangements for securing economy, efficiency and effectiveness in the Council's use 

of resources, we have additional powers and duties under the Act. These include powers 

to issue a public interest report, make a written recommendation, apply to the Court for a 

declaration that an item of account is contrary to law, and to give electors the opportunity 

to raise questions about the Council's accounts and to raise objections received in 

relation to the accounts.

We have concluded that it is appropriate for us to use our powers to make a written 

recommendation under Section 24 of the Act due to the Council's current and forecast 

financial position.

Recommendation made under Section 24 of the Local Audit 

and Accountability Act 2014 (‘the Act’)

The Council needs to:

Finance

• Deliver its savings plans in 2018/19, in particular by identifying alternatives 

where existing plans are not deliverable, to mitigate the impact of the 

combined savings and budget pressure risks.

• Develop a realistic medium term financial plan for 2019/20 to 2021/22 which 

incorporates realistic and detailed savings plans and takes account of key 

budget and service risks.

• Ensure that it maintains an adequate level of reserves to mitigate the impact 

of budget risks, in particular one-off risks such as the Commonwealth Games

and Equal Pay.

Transparency and Governance

• Ensure that its financial monitoring and budget reports are clear, transparent, 

and timely particularly in relation to the use of reserves, whether in-year or at 

year-end.

• Report governance failures and emerging issues promptly and clearly to 

Members and local citizens.
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Statutory Recommendation (continued)

Reasons for making the recommendation

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

• ‘’ensure that there is Council-wide commitment to delivering alternative savings plans to 
mitigate the impact of the combined savings and budget pressure risks in 2016/17;

• demonstrate that it is implementing achievable actions to deliver its cumulative savings 
programme in the Business Plan 2017+ by:
- revising savings programme from 2017/18 onwards to reflect the delayed on non-

delivery of savings plans in 2016/17;
- ensuring that all savings plans are assessed for both lead time to implement and 

delivery risk; and
• re-assess the impact of the combined savings and budget pressure risks on the planned 

use of reserves for 2016/17 and the impact of this on the reserves position from 2017/18 
onwards.’’

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

We have now concluded that little progress has been made to 31 March 2018 in delivering 

against the recommendations. In addition, we have significant concerns about other areas of 

the Council’s performance. Accordingly we now consider it appropriate to make further 

recommendations under the Act.   

It is encouraging that the Council’s Improvement Stocktake Report published on 29 June 

2018 recognises many of the weaknesses which our recommendation seeks to address. The 

Birmingham Independent Improvement Panel (‘the Panel’) has also commented on 29 June 

that whilst the Council has ‘not sufficiently gripped’ the improvement challenge set by the 

Kerslake report, it is now committed to doing so. The key, from our perspective, now, is to 

start to convert the good intentions into the improvements required.   

Finance

Savings Plan delivery

The Council has failed to deliver planned savings targets since 2016/17. It reported 

a budget overspend of £29.8m in 2016/17, but only after applying £42.1m of 

corporate reserves as well as making use of capital receipts flexibility. This resulted 

in spend of £71.9m more than the resources available. A key reason for the 

overspend was the failure to deliver large ambitious savings programmes such as 

the Adult Care savings plan. In the 2016/17 Annual Audit Letter, we commented:

‘The Council needs to continue to take action to manage the emerging trend of 

underdelivery of savings against plan to date, specifically to mitigate current 

Directorate plans which are not achieving anticipated savings targets, but also to 

ensure that further non-delivery of savings does not occur in other planned areas 

currently shown as on track…

…The events surrounding the waste strike have affected capacity to focus on 

corporate budget and governance monitoring. The officer and political leadership 

need to work together to ensure that the Council’s financial stability remains a top 

priority. If the waste strike resumes, the additional expense arising will add to cost 

pressures.’ 

In 2017/18, the Council reported a net overspend of £4.9m after use of £63.1m of 

reserves (£42.2m of which were planned) plus £11.7m to fund pension guarantees. 

It is of concern that the Council has applied £116.9m of reserves in 2016/17 and 

2017/18  to deliver a cumulative deficit of £35m. The use of reserves has therefore 

masked the Council’s true position. If the Council had not applied any reserves over 

the last two years, it would have had to deliver £150m more in aggregate savings to 

achieve balance. It has effectively been running an annual deficit of £75m.
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Statutory Recommendation (continued)

Delivery of savings has proved an enduring problem. The Council continued to under-

deliver planned savings in 2017/18, again, in part due to the failure to deliver large 

savings plans such as the Future Operating Model (FOM), which under delivered by 

£15.4m in 2017/18, an underdelivery which was to rise to £34.2m in future years. As 

noted in the 2016/17 Annual Audit Letter, the waste strike also diverted corporate focus 

from budget monitoring, but contributed significantly to the overall overspend of £17m. 

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

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

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

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

Accordingly, we have therefore recommended that the Council needs to:

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

Medium Term Financial Plan (MTFP)

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

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

We have therefore recommended that the Council needs to:

• develop a realistic medium term financial plan for 2019/20 to 2021/22 which 
incorporates realistic and detailed savings plans and takes account of key 
budget and service risks.  
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Statutory Recommendation (continued)

Adequacy of Reserves

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

• un-earmarked reserves: £170.4m ( including the £41.5m Organisational 

Transitional Reserve and £98.2m Financial Resilience Reserve);

• earmarked reserves: £302.9m;

• capital reserves: £427.4m; and

• ringfenced reserves: £69.2m.

The un-earmarked reserves are key to the Council’s MTFP as they are available for 

general application rather than reserved for a specific purpose. The level of un-

earmarked reserves has increased by £69.6m in 2017/18, largely due to: 

• the Council’s policy decision to change its Minimum Revenue Provision (MRP) 

policy, which generated an unplanned additional reserve of £98.2m; and

• the beneficial repayment of a provision no longer required in respect of NEC 

Pensions - £23.6m.

Without the MRP policy change, un-earmarked reserves would have totalled £72.2m 

We wrote to the Corporate Director, Finance & Governance on 24 January 2018, 

noting that whilst the change in policy has resulted in an increase in reserves to 

support budget strategy, and is not unlawful, it also has the effect of pushing additional 

costs into future years. The Council argues that the arrangements are ‘reasonable and 

prudent’, in accordance with Government guidance, which states that it is for Councils 

to assess what is prudent according to their particular circumstances. 

Whilst the Council’s reserves, earmarked and un-earmarked, are not insubstantial, they 

should be viewed in the context of the financial risks it faces. Equal Pay remains a 

significant risk, whilst the Commonwealth Games, which represents a significant 

opportunity for the City and the region, nonetheless also presents financial risks. As of 

December 2017, the Council had committed to providing £30m in capital funds for the 

project, leaving a gap of around £44m revenue and £40m capital. Whilst this gap could 

narrow, it could also grow wider. 

There are other potential financial risks relating to the Council’s subsidiary bodies, 

which are referred to later. Additionally, any failure to deliver on planned savings over 

the next three years, could also lead to rapid depletion of reserves. A recent NAO 

report in March 2018 argued that many local authorities are relying on using their 

savings to fund local services and are overspending on services, which is not financially 

sustainable. For that reason, we have recommended that the Council needs to: 

• ensure that it maintains an adequate level of reserves to mitigate the impact 

of budget risks, in particular one-off risks such as the Commonwealth Games 

and Equal Pay.

Transparency and Governance

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

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

The Council has not been transparent, in particular, in the way that it reports its financial 

position. In particular, the practice of applying reserves in-year (of itself unusual), rather 

than at year-end, has not been stated clearly at the start of in-year reports but has been 

lost in the detail. The Council’s in-year monitoring reports have accordingly appeared to 

present a better financial picture than was in fact the case. This has made it difficult for 

Members, in particular, to establish the Council’s true financial position. 

The reported year-end overspend of £4.9m in 2017/18 appears a modest deficit, but 

was delivered through the application of £75m of reserves (£42m planned), a significant 

proportion of which were applied in-year. Had the reserves not been applied in-year, the 

emerging deficit reported in-year would have appeared substantially larger. The 

Council’s new Management Team has now implemented more transparent reporting 

arrangements which explain more clearly the use of reserves. This is to be commended. 

The  Council also has a track record of not reporting governance failures effectively; 

whether relating to Equal Pay or the waste dispute. For instance, the additional costs 

arising from the waste dispute have not been published nor has any report on the 

lapses in governance, which contributed to the prolongation of the dispute, been 

produced. Whilst an independent investigation into the background of the waste dispute, 

including the conduct of the former Leader, has been commissioned, this is yet to be 

published, almost 12 months after the dispute commenced.

As external auditors, we have not always been made privy to emerging issues. In  

September 2016, the (then) budget forecast of a £50m deficit had not been discussed 

with us prior to the issue of the report. Similarly in August 2017, key information relating 

to Equal Pay, which led to the inclusion of an emphasis of matter within our audit report, 

had to be requested from the Council as it had not been disclosed to us. 

There are again some encouraging signs that the new Management Team is being far 
more open with Members, the public and the external auditor. To assist the team 
further we have therefore recommended that the Council needs to:

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

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

Subsidiary Bodies 

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

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

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

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

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

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

Place Directorate

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

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

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

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

• a forecast £0.7m overspend on Markets; and
• further projected overspends of £0.4m relating to Housing Options and £0.9m relating 

to pension strain and other Directorate wide pressures.  

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

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

We noted in the 2017/18 Annual Audit letter that the events leading to the strike being 

suspended on 16 August 2017, then re-instated on 1 September 2017 when 106 

workers were handed their redundancy notices:

‘did not serve to enhance confidence in the Council’s systems of governance… 

..Members will recall that a key strand of the Kerslake report related to the need to re-

set member-officer relations. It is of concern that initial improvements in this area may 

not have been sustained.’ 

The action was suspended on 20 September 2017 when Unite won an injunction 

blocking the proposed redundancies. A full court hearing took place in November 2017. 

The Council’s June 2018 Stocktake Report quotes the Judge’s criticisms of the conduct 

of the waste dispute, in particular as they related to member-officer relations and local 

disagreements about role definitions. The Judge noted that, ‘neither party (officers or 

members) comes out of this sorry saga with any credit at all.’    

The Court ordered the re-instatement of the dismissed workers but also the immediate 

implementation of the proposed revised working arrangements, incorporating in 

particular, a move to five day working. Whilst the dismissed workers were reinstated in 

different roles in January 2018, the revised working arrangements have yet to be 

introduced, and September 2018 appears to be the earliest date for their 

implementation.   

The waste strike and the failure to introduce revised working arrangements have given 

rise to significant budget pressures in both 2017/18 and 2018/19. In our Annual Audit 

Letter dated October 2017 we noted that additional costs in 2017/18 were running at 

£0.3m per week, but the true additional cost of the waste strike has not yet been 

reported.    

We understand that in recent months, invoices totalling £1.6m have been submitted to 

the Council in respect of the costs of private contractors, who were hired to deliver 

waste rounds during the strike. This work does not appear to have been properly 

authorised and was accordingly not recognised in 2017/18 budget monitoring reports. 

This represents a significant failing in financial governance which the Council is seeking 

to get to the bottom of.    

The Council is now seeking to get a grip on the managerial and operational delivery of 

the Directorate. This work needs considerable impetus and urgency of attention. 

Accordingly we have recommended that the Council now needs to:

• ensure that robust management and governance arrangements are put in 

place within the Place Directorate, particularly to ensure effective oversight of 

the waste service, to ensure that it delivers its financial and service 

objectives. 

What does the Council need to do next?

The Act requires the Council to:

• consider our recommendation at a meeting held within one month of the 

recommendation being sent to the Council; and

• at that meeting the Council must decide:

• (a) whether the recommendation is to be accepted, and

• (b) what, if any, action to take in response to the recommendation.

Following the meeting the Council needs to notify us, as the Council auditors, of its 

decisions and publish a notice containing a summary of its decisions which have been 

approved by us.
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Audit of the Accounts

Our audit approach

Materiality

In our audit of the Council's financial statements, we use the concept of materiality to 

determine the nature, timing and extent of our work, and in evaluating the results of 

our work. We define materiality as the size of the misstatement in the financial 

statements that would lead a reasonably knowledgeable person to change or 

influence their economic decisions. 

We determined materiality for the audit of the group accounts to be £43,830k, which 

is 1.5% of the group's total cost of services expenditure. We determined materiality 

for the audit of the Council's accounts to be £43,575k, which is 1.5% of the Council's 

total cost of services expenditure. We used this benchmark as, in our view, users of 

the group and Council's financial statements are most interested in where the group 

and Council has spent its revenue in the year. 

We also identified senior officers remuneration (including exit packages for senior 

officers) as a sensitive item and set a lower materiality of £100,000 for testing these 

items based on the fact that we consider the disclosures to be sensitive and of 

specific interest to the reader of the financial statements. 

We set a lower threshold of £2,178k, above which we reported errors to the Audit 

Committee in our Audit Findings Report.

The scope of our audit

Our audit involves obtaining sufficient evidence about the amounts and disclosures in the 

financial statements to give reasonable assurance that they are free from material 

misstatement, whether caused by fraud or error. This includes assessing whether:

• the accounting policies are appropriate, have been consistently applied and adequately 

disclosed; 

• the significant accounting estimates made by management are reasonable; and

• the overall presentation of the financial statements gives a true and fair view. 

We also read the remainder of the Statement of Accounts and the narrative report and annual 

governance statement published alongside the Statement of Accounts to check they are 

consistent with our understanding of the Council and with the financial statements included in 

the Statement of Accounts on which we gave our opinion.

We carry out our audit in accordance with ISAs (UK) and the NAO Code of Audit Practice. We 

believe that the audit evidence we have obtained is sufficient and appropriate to provide a 

basis for our opinion.

Our audit approach is based on a thorough understanding of the Council's business and is risk 

based. 

We identified key risks and set out overleaf the work we performed in response to these risks 

and the results of this work.



© 2018 Grant Thornton UK LLP  |  Annual Audit Letter  |  August 2018 13

Audit of the Accounts (continued)

Risks identified in our audit 

plan

How we responded to the risk Findings and conclusions

Management override of 

controls

Under ISA (UK) 240 there is a non-

rebuttable presumed risk that the 

risk of management over-ride of 

controls is present in all entities. 

The Council faces external scrutiny 

of its spending, and this could 

potentially place management 

under undue pressure in terms of 

how they report performance.

Management over-ride of controls is 

a risk requiring special audit 

consideration

As part of our audit work we have:

• updated our review of the control environment for the preparation and 

authorisation of journal entries and performed a walkthrough of the controls;

• tested the completeness of the journal listing;

• analysed the journals listing to identify any unusual changes in volume or value 

of journals;

• identified and selected journals which we deemed to be high risk or unusual;

• tested all high risk journals and obtained managements explanations and 

corroborating evidence; and

• reviewed management estimates and critical judgements by challenging 

assumptions, verifying completeness and accuracy of source date and checking 

calculations.

Our audit work did not identify any issues that we 

wish to bring to your attention.

Valuation of property, plant and 

equipment

The Council revalues its land and 

buildings on a rolling five year 

programme to ensure that carrying 

value is not materially different from 

fair value. This represents a 

significant estimate by management 

in the financial statements.

We identified the valuation of land 

and buildings (specifically council 

dwellings, other land and buildings 

and surplus assets) revaluations 

and impairments as a risk requiring 

special audit consideration and a 

key audit matter for the audit.

As part of our audit work we have:

• updated our understanding of the processes put in place by management to 

ensure that revaluation measurements are correct and evaluating the design of 

the associated controls;

• evaluated management's processes and assumptions for the calculation of the 

estimate, the instructions issued to valuation experts and the scope of their work;

• evaluated the competence, capabilities and objectivity of the valuation expert (the 

valuer);

• discussed with the valuer the basis on which the valuation was carried out;

• challenged the information and assumptions used by the valuer to ensure 

completeness and consistency with our understanding;

• tested revaluations made during the year to ensure they were input correctly into 

the Council's asset register and correctly reflected in the financial statements; 

and

• evaluated the assumptions made by management for those assets either 

revalued at the start of the financial year or not revalued during the year to 

determine how management has satisfied themselves that the current values (or 

fair values for surplus assets) at the year-end are not materially different to the 

carrying values per the financial statements.

We identified two adjustments from our work on the 

valuation of property, plant and equipment which 

management have amended for. 

Firstly, we identified a £50.3m credit to the HRA Income 

and Expenditure Statement relating to depreciation 

incorrectly reversed through the CIES on revaluation. 

This had no impact on net book value and has been 

corrected in the final version of the financial statements.

We also identified an error relating to accounting for the 

revaluation of council dwellings due to a formula error in 

the HRA working papers. The effect of this was an 

understatement of the net book value of council dwellings 

by £97.1m.

Other than the points noted above which have been

amended, our audit work did not identify any issues 

that we wish to bring to your attention.



© 2018 Grant Thornton UK LLP  |  Annual Audit Letter  |  August 2018 14

Audit of the Accounts (continued)

Risks identified in our audit plan How we responded to the risk Findings and conclusions

Valuation of pension fund net liability

The Council's pension fund asset and liability as 

reflected in its balance sheet represent  a 

significant estimate in the financial statements.

We identified the valuation of the pension fund net 

liability as a risk requiring special audit 

consideration and a key audit matter for the audit.

As part of our audit work we have:

• gained an understanding of the processes and controls put in place by 

management to ensure that the Council’s pension fund net liability was not 

materially misstated and evaluating the design of the associated controls;

• tested the appropriateness of data provided for the purposes of the IAS19 

actuarial valuation;

• evaluated the competence, capabilities and objectivity of the actuary who 

carried out the Council’s pension fund valuation; 

• tested the consistency of the pension fund asset and liability and disclosures 

in the notes to the core financial statements with the actuarial report from the 

actuary; and

• undertaken procedures to confirm the reasonableness of the actuarial 

assumptions made by reviewing the report of the consulting actuary (as 

auditor’s expert) and performing any additional procedures suggested within 

the report.

Our audit work did not identify any issues 

that we wish to bring to your attention.

Valuation of equal pay provision

Under ISA 540 (Auditing Accounting Estimates, 

including Fair Value Accounting Estimates and 

Related Disclosures), the auditor is required to 

make a judgement as to whether any accounting 

estimate with a high degree of estimation 

uncertainty gives rise to a significant risk.

We identified the valuation of the equal pay 

provision as a risk requiring special audit 

consideration.

As part of our audit work we have:

• updated our documentation of the process and undertaken a walkthrough of 

the controls in place to estimate the equal pay provision;

• reviewed the assumptions on which the equal pay provision estimated was 

based;

• considered the events or conditions that could have changed the basis of 

estimation;

• reperformed the calculation to the estimate;

• checked that the estimate has been determined and recognised in accordance 

with accounting standards;

• determined how management assessed the estimation uncertainty; and

• considered the impact of any subsequent transactions or events.

The impact of claims received since 31 March 

2018 was also assessed. New claims 

received between February and June totalled 

£8m. The Council has not amended for this 

finding. We concluded that there was not a 

risk of material misstatement of the provision 

by not including these clams in the estimation.

From our testing we identified that the 

classification between ‘additional provisions’ 

and ‘unused amount reversed’ required 

amending. 

Other than the points noted above which 

have been amended, our audit work did 

not identify any issues that we wish to 

bring to your attention.
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Audit of the Accounts

Audit opinion
We gave an unqualified opinion on the Council's financial statements on 31 July 

2018, in advance of the national deadline.

Preparation of the accounts

The Council presented us with draft accounts in accordance with the national 

deadline, and provided a good set of working papers to support them. The finance 

team responded promptly and efficiently to our queries during the course of the audit.

Issues arising from the audit of the accounts

We reported the key issues from our audit to the Council's Audit Committee on 30 

July 2018. 

In addition to the key audit risks reported above, we identified a number of 

recommendations for the Council to consider. These are included within the Audit 

Findings Report presented to Audit Committee on 30 July 2018.

Annual Governance Statement and Narrative Report

We are required to review the Council’s Annual Governance Statement and Narrative 

Report. We will ensure these are published on the Council’s website alongside the 

Statement of Accounts in line with the national deadlines. 

Both documents were prepared in line with the CIPFA Code and relevant supporting 

guidance. We confirmed that both documents were consistent with the financial 

statements prepared by the Council and with our knowledge of the Council. 

Certificate of closure of the audit
We are unable to certify that we have completed the audit of the accounts of Birmingham City 

Council until:

• we have completed the necessary work to issue our Whole of Government Accounts (WGA) 

Component Assurance statement for the year ended 31 March 2018.

This is expected to be concluded by 31 August 2018.
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Value for Money conclusion

Background
We carried out our review in accordance with the NAO Code of Audit Practice, 

following the guidance issued by the NAO in November 2017 which specified the 

criterion for auditors to evaluate:

In all significant respects, the audited body takes properly informed decisions and 

deploys resources to achieve planned and sustainable outcomes for taxpayers and 

local people. 

Key findings
Our first step in carrying out our work was to perform a risk assessment and identify 

the key risks where we concentrated our work.

The key risks we identified and the work we performed are set out overleaf.

As part of our Audit Findings report presented to Audit Committee on 30 July 2018, 

we agreed recommendations to address our findings.

Overall Value for Money conclusion
Because of the significance of the matters we identified in our work, we were not satisfied that 

the Council put in place proper arrangements to secure economy, efficiency and effectiveness 

in its use of resources for the year ending 31 March 2018.
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Value for Money conclusion (continued)
Risks identified in our audit 

plan

Findings and conclusions

Budget Delivery and Reserves 

Management, as well as 

saving proposals (including 

the principles of the Future 

Operating Model) and Equal 

Pay

The key risk is that the proposed 

savings schemes (including the 

implementation savings 

proposals) will not deliver the 

required recurrent savings, or 

will take longer to implement 

than planned.

We will review the Council's 

latest financial reports including 

savings plans trackers, to 

establish how the Council is 

identifying, managing and 

monitoring this risk. This will 

involve considering the 

adequacy of reserves and their 

prudent use. We will also 

consider the transparency of 

financial reporting.

The Council reported a 2017/18 revenue budget overspend of £4.9m after the use of £63.1m of reserves (£42.2m of which was planned) plus 

£11.7m to fund pension guarantees. The outturn overspend is in the context of demanding savings targets of £85.3m including f inding 2017/18 

solutions for £14.4m largely for savings achieved on a non-recurrent basis in 2016/17.

The Council's Business Plan 2018+ identifies continuing savings pressures, with a requirement of £117.0m of savings to be delivered by the end of 

2021/22; 2018/19 (£52.9m) and 2019/20 (£35.6m) are the two years with the greatest savings demand. The Business Plan includes a detailed 

analysis of savings schemes across the four year period. We focused our work on the delivery risks for the major savings schemes. The Council is 

planning to use £30.5m of Corporate Reserves in 2018/19. 

The Month 3 Corporate Revenue Budget Monitoring report position up to the end of June 2018 identifies the following:

• at the end of June 2018 a gross revenue overspend of £17.9m in 2018/19 is being forecast. This consists of an overspend of £10.1m in the base 

budget delivery and £9.1m of savings not deliverable in 2018/19, offset by partially accelerated achievement of £1.3m of the efficiency target of 

£5.7m;

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

• in the case of the Place Directorate, the overspend of £10.8m relates primarily to Waste Management services (£5.3m), Markets (£0.7m), 

Housing Options (£0.4) pay and pension strain related pressures (£0.5m) and other Directorate wide pressures (£0.4m). In addition, there are 

some savings delivery challenges totalling £3.5m; and

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

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

concluded in 2018/19. 

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

agreed payments going forward.

Submissions for pre 2008 claims (1st generation) and post 2008 claims (2nd generation) expired in August 2014 and October 2017 respectively. This 

gives a certain level of assurance to ongoing provision required by the Council. However, there are still uncertainties around the volume and timing 

of further 3rd generation claims that may be received, although this has been mitigated by some negotiated agreements with solicitors.

Conclusion

We identified in our initial risk assessment that the key risk was that the major savings schemes would not deliver the required recurrent savings, or

would take longer to implement than planned. The Council’s failure to deliver its 2017/18 savings plans and the delivery difficulties associated with

the largest savings schemes in 2018/19 mean that this risk is not sufficiently mitigated. In our view savings planning arrangements did not

sufficiently take into account the impact of the level of non-recurrent savings or adequately assess the vulnerability of the largest proposed savings

scheme.

We have concluded that these weaknesses in the Council's arrangements relate to the adequacy of financial planning as well as planning,

organising and developing the workforce to deliver strategic priorities, as part of sustainable resource deployment.
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Value for Money conclusion (continued)

Risks identified in our audit 

plan

Findings and conclusions

The Panel

The key risk is that the Panel will 

conclude that the Council is not 

making sufficient progress in 

implementing the changes 

needed. 

We considered the Panel's 

reports and discuss the progress 

made and key issues with the 

Panel’s Vice Chair, to establish 

how the Council is identifying, 

managing and monitoring this 

risk.

We have met with the Vice Chair of the Panel on a frequent basis throughout the year and been briefed on the Panel's view of the progress being 

made. The Council has been working more closely with the Panel since the autumn of 2017 and the Panel, in conjunction with the Council, has 

written to the Secretary of State several times since 1 April 2017, most recently in June 2018. 

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

"… with support and advice from the Panel, the Council intends to publish a suite of improvement plans. Progress on delivering all of the plans and 

the impact of the changes they bring about will be rigorously tracked and evaluated."

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

“The Council also recognises that it has not yet brought its day to day expenditure into line with its revenue. Balancing its revenue budget has 

therefore required, and continues to require, substantial draw down of the Council’s reserves. This position is not sustainab le and high quality 

strategic financial management and difficult decisions will be required to achieve financial sustainability.”

The joint letter from the Panel and the Council in June 2018 included a copy of the Council’s Improvement Stocktake Report, which represents the 

Council’s self-assessment against the Local Government Association’s criteria for an effective organisation underpinned by a suite of detailed 

corporate governance and service improvement plans. 

The Panel and the Council will monitor early indications of improvement in social outcomes, through adherence to the 2018/19 budget and stronger 

grip on issues such as homelessness, skills, community cohesion, waste and equal pay.

Conclusion

We identified in our initial risk assessment that the key risk is that the Panel will conclude that the Council is not making sufficient progress in 

implementing the changes needed. We have considered the latest findings of the Panel, in collaboration with the Council, and concluded that these 

weaknesses in the Council’s arrangements do not support informed decision making.
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Value for Money conclusion (continued)

Risks identified in our audit 

plan

Findings and conclusions

Service for Vulnerable

Children

The key risk is that the service 

does not show demonstrable 

improvement and continues to 

be subject to external 

intervention. Until such time as 

Ofsted has confirmed that 

adequate arrangements are in 

place this remains a significant 

risk to the Council's 

arrangements.

We reviewed the latest findings 

from Ofsted, to establish how the 

Council is identifying, managing 

and monitoring this risk.

The Council was subject to its latest Ofsted monitoring visits in March 2018 and May 2018 and the inspector wrote to the Council summarising his 

findings on 29 March 2018 and 8 June 2018. 

The area covered by the March 2018 visit was children looked after by the Council. The inspector’s letter stated that “positive progress identified at 

the point of the last inspection has been maintained, with further improvement evident in specific service areas. Senior managers continue to be 

aware that further work needs to be done to ensure that services for children are of a standard at which their outcomes are consistently good.”

The area covered by the May 2018 visit was services to young people leaving care at 18 years. The inspector’s letter stated that “the local authority 

has demonstrated that it has made some further improvements to the quality of social work practice since the last inspection. However, where 

children in care have long-term plans, there is a risk that a lack of focus on ensuring long-term security will result in instability in the future and 

poorer outcomes as a result. Further work remains to be done to ensure that practice is consistently good and that the best outcomes for all children 

are achieved on a timely and consistent basis.”

Birmingham Children’s Trust Ltd (BCT) contract commenced on 1 April 2018 and it has published its Strategic Business Plan 2018. The plan 

outlines how BCT will deliver services for children, young people and families in Birmingham from 1 April 2018. It sets out the vision and priorities 

and how BCT will deliver its commitments  as contained in the Service Delivery Contract agreed with the Council for the delivery of children’s social 

care and family support services for the next five years.

BCT announced the appointment of a Director of Practice in June 2018, which further enhances its ability to deliver the further improvements 

required for services for vulnerable children in the near future.

Conclusion

We identified in our initial risk assessment that the key risk was that services for vulnerable children do not show demonstrable improvement and 

continue to be subject to external intervention. The findings of the Ofsted monitoring reports means that this risk is not sufficiently mitigated.

We concluded that these weaknesses in the Council's arrangements relate to managing risks effectively and maintaining a sound system of internal 

control, demonstrating and applying the principles and values of good governance, as part of informed decision making and planning, organising 

and developing the workforce effectively to deliver strategic priorities as part of strategic resource deployment.
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Value for Money conclusion (continued)

Risks identified in our audit plan Findings and conclusions

Management of Schools

The key risk is that the governance 

issues identified at schools will not be 

addressed effectively.

We reviewed the progress made by 

Internal Audit within their coverage of 

schools governance, to establish how 

the Council is identifying, managing and 

monitoring this risk.

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

This includes the delivery of the Education Improvement Services contract between the Council and BEP which was amended in April 2017 

to reflect a reduction in the value of the contract. The variations represent an evolution of the service specification and key performance 

indicators; all other terms of the contract remain in force.

The BEP is also responsible for the allocation of the Strategic School Improvement Fund (SSIF). The SSIF is a £140m grant to support first, 

infant, primary, secondary, middle, all-through, maintained nursery schools, alternative provision, special academies, maintained schools, 

post-16 academies, and pupil referral units. It is intended to further build a school-led system, and aims to target resources at the schools 

most in need to improve school performance and pupil attainment; to help them use their resources most effectively, and to deliver more 

good school places.

However, as part of the assessment of schools governance improvement Birmingham Audit (internal audit) has been commissioned to carry 

out a programme of audits over a two year period. Their findings have continued to show that there are a range of governance issues to 

address across the schools visited, 32 of the 87 schools audits (37%) undertaken by internal audit in 2017/18 were assessed as ‘level 3’ 

assurance (specific control weaknesses of a significant nature noted, and/or the number of minor weaknesses noted was considerable) and 

two schools (2%) were assessed as ‘level 4’ assurance (controls evaluated are not adequate, appropriate or effective. Risks are not being 

managed and it is unlikely that objectives will be met). These results are worse than the prior year when only 17 of the 97 schools visited 

were assessed as ‘level 3’ assurance (18%) and none were assessed as ‘level 4’ assurance.

Conclusion

We identified in our initial risk assessment that the key risk was that plan implementation will be slower than envisaged and underlying 

issues will not be effectively addressed. Although it is clear that progress has been made with the implementation of the improvement plan 

there is still work to do. The pace of school improvement remains the key issue which is affecting our judgement. 

We concluded that these weaknesses in the Council's arrangements relate to managing risks effectively and maintaining a sound system of 

internal control, demonstrating and applying the principles and values of good governance, as part of informed decision making and 

planning, organising and developing the workforce effectively to deliver strategic priorities as part of strategic resource deployment.
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Value for Money conclusion (continued)

Risks identified in our audit plan Findings and conclusions

Commonwealth Games

The key risk is that the cost of hosting 

the Commonwealth Games will impact 

on the Council's future financial 

sustainability.

We reviewed the Council's latest plans 

for the delivery of the Commonwealth 

Games in 2022, to establish how the 

Council is identifying, managing and 

monitoring this risk.

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

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

The Steering Group is chaired by the Leader of the Council and its purpose is to provide strategic direction, guidance and oversight of the 

Council’s responsibilities and commitments for Games-wide planning and delivery of contractual obligations, Games vision and legacy.

The Project Board is chaired by the Corporate Director for Place and its purpose is to act as the Design Authority for the project and ensure 

the overall integrity of the Council’s Commonwealth Games Project Plan, ensuring that workstream plans are consistent and coherent with 

the overall project plan and critical interfaces, both internal and external. 

The Project Group is chaired by the Project Director and its purpose is to coordinate the operational delivery of products and activities as 

commissioned by the Steering Group and Project Board by the project’s workstreams.

The workstreams will adopt a ‘whole council’ approach which is essential to successful delivery. The finance workstream will oversee and 

manage the Council’s internal Games budget, liaise with partners regarding overall Games budgets and ensure all appropriate mechanisms 

are in place for robust financial management.

The funding for the Games is due to be agreed in the Autumn Budget Statement and the Council’s delivery plan is for the major ity of its 

share of the costs of the Games to be capital expenditure.  

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

Conclusion

We identified in our initial risk assessment that the key risk is the cost of hosting the Commonwealth Games will impact on the Council’s 

future financial sustainability. We have considered the Council’s proposed governance arrangements for the management and del ivery of the 

Commonwealth Games and are satisfied that they are appropriate.

On that basis, we have concluded that the risk is sufficiently mitigated and that the Council has appropriate arrangements in place to act in 

the public interest, through demonstrating and applying the principles and values of sound governance.

However, on the basis that the funding for the Games is not due to be agreed until the Autumn Budget Statement, we will revisit this risk as 

part of our 2018/19 VfM review.  
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A. Reports issued and fees

Proposed fee *Final fee

Council Audit 

*final fee includes £5k for statutory recommendation

314,168 319,168 

Objections from 2016/17 24,000

Grant Certification 17,594 TBC

Total audit fees (excluding VAT) £331,762 £TBC

Non Audit Fees

Fees for other services

Fees 

£

Audit related services:

• Certification of grant claims excluding Housing 

Benefits (BCC element only)

23,250

Non-audit services

• CFOi insights 2017/18 10,000

Total 23,250

Appendix A

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

Audit Fees

The proposed fees for the year were in line with the scale fee set by Public Sector Audit Appointments Ltd (PSAA). Our fees for grant certification covers only Housing Benefit 

subsidy certification, which falls under the remit of PSAA. Fees in respect of other grant work, such as reasonable assurance reports, are shown under 'Fees for other services'. 

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

Note 47 also shows £0.1m for ‘fees payable for the certification of grant claims and returns’. This is comparable to our non audit fees paid by BCC below. The Council have 

rounded this up so as not to show as NIL in the financial statements.

Fees for other subsidiaries

Fees 

£

Acivico Limited 38,000

Innovation Birmingham Limited 22,800

West Midlands Growth Company Limited 13,900

Finance Birmingham Limited 7,000

NEC (Developments) PLC 35,000

PETPS (Birmingham) Limited 7,500

PETPS subsidiaries 20,000

Total 144,200

Subsidiaries audit fees

Reports issued

Report Date issued

Audit Plan 27 March 2018

Audit Findings Report 30 July 2018

Annual Audit Letter 1 August 2018
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