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GREATER BIRMINGHAM AND SOLIHULL LEP BOARD 
                                       

DECISION BY WRITTEN PROCEDURE –8th AUGUST 2019 

 

GBSLEP SPECIAL FINANCE REPORT – HISTORIC STATUTORY 
ACCOUNTS 

 

Recommendations 
The LEP Board is recommended to: 

1. Note that additional clarification notes are being prepared for insertion into the 
historic statutory accounts to aid the readers understanding of them, specifically a 
more detailed statement of comprehensive income, a statement of cashflows and 
balance sheet notes on the Mezzanine Fund, the Revolving Investment Fund 
(RIF) and the Midlands Engine Investment Fund (MEIF).   

2. Make no adjustment to the historic statutory accounts (years ended 31 May 2013, 
2014, 2015, 2016, 2017, 2018) for the additional £1.2m Revolving Investment 
Fund (RIF), Growing Places Fund (GPF), Mezzanine Fund interest received in 
2019 from Birmingham City Council (BCC) relating to earlier years, and instead, 
account for this interest in full in 2018/19 or 2019/20 financial accounts. 

3. Agree an accounting policy for the Mezzanine Fund interest whereby it is 
accounted for on a receipts basis rather than on an accruals basis, given that 
much of the loan interest is receivable once the final loan principal is repaid which 
could be months or years in the future, and there is always a risk that the 
organisation may be unable to pay the interest when the time comes. 

4. Make no adjustment to the historic statutory accounts (years ended 31 May 2013, 
2014, 2015, 2016, 2017, 2018) for the treatment of the Mezzanine Fund loans 
outstanding as Cash rather than Debtors, as the amounts are not material to the 
value of the Balance Sheets in those years; any outstanding Mezzanine Fund 
loans will be treated as Debtors in the 2018/19 financial accounts onwards. 

5. Make no provision for impairment of the Mezzanine Fund loans in the historic 
statutory accounts (years ended 31 May 2013, 2014, 2015, 2016, 2017, 2018) as 
the outstanding loans are recoverable in full based on the latest quarterly report 
as at 31 March 2019 from Finance Birmingham which manages the Fund. 

6. Make no adjustment to the 2017/18 statutory accounts for the error found in the 
2016/17 Income & Expenditure comparatives, which has the setting-up of the RIF 
in both Income and Expenditure, whereas the 2016/17 accounts treated this 
correctly as a simple balance sheet transfer.  

7. Note that if the above recommendations are accepted, then the only changes that 
will be made to the historic statutory accounts will be the inclusion of clarification 
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notes, and that no changes will be made to the 2017/18 accounts which have 
been filed at Companies House.  

8. Agree to receive the revised historic statutory accounts for approval by written 
procedure in late August 2019.  

Background 
9. The Board approved draft accounts for the financial years 2013/14 to 2017/18 at 

the March 2019 Board meeting. The 2017/18 accounts were then signed and filed 
with Companies House.  

10. In discussions with Directors about signing the other four previous years’ 
accounts, questions were raised about the treatment of certain items of income 
and expenditure and of the Mezzanine Fund loans. 
 

11. As reported at the June Board meeting, to aid the reader’s understanding of the 
accounts, the following clarification notes on the Balance Sheet have been 
prepared: 

 Cash & Cash Equivalents; and   
 Reserves.  

12. Examples of other LEPs’ accounts have also been considered. It was found that 
many different ways of presenting the accounts have been used, but that the New 
Anglia LEP’s accounts are an exemplar. The proposal is to follow the 
presentation format of the New Anglia LEP accounts.  
 

13. It is therefore now proposed to also develop the following for the earlier years’ 
accounts which can be added as further clarification: 

 Statement of Comprehensive Income – separate columns for Designated 
Project Funding Income &Expenditure (I&E), Operational Activity I&E, 
Total I&E;  

 Statement of Cash Flows – not previously included; and   
 Balance sheet note – description of the ‘commitment’ to put up to £10m 

from the GPF into a Mezzanine Fund managed by Finance Birmingham; 
 Balance sheet note – description of the Revolving Investment Fund being 

a transfer of monies received from the Local Growth Fund, to be used to 
give loans and grants to local businesses for their development; 

 Balance sheet note – description of the Midlands Engine Investment 
Fund, and why it is not included in the Income & Expenditure or in the 
Balance Sheet of GBSLEP (it is funded from the European Structural 
Investment Funds (ESIF) which is held by the Ministry of Housing and 
Local Government (MHCLG) so is accounted for by them).  

14. Revised accounts including this additional information will be brought back to the 
Board for approval once the changes have been audited and agreed by Dains, 
the auditors, likely towards the end of August 2019. It must be noted that none of 
these changes will impact on the figures included in the I&E account or in the 
Balance Sheet, rather just explain them in greater detail.  
 

15. Through this further interrogation of the accounts, three issues have come to 
light: 
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 Interest generated from the Local Growth Fund (RIF element), GPF and 
the Mezz Fund had not been transferred by BCC into the LEP’s accounts 
by the time the accounts were produced; and  

 The loans made from the Mezzanine Fund have not, to date, been 
accounted for by BCC in the LEP’s accounts   

 The 2016/17 Income & Expenditure comparatives in the 2017/18 accounts 
include the setting-up of the RIF in both Income and Expenditure in error, 
whereas the 2016/17 accounts treated this correctly as a simple balance 
sheet transfer.  

16. All of the above matters have been discussed with Dains, the auditors, to 
understand the options for their treatment and to agree the preferred option for 
each which is acceptable to Dains, subject to the Board’s agreement. Dains has 
confirmed in writing that the options presented in this report are their preferred 
ones.  

Key Issues 
Additional Interest Received 

17. The following additional interest earned on GBSLEP capital balances held by BCC 
from 2016 up to 31 March 2019 has been identified as being in BCC’s accounts 
and has now been transferred by BCC into the LEP’s accounts in June and July: 

 GPF loan interest  £367,525 

 GPF interest   £43,931 

 Mezz Fund Loan interest £538,633 

 LGF/RIF interest  £231,009 

 Total    £1,181,098 

18. The amounts relating to 2017/18 and prior years included in the figures above are 
as follows: 

 2015/16   £38,820 

 2016/17   £117,120 

 2017/18   £301,519 

 Total    £457,459 

19. As this interest was received by BCC in earlier years, the interest should be 
accounted for by GBSLEP in the relevant years’ accounts.  However, Dains the 
auditors has advised that given the relatively small size of these adjustments 
compared with the size of the figures already in the Income & Expenditure account 
for each year (2015/16 £54m Income; 2016/17 £31m Income; £2017/18 £35m 
Income) they consider them to be immaterial for audit purposes and would not 
require the adjustments to be made unless the GBSLEP wanted to make them. 
The LEP Executive’s view is that the benefit of including this interest in the correct 
years’ accounts is outweighed by the time and costs of making all the adjustments 
in each years’ accounts and having to submit revised accounts to Companies 
House for 2017/18. 
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20. It is therefore proposed that no changes are made to the historic accounts but that 
all of this interest income is brought into the accounts for 2018/19 or in 2019/20 
when the interest was transferred by BCC into the LEP’s accounts. The year in 
which it is accounted for will need to be discussed and agreed with the auditors of 
the 2018/19 accounts once they are appointed by the new Audit & Risk Committee 
in due course. 

21. Going forward, the LEP needs to have an accounting policy for how it will treat 
Mezzanine Fund loan interest. The LEP Executive’s view is that the Mezzanine 
Fund interest should be accounted for on a receipts basis rather than on an 
accruals basis, given that much of the loan interest is receivable once the final 
loan principal is repaid which could be months or years in the future, and there is 
always a risk that the organisation may be unable to pay the interest when the 
time comes. 

Mezzanine Fund Accounting Treatment 

11. On investigation, it was found that of the seven loans made by the Mezzanine 
Loan Fund since its inception in 2016, which is managed by Finance Birmingham, 
only two of them had been recorded by BCC in the accounts of GBSLEP as 
Debtors in the 2016/17 and 2017/18 accounts. 

12. The other five loans were recorded by BCC within the Mezzanine accounts.  

13. As noted above, all of the interest on all of these seven loans was held by BCC 
and had not been transferred by BCC into the LEP’s accounts by the time the 
accounts were put together. 

14. As these loans were made by Finance Birmingham in earlier years, the loans 
outstanding at the end of each year should be accounted for by GBSLEP in the 
relevant years’ accounts and appear as Debtors in the Balance Sheet, whereas 
they are currently included as Cash.   

15. However, Dains the auditors has advised that given the relatively small size of 
these adjustments compared with the size of the figures already in the Balance 
Sheet for each year (2015/16 £71m Net Assets; 2016/17 £86m Net Assets; 
£2017/18 £80m Net Assets) they consider them to be immaterial for audit purposes 
and would not require the adjustments to be made unless the LEP wanted to make 
them. The LEP Executive’s view is that the benefit of including these loans as 
Debtors rather than Cash in the correct years’ accounts is outweighed by the time 
and costs of making all the adjustments in each years’ accounts and having to 
submit revised accounts to Companies House for 2017/18. 

16. It is therefore proposed that no changes are made to the historic accounts but 
that the GBSLEP will treat any outstanding Mezzanine Fund loans as Debtors in 
the 2018/19 financial accounts onwards. 

17. There is a requirement for the LEP to consider the recoverability of these 
Mezzanine Fund loans each year and to include a provision for impairment if 
there is a risk that they are not fully recoverable. The latest quarterly report as at 
31 March 2019 from Finance Birmingham which manages the Fund, reports that 
the outstanding loans are recoverable in full. The LEP Executive’s view is that no 
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provision for impairment needs to be made against the Mezzanine Fund loan 
balances in the historic statutory accounts. 

Revolving Investment Fund Accounting Treatment 

18. The RIF was established in 2017 with £34m unspent LGF funds drawn down that 
year, as agreed with BCC and the Department for Business, Energy and 
Industrial Strategy (BEIS), to provide a fund for SMEs in the area to apply for 
development loans or possibly grants. A further £3.0m was put into the RIF in 
2018. 

19. It was agreed between GBSLEP, BCC and Dains that these transfers between 
LGF and the RIF were simply a balance sheet transfer from one grant fund into 
another new loan/grant fund and that there should be no Income & Expenditure 
impact of the transfer. This was correctly reflected in the draft 2016/17 statutory 
accounts. 

20. On reviewing the draft accounts again for the Mezzanine Fund treatment, it was 
noticed that the setting-up of the RIF had been incorrectly reflected in the 2016/17 
comparatives in the Income & Expenditure in the 2017/18 accounts – the £34m 
transfer had been added to Income and to Expenditure. 

21. When pointed out to Dains, they agreed that it was an error on their behalf. Given 
that the actual figures for 2017/18 were correct, and that the Operating Surplus 
for 2016/17 was not affected by the error, Dains advised that they would not 
require the correction to be made to the 2017/18 accounts.   

22. It is therefore proposed that no changes are made to the 2017/18 accounts for 
this error. 

Conclusions 
23. Since the production of five sets of accounts in March 2019, further interrogation of 

the figures has resulted in the identification of £1.2m of interest that has not been 
accounted for. This additional funding will be significant in terms of supporting the 
GBSLEP’s growth programme and operations going forward. It has though raised 
the question of whether any adjustments need to be made to the historic statutory 
accounts (years ended 31 May 2013, 2014, 2015, 2016, 2017, 2018) in relation to 
interest receivable, to the treatment of Mezzanine Fund loans, and to the 2017/18 
accounts for the error in the treatment of the setting-up of the RIF in the 2016/17 
comparatives.  

24. Dains the auditors consider all of these adjustments to be immaterial to each years’ 
accounts and would not require these changes to be made unless the LEP wants 
to. This has been confirmed in writing.  

25. The LEP Executive considers that the benefits of making these adjustments are 
outweighed by the time and costs of making all the adjustments in each years’ 
accounts and having to submit revised accounts to Companies House for 2017/18. 
Therefore, it is recommended that no adjustments are made to the historic accounts 
for the interest, the Mezzanine Fund loan balances and the RIF. If agreed, this 
would mean that no figures are changed within the accounts for the last five years, 
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and that only clarification notes are inserted into the historic accounts to aid the 
readers understanding of them.  

26. Going forward, the appointment of the Chief Operating Officer will mean that the 
Executive has a dedicated individual with the appropriate levels of expertise and 
experience to lead the finance function. The establishment of the Audit and Risk 
Committee will also ensure greater oversight in the future. Both changes should 
result in much higher standards of accuracy and transparency and give the Board 
greater confidence about financial reporting.  

 
  

Prepared by:   Katie Trout 
LEP Director 

 
Contact:  katie.trout@birmingham.gov.uk / 07825 318250 

 
Date Created:  02 August 2019 


