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BUSIMNESS INVESTMENT GRANTS

INTRODUCTION

INSTRUCTIONS

Grant Thorpton UK. LLP have bccrt mstructed by Wizral Borough Conacll (WBC} to undcrtzLe
the work set out in WBC's request for a quotation, dated 5 Ociober 2012 (the REQ). The RFQ

refers to 2 contract issued by WBC for the:

“provision of assessment and advice services in relation to the
- award of Business Investment Grants {BIG} and the Council’s

Intensive Start Up Service (ISUS)".

.In reviewing BIG aad ISUS we have established that while these were both associated with 2

suB—contractor cafled Enterprise Solutions (INW) Ltd (Enterprise Solutions), WBC had sepatate
contracts with Enterprise Solations in relation to the BIG and ISUS programomes. This teport

does not address the ISUS programme as that is the subject of a separate report submitted to

WBC.
The REQ explained that

"A number of allegations were made in respect of both schemes and
continuing allegations and additional supporting information

confinue fo be provided up to the present.”

‘The RFQ c:xplajned that investigations had been commenced by two former WRC employees

"and that WBC had been scckmg to appoint 2 finm of accountants to complctc the 1nvesogation,

In our response to the REQ, we recommended that the successful apphcaﬂt should meet with
the people who had made the allegations before reviewing documents collated as part of WBC's
investigadon. | ‘ '

Having met with two former employees of Enterprise Solutions and an-applicant té an unvetated
busiﬁéss start-up programme, we produced an enquiry log which we sent to the people we had
met, for their Arevivcw. That part of the enquiry log which is asséciatcd with BiG s attached 25
Appendix 1. The remaining parts of the log are attached to a separate report éf todafs_ date and

are not referred to in this report.

If further information is produced and brought to our a2ttention after service of this report, we

reserve the right to revise our opinfons as appropriate.,

@ Grant Thornton UK LLP. All rigits reserved. _ Report of Grant Thornton UK LLP
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This work does not constitnte an audit performed in accordance with Anditing Standards,

Except to the extent set out in this report, we have relied upon the documents and information
provided to us as being accurate 2nd genuine. To the extent that any statements we have relied

upon are oot established as accurate, it may be necessary to review our conchisions.

No responsibility is accepted to anyone other than WBC,

This report has been finalised on the basis that WBC adwised, oz 1 May 2014, that no action will
be taken by police in relation to this case. No further work bas been performed since this report
was issued in draft form on 5 June 2013, and our recosamendations contained in our draft report

of that date regarding reporting matters to the police and other authorities zre contained in

Section 7 of this report.

'RESTRICTION ON CIRCULATION

This report is coofidential and should not be used, reproduced or circulated for any other
purpose, in whole or in patt, without our prior written consent. Such consent will only be given

after full consideration of all the crcutpstances at the fime.

- It should also be noted that this report addresses matters which may be associated with fllegat or

dishonest activity. In doing so, we have referred to doubts we have concerning the integrity of
one of the BIG applicants and/or his external advisors. We have not identified concerns
regarding the inteprity or honesty of any WBC employees. - We also note that WBC has not

restricted our access to WBC and/or Invest Wirral employees.

However, this report is likely to be exempt in whole or in part from disclosuze under the

Freedom of Information Act, attracting an exemption vader section 30, Careful consideration

should, therefore, be given before responding to a request for access to dns report under the

Freedom of Informarion Act. This is particudarly relevant to the comments included in parcts of

Section 2 and throughout Section 6,

DISCLOSURES OF INTEREST
Since accepting this instruction, Grant Thoraton UK LLP has become the external auditor to
WBC. This report and the undeslying review has been undertai;cn.by members of our Forensic

and Investigation Services team who are not involved in that audit work.

© Grant-Thc:micn U LLP, Al rights resarvad. Report of Grant Thornton UK LLP
dated 2 May 2014
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FORMS OF REPORT
For your copvenience, this report may have been made available ta recipients ia electronic as
well as hard copy format. .Multiplc copies and versions of this report may therefore exist in
different media and in the case of any discrepancy the final signed hard copy should be regarded
zs definitive. 7 ‘ ‘

LIMITING FACTOR - ACCESS TO ENTERPRISE SOLUTIONS |

We have attached a copy of an unsigned "service level agreement f;)r the provsion of specialist
business support between Invest Wirral and Wirral Biz" (the SLA), 25 Document 1. We
understa;nd that Hoterprise Solutions were commonly known as "Wirral Biz" and also
understand that the SLA was never signeci, We understand that Enterprise Solutions does not

recogaise the SLA.

In the absence of better information, we have relied on it as 2 final and contractually binding

document.

Document 1 describes the services which Enterprise Solutions/Wirral Biz were due to provide
under the BIG programsme. They include advice a0d assistance concerning the preparation of

business plans and "Wirral Council Grant Applications". The SLA explained that:

"Wirral Biz will work alongside referred businesses offering
support under one of the headings listed above [such as support
with business plans and WBC grant applications) for a maximum

three days per company (£300 per day)."

The SLA ddes not specifically refer to audit rights and ‘access to records, but WBC wrote o
Enterprise Solutions on 26 November 2012 asking that we be given access to the accounts and

records associated with the SLA.
Enterpose Sé)lutions wrote to us ont 13 December 2012 and stated:

"this company has nothing fo hide in relation to its involvement in
any of the above programmes [onc of which wa.s the BIG
. programme] on which it prévided services. We are th-er‘efore
prepared 1o grant access on the basis reguested, on fhe
understanding that your costs of the exercise are to be borne by the

Council.”

© Grant Thornion UK LLP. Alt rights roserved. . Report of Grand Thornion UK LLP
Strictly private and confidential, dated 2 iMay 2014
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Contrary to the commitments made by Eﬁtexpﬁsé Solutions,.we have not been given access to
documentation retained by the company concemin.g the services it provided under the BIG
programme-and have, therefore, been unable to discuss these with Enterprise Soletons. This
bas limited the depth of our findings as we cannot comment on the way in which Enterprise
Solutions' own records might help to ex_plain‘ the propramme and the way in which the
documéntation submitted by applicants evolved. This is of paraicular relevance to an application

from M. Eingineering, as discussed in Section 6.

“This is also important as ordinarily (possibly with exception of Section §), we would have

discussed our findings in draft form with Enterprise Solutions before preparing this report.
Eaterprise Solutions' unwillingness to cooperate with us has meant that we have been unable to

4o so.

HINDSIGHT .

It rﬁjght be said that the best way to assess the applications described in this report would be
with reference to hindsight, for example, is the applicant stll trading etc. Howevér, hindsight
would not have been available to the BIG Applicants, or WBC staff and we have not, therefore,
applied hindsight or reviewed the trading history of applicants after their BIG had been
provided. ' - '

© Grant Thernion UK LLP. Al rights reserved. Report of Grant Thbmton UK LLP
Sirictly privaie and confideniial. . dated 2 May 2014
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EXECUTIVE SUMMARY

We have reviewed sm BIG Applications in response to the allegations set out in the enquiry log
attached 25 Appendix 1. These applications were brought to our attention and we do a0t know
2) whether they are representative of the wider population of BIG Applications or b) whether
the anomalies we have identified might also apply to the wider population.

There are anomalies within each of the BIG Applications we have reviewed as summerised from

paragraph 2.32,

In lagge part, the anomalies may have arsea because of ambiguities and inconsistencies in the
documentation given both to WBC's cabinet and 2 panel of people who were asked to review

BIG Applications (the BIG Panel). Itis also because the majéﬁty of the BIG Applicativas we

" have reviewed relied on 2 cashflow forecasting model which had been supplied by Enterprise

Solutions! which also confained anomalies.

It is important to note that, as we understand it, BIG Applications were subject to review which
sometimes resulted in amended applications being submitted. Tt is imporiant o note, therefore,
that had the anomalies been identified before the comesponding BIG had been approved, they

oight have been resolved and the revised af;p]ication mdght have succeeded.

The anomalies discussed in this report would not, in isolation?, have been sufficient to conclude
that an applicant would necessatily have been prechuded from a BIG, but they might have

resulted in the subrnission of improved financial information which might have enabled WBC to

make 2 better informed decision.

AMBIGUITIES AND INCONSISTENCIES

SOLVENCY

Dotument 2 sets out a range of criteria which BIG applicants needed to fuifil in order for their

ﬁpplication to succeed. This included the requirement that applicants needed to be "solvent".

" This termn does not appear to have been defined elsewhere and is 2 very broad temmn which is

capzble of interpretation in more then one way.

! or, more parricularly, 2 sub-contractor working on bebalf of Enterprise Solutions

2 with the

© Grant Thornion UK LLP, All rights resarved. Report of Grant Thornton UK LLP
Strictly private and confidential. daiad 2 May 2014
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For the purpose of this report, we have considered solvency within the context of the Insolvency

Act. This refers to two tests:

¢ halance sheet -insoivency; and

s cashflow insolvency, associated with the insbility to pay debts as they fall due.

Both of these tests, in particalar whether a comp%my is able to pay irs debts as they fall due,

involve an element of judgement, particularly whether the 2ssessment involves coasideration of

whether such 2 situation might arise at a future point.

We have spoken to the WBC atﬁgiloyee who was responsible for drafting the BIG criteria and he

has advised that he fails to see how Grant Thoraton can decide if any of the applicants were

" insolvent, particularly given (in his view) that all were trading at least two years further on.

Further, be has advised that should 2 question regarding solveacy arise by looking at accouats or
forecasts, then the BIG Panel would need to be assured that there was no other funding

available to stop insolvency, and that 'it is not as straightforwazd as making a paper based

determination’.

As aoted at paragraph 1.23, hindsight would not have been available to the BIG Applicants, or
WBC and we have not, therefore, applied hindsight or reviewed the trading history of applicants
afier their BIG had been provided.

We have reviewed the accorm.ts& and forecasts of a selection of BIG applicants as identified to us
during the meeting described at paragf‘aph 1.5, and our findings ace discuss.cd in Secoon 4. Our
review has identified a number of questions regarding the solvency of the applicants, and we
have been unable to fiad any docmﬁentzuy evidence of these being rajsed during the appraisal

process or discussed by-the BIG Panel

As part of the BIG application process, appticadts submitted 2 range of historic financial

. information 2s well as forecasts, including 2 one year cashflow forecast. The historic financial

information submitted by applicants tended not to have been in a format consistent with the

forecasts. ‘This makes it relatively difficult to compare historic and forecast inforration. We

- would have recommended that a?plicants be required to submit histodc aad forecast

mnformation 1n 2 consistent format.

© Grani Tl.mmtcﬂ UK LLP. Al rights reserved. Re;.:’ori of Grant Thornfon UK LLP
Stricily private and coniitiential. . dated 2 May 2014 -
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2.13  Notwithstanding this featuse, the forecasts could have been subject to sensitivity analysis taking
. account of z series of assumptons which wese more ot less prudent than those used by the
applicants. This is 2 commonly used approach to appraise poteatial imvestmests, especially
‘COﬂCéJ.'Djﬂg businesses Whoscl financial circumstances are ajxcady weak and the likc]ihooa of 2

project's success is in doubt. Such a process did aot take place.

Model provided by Enterprise Solutions

214 Al but one of the BIG Applications we have reviewed have used 2 version of 2 foﬁecasting

meodel supplied by Enterprise Solutions.

215 The first tab of the model pertaining to

stated:

“This' Excel Workbook is intended to help you compile a realistic
Financial Forecast for your proposed business start-up [owr

emphasis].”

2.16 Companies House recozci_s show that this company was incorpdrated in December 2008. The

BIG Application discussed ia this report was made in September 2010 and followed from an
should not, therefore, have

earfier and successful grant provided by WBC tc

‘been treated as 2 "proposed” business start-up and should have been asked to use a more

appropriate model.

217 In speaking to the directors o &€EFE=S0, they have told us that they initially submitted a forecast
using the same épproach which they had adopted when making their earlier successful

application, but were asked. to re-submit the forecast using the Enterprise Solutions model.

2.18  PFurthermore, the underlying assumptions within the forecasting model used by many of the BIG
Applicants were inherently optimistic as it assamed that the applicant would incur none of the

following which would have resulted in reduced profits and cashflow:

¢ no bad debts;

¢ no stock loss /wastage.

" © Grant Thomton UK LLP. All rights reserved. ‘ Repart of Grant Thornion UK LLP
Stricily privaie and cnnf_idential. dated 2 May 2014
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2.19  Furthermmore, the model appears to have assumed that creditors wqu_ld either have been paid
during the month in which 2 sale took place or one moath in arrears. This would not necessarily

have apphied to businesses which:

®  had a lead timme of more than one month 10 convert stock iato sales, ie the forecasts linked
creditor payments with sales, rather than with the purchase of goods and services; or
° new or ficancially distressed businesses which might have been expected to pay in advance

for goods and services.

220 In addition, without manual amendment, the model took no account of the impact that existing

Habilities (such as VAT creditors) might have had on future cashflow and the corresponding
applicant's ability to pay its debrts as they fell due. '

2.21 The model supplied by Eaterprise Solutions is discussed in more detail from paragraph 3.11 and
also throughout Section 4. ‘

THE LOCAL COMPETITION TEST
2.22 'The criteria which should have been used to consider BIG applicants, as submitted to WBC's

cahinet stated that the:

"preject must pass the "local competition test" in that their sales
are not primarily to a local market or be primarily af the expense

of local businesses.”

e

© Grant Tnornton UK LLP. All rights reserved. - Report of Grant Thornton UK LLP |
Strictly private and confidential. dated 2 May 2014
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The test required that sales were a0t prmarily to a local market. In order to help 2 panel of

2.23
people responsible for reviewing BIG Applications, WBC produced a flow chart which
summarised the "local competition test” as follows:. '
Is compauy astivity
nigue to Wirmal?
Isthe projectumique | No
to Wirral? N
: Mo .
Yz :
Is the majority of
their custom ouwtside
Wigral?

2.24

2.25

2.26

The extract here shows that the test would be passed if ‘the company or its projéct was naique to
the Wirral. * Although the flow chart made reference to the location in which sales had been
made, the Jocation of the sales was not a xe}evant.consideration if 2 conclusion had zlready beea
reached that either the "company's activity" or the "project" were unique to the Wirral 'E;he flow

chart does not reflect the wording per the criteriz submitted to WBC's cabinet.

As discussed below (from paragraph 2.55), | aas s application had been for funds té support

the creation of a business magaziae for businesses on the Wirral. We have been informed that

no other company produced 2 business magazine specifically for businesses on the Wirral. Thus,
it might be said that @EE===% project was "unique” and according to the flow chart, satisfied
"the rule”. However, the flowchart did not go on to ask where the sales were pritnarily to be

made, one of the criteria set before WBC's cabinet.

We have spoken to the WBC employee who was responsible for drafting both the BIG criteria
@ —===pplication did not fail the

and the flowchatt discussed above. He has advised that
local competition test as it was unique to Wirral We note that this is on the basis of the flow

chart discussed at pﬁragraph 2.23, which does not reflect the wording of the critenia submitted to

WBC's cabinet 2s discussed at paragraph -2.2?.

Report of Grant Thornton UK LLP
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THE DECISION MAKING PROCESS
Thc flowchart attached 2s Document 4 indicates that the panel set up to consider BIGs .couid

either;

¢ "reject an application"; or

. "apree with the positive recommendation of the Appraiser and confirm award of the grant”,

I our view, BIG applications subimitted by

anomaiies, These apparent anomalies were not expla'med to’ the cotresponding BIG Panels, as

summatised from patagraph 2.32.

The BIG Panel was made up of 2 combigation of ﬁsople ernployed by WBC and Invest Wirral,
and from thicd party organisations. With reference to the BIG applications we have reviéwed,
only one "third party” panellist sat on all of the applications listed within paragraph 2.28. Having
discussed so;:ne of the anormalies with that paﬁe]]isﬁ we understand that had he becn made zware
of the anomajies we discussed with him, he would not have supported the corresponding

application withour additional information or before the apparent anomalies had been resolved.

It is uncertain what impact this might have had on the applications. This is because, although we
have seea minutes of BIG Panel meetiﬁgs which reflect practice, we have seen no guidance
documentation setting out whether the BIG Panel's decisions were to be taken on 2 mzijo::ity

basis or ont the basis of a unanimous decision.

With reference to “pracl:rjce", BIG Panel meetiag notes dated 21 April 2011 indicate rjlat on one
occasion {not associated with the applications listed at paragraph 2.28) an app]jcatioﬁ had .
succeeded even though one of the BIG panellists had feit that the application should have been
rejected. On at least one occasion, therefore, 2 BIG Application succeeded despite one panellist

taking the view that the application should have been rejected. However, this was not reflected

in written terms of reference.

INDIVIDUAL APPLICATIONS SUBJECT TO REVEEW

We have summanscd some of the key points arising from our review hele

We have discussed  emem e I e ' more detail from
paragraph 4.10. 7
© G}ant Thoraion DK LLP. &ll righis resarved. . Report of Grant Therntan UK I;LP
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BUSINESS INVESTMENT GRANTS 11

~ Growih forecasts
2.34

¢ did not submit 2 monthly 2nalysis of its historic mrnover and # is not

possible to say whether it demonstrated high levels of growth in turnover immediately before its

BIG Application.

T 235 Although the BIG panel -was informed that 2 large increase in future turnover had been’
a.utlcxpated the impact that a failure to have ackucved this level of gmwth on s

solvency, -and in particular, its zbility to pay its dcbts as they fell due, was not reported to the

BIG Panel

_ anticipated a closing bank balance
-f.g had 2n overdraft baiance of only

- 2.36  The cashfiow forecast submitte& by

=== Thus, even on its own bases, Lockwood Engineering had very little headroom should its
forecasts have proved naccurate of ove:xbpﬁ.tnistic. It might also have been the case that the

overdraft limit woudd have been exceeded dt_u:ing October 2010, ie before the end of the month.

Clth(‘:l expand its overdraft or find alternative sources of finance. However, as Document 2

explined, in order to make 2 successful application under the BIG programme:

"Businesses should be able to demonstrate that they have exhausted

all other conventional sources of funding available to them".

should have beea expectcd to pay

- 238 It scems doubtﬁlL thereforcg whethe &S 2
its debts as thcy fell due if it failed o fulfii its foxecast gw:owth N NENOVEr

Existing liabilities
2.39 Based on thc most up to date balance sheet submitted by

. levels of unpeid tax liabilites. These wese not reflected -within ° =

cashflow fozecast._ However, the payment of these c_usn_ng liabitities Wouid have fusther

;eopaldised _
not r{:ported to the BIG Panel

> more detail from paragraph 4.30.

Report of Grant Thornton UK LLP
dated 2 May 2014
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Growih forecasts

- cashflow forecast was based on assumptiops that it would enjoy huge increases n .

turnover and pxoﬁtabﬂjty. The impact that a failure to achieve these assumptions might have

ability to pay its' debts 25 they fell due was not reported to the BIG Panel

2.42  Sensitivity znalysis we have produced involving more prudent assumptions concerning only

profitability suggest tha GEEERESES night have been expected to excecd its overdzaft facility

within z year of the BIG Application.

Unlawful dividends .
., it would appear that it

2.43 DBased on the historic financial information subrmitted bs
had paid unlzwful dividends prior to its BIG Application. This is important because it implies
that Cass Coaches had preferred the interests of shareholders over creditors and this should,

from a solvency perspective, have been of concern. This feature was not reported to the BIG

Panel.

=T

=21 more detail from paragraph 4.64.

2.44  We have discussed (

Fundamental error in ec==—==
2.45 &> = submitted accounts for the year ended 31 May 2009 and for the five months ended

- 31 October 2009. The opening position in E8Zg capital account in accoumts for the five
months ended 31 October 2069 {fe 1 June 2009) should have matched the closing positon in the
capital account of the accounts $or the year eadéd 31 May 2009. It dido't. This fundamental

error was not reported to the BIG Panel.

4

Growth forecasis _
2,46 @ appeats to have had an overdraft facﬂity %ﬂé On its own basis, EE2was forecast to
exceed this facility withio a year of the BIG Apphcatton. This feature was not reported to the

BIG Panel

2.47 s accounts repoxted that it had achieved uraover of ‘ e
=g the twelve months after #s BIG

anticipated that it would achieve sales of

Application. It also seems to have been associated with, or indirectly related to, a recent history

of bad debt &FFaiso anticipated a growth in gross profit margins from 3% to 27%.

248 The impact that 2 faikire to achieve these forecasts might have had oxgzes s ability to pey its
debts as they fell due was not reported to the BIG Panel 7

Report of Grant Thornton UK LLP

© Grant Thorntan UK LLP, All rights reserved.
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A in more detatt from

paragraph 4.79.

Growth forecasts

The historic financial inforrmation submitted by _ showed that its turnover

and profitability had. been declining significantly pror to its BIG Apphcation, Nonetheless, its
cashfiow forecast was based on aésumptions that it would immediately retura to profitability,
and record tuenover o &P 1 compased with turnover of &5 m in the 11 months before the
BIG Application. ‘

The impact that a failure to achieve these forecasts might have had on

ability to pay its debts as they fell due was not reported to the BIG Panel

Existing iiabilities

Although Eazss

g estimated that it would recoup ail

In a broadly similar way, although :
outstanding trade debts within two months, it assumed that it could pay its outstanding trade

creditors over 2 five month period.

This is significant because @ ag appears to have exceeded its existing overdraft

facility prior to making its BIG Apphcauor_a and the bank had refused to increase the fac}hty
: 1t1c1patcd exceeding - the facility within three

Even on its own basis, &=
months of the BIG Apphcaﬁon The extegt to which 1t zmght have exceeded this facility would
only have grown had its assumptions proved over-optimistic and the need to pay:the

"dividends /taxation" taken place shortly after the application. These features were not reported

to the BIG Panel.

== had recewcd a grant from WBC be.fore the apphcanon which we have J.é‘?lC‘WCd and is

chscussed in more detail in Section 5.

@ Grant Thornton UK LLP. All rights reserved, ) Report of Grant Thornton UK LLP
Stricily private and confidential, . ~ dated 2 May 2014
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BUSINESS INVESTMENT GRANTS i4

2.56 This s€tond application involved a request for finance to set up 2 free at the point of receipt
magzzine for businesses on the Wirral. Based upon the contents of its application, it might have

been rezsonably foreseen that the adveriising and other revenues it was hkeiy to accrue would

G 5 dncctoxs WhO have

havc primztily come from locai sOurces., wwe hzve spoLen to
confirmed that this had been their cxpcctauon.

2.57 As a consequence &= o directors had been surprised when WBC staff suggested they apply
for 2 BIG. The application succeeded despﬁc the criteria which underpinned BIG which stated
that ' .
“project must pass the "local competition test” in that their sales

are not primarily to a local market”.

2.58  As exphliined £r<_:m1. paragraph 222, the application seems to have sncceeded because

documentation provided to the BIG Panel was not consistent with the criteria Péesanted to

WBC's cabinet.

2.59 We have discussed sy ) more detail in Section 6.

260 It would seem that “EE_:““"““‘——:"EZ s provided WBC with two BIG Apphcatlons end appear '

to have provided two sets of accounts in suppcut of those applications:

o year ended 30 November 2009; and
& year eaded 31 March 2010.

2.61  The two sets of accounts are almost identical, for example, referning to exactly the satne levels of

turnover and set profit,

2.62 We also note that both sets of accounts include 2 gmem—nrant which anpears to have heen
Gommt™ Pp .
“provided by WBC in or around December 2008. If that is correct, the £500 grant should not

have heen included in the accounts for the year ended 31 March 2010 as it was provided zround

" four months before the period begaa.

© Grant Thormton UK LLP. All rights reserved. - ' Report of Grant Thornton UK LLP
Strictly private and confidential. dated 2 8ay 2014
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1 the similarities in

We discussed the two sets of accouats with

X
o
LWA)

ther. $ESZS b told us that, in his view:

e g . 3
"it's obviously a mistake’”,

2.64  In making his BIG Application, = stated that

"I confirm that, to the best of my Inowledge, the information above

is correct and given in good faith.”

3 statement had been appropriste and whether he

2.65 It is unclear, therefore, whether

‘ made his applicaﬁoc; mn good faith,

RECOMMENDATIONS
2.66 We have made recommendations in Section 7 of this report. These in&ude recommendations

that WBC considers whether it:

~® can, or should, dlaw back the BIG piven to

& shoild refer lpph'catioﬁ to the Police.

== splication to the Police, it

2.67 It should be noted that, if WBC decide to refer thi
showdd delay any efforts to claw back the grant until the Police have given the matter dne

consideration,

3 Having met Mr Lamb, we puiled together notes of our meeting and asked him o review these for
accuracy 2nd completeness. We have not yet received a response and so these comments mey be subject

to change.

" © Grant Thornton UK LLP. Alf rights ressrved. ' Repm;i of Grant Thornion UK LELP
Strictly private and confidenifal. ’ dated 2 #ay 2014
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BUSINESS INVESTMENT GRANTS - BACKGROUND

Document 2, "Invest Wirral, BIG Support" described BIGs and was attached to a report

- prepared by WBC's Director of Corporate Services, titled "Business Support — Response to the

Cuwrent Ecopomic Climate", dated 19 March 2009  Among other things, Document 2

described the criteria businesses neaded to fulfil in order to receive a BIGS, as well 25 describing

the "applicaton process"s,

Tt has been alleged that BIGs have been paid. to four businesses which did not qualify for

financial support becanse they were insolvent, as listed here:

It has also been pointed out that the. former Enterprise Solutions staff who have made these
allegations did not have access to the full suite of BIG Applications which were processed with
the support of Enterprise Solutions on behalf of WBC. It has been suggested, therefore, that the
alleged failings concerning the applications addressed in this report may appiy to other BIG
Applications. ~ .

We have disg:ussed the criteria concerning solvency from paragraph 3.41 and discussed whether

the claimants listed above fulfilled the solvency ctitetia in Section 4.

Tt has also been alleped that 2 BIG should not have been paid to e wecansée the claimant

~ did not require financial support in order to complete the project for which it had applied for a

BIG. We have discussed the corresponding criteria from paragraph 3.56.

Before descobing these critera, we have discussed the decision making Précess concerning BIGs

from paragraph 3.8, ' ~

+attached 2s Document 3

% first and second pages of Document 2

¢ final page of Document 2

@ Grant Thoraton UK LLP. Al rights reserved. ’ Repert of Grant Thornton i}k LLP
Strictly private and confidential, : dated 2 May 2014
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It has also been alleged that an application submitted by _ and associated

documents prowdcd 1n support of 2 BIG Application were mamptﬁatcci by staff/sub-contractors

of Entmpnsc Solutions in order to dccmve WBC. We have d_lscusscd :

detail in Section 6.

DECISION MAKING PROCESS
Docament 2 described the "appiication process® which BIG Applicants and WBC needed to

follow. However, the information included 1n this document was brief and contained sipnificant

gaps, as discussed below in this section of our report.

We understand that the decision making pfocess. used to consider app]icaﬁts for BIG was

- swmmerised on the flowchart attacked as Document 4. Sotne of the key poix;ts are summmnarised

hege:

¢ DBusinesses prepared a detailed application for BIG (the BIG Application) attack'u‘ng a trading
forecast and a cashflow forecast, part of the "Financial Information" described in more detail

at pz.régmph 3.11, often with the support of Enterprise Solutions.

¢ The BIG Application and Financial Information was passed to WBC's Chief Accountant o
_enable the Chief Accountant to review the Financial Information. The Chief Accountant
provided Invest Wirral with 2 memorandum with his comments on the application and

Financial Information.

e The BIG Application and Financial Information was appraised by WBC staff, resulting in
the preparation of 2 BIG Appratsal form, taking écco&mt of the Chief Accountant's

memorandum.

® A written appsaisal concerning the BIG Application was prepared by WBC staff (the BIG
Application) and circulated to 4 panel (the BIG Panel) prior to a meeting.

@ The BIG Panel agrcedrwith the recommendation reflected in the appraisal giver to the panel
members or declined the BIG App}ica{ioz} and this was recorded jo minutes of the BIG

Panel's meeting,

o I the event that the BIG Panel agreed with the recommendation made in the appraisal, 2
report and offer letter were prepared for 2 senior WBC officer and Cabinet/Cabinet

member.

Repori of Grant Tharnton UK LLP
dated 2 May 2014
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3.10 We have discussed the financial information provided by BIG applicants and the BIG Panel

311

from paragraphs 3.11 and 3.32, respectively.

.,}

FINANCIAL INFORMATION SUPPLIED BY BIG APPLICANTS

BIG Applications required the applicant to provide the following Finaacial Information:

¢ Twelve month profit 2nd loss forecast broken down monthly, and monthly casﬁ flow :

projectons from the "cuzrent” month through to the first twelve moaths of the project.

o Audited accounts for the previous year and six months management accounts.

312 We have discussed thc: forecasts provided by BIG Applicants from paragraph 3.15 and the

accounts submitted by BIG Applicants from paragraph 3.29.

3.13 A representative of the BIG applicant was asked to sign the BIG Application to state that "the

information in this Application is corvect and given in good fairh". Whilst 2 legal matrer, we assume that

the financial information required of BIG apphicants fell within the information which applicants

stated 2s being "correct” and "given in good faith".

3.14 Staff or sub-contractors at Ent;ipﬁse Solutions were not ;equired to sign the BIG Applications

or (as far 25 we can tel]) otherwise warrant or audit the contents of the BIG Applications.

Rather, the applications and the associated Financisl Information belonged to and was the

J:e—sponsibﬂity of the applicant.

"Forecasts

: 3 15 We have discussed the assumptions underpmmng the forecasts provided by BIG Applicants

from paragraph 3.16 and whether the pro- forma forecasts provided by Eaterpﬁse Soluuons wete

= appropoate for BIG Applicants from paragraph 3.26.

Assumptions underpinning the forecasts

3.16 Being forecasts, their confents were inherendy uncertain, and should have beea based on 4 series

of assumptions such as:

s forecast sales and levels of profitability;

¢ the number of days in which customers were eipectcd to-pay their debts to a BIG applicant

o the proportion'of bad debts which tmight be cxpéx:ienccd; :

¢  the expected number of days in which the BIG applicant would pay credirors.

G Grant Thorniton UK L3P, Al rights reserved. ' Report of Grent Thornfon UK LLP
Strictly private and confidenttal, : . _dated 2 fay 2014
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3.17  With the exception off the format of the Finandal Information provided by the five BIG

gppﬁca.tits listed at paragraphs 3.2 and 3.71 was the same, being hased on pro-forma spreadsheets

copyright and provided by Enterprise

which were subject to

Solutions.

3,18 The pro-fomma spreadsheets were maiﬂtaigéd wsing Microsoft Excel and included:

¢ 2 sales forecash
® an expenses forecast;
® 2 P&L forecast; and

¢ g cashflow forecast.

3.19 The BIG applicants listed above provided WBC with electronic copies of the forecasts in
Microsoft Excel In prineiple, this should have enabled WBC to pfovide sensitivity analyses i
the form of alternative forecasts for the BIG Panel which took account of more or less prudent

assumptions than had been reflected in the forecast’.

3.20 WBC did not provide the BIG Panel with alternative forecasts or other forms of seasitivity

analysis. This is significant because, as explained in Section 4, the forecasts we have reviewed

concerning EEETaeeme o

optimistic and often overlooked opening balances.

321 The number of days in which customers were expcctéd to pay their debts was shown on the pro-

forma sales forecast which undespinned the cashflow forecast. However, the forecasts appear to

have assumed that applicants would incur:

e 1o bad debts;

°  no stock loss/wastage.

3.22  The pro-forma forecasts and the model on which they depended were, therefore, inherently
optimistic. The BIG Appraisals we have reviewed did not alert the reader to the inherently .

optimistic nature of the forecasts which had been a2ppraised by WBC staff.

? subject to the comments at paragraph 3.24

© Grant Tharnton UK LLE, All rights reserved. ’ ) Report of Grant Thornion UK LLF
Strictly private and confidential. . dated 2 Mey 2014
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The forecasts did not specify when creditors would be paid. The spreadsheets appear to have
assumed that creditors would have been paid either during the month in which 2 sale took place

or one month in arrears. This would not necessarily have applied to businesses which:

@ had 2 lead time of more than one month to convert stock into sales, ie the forecasts linked
payments to creditors with szles, rather than with the purchase of goods and services; or
® new or financially distressed businesses which might have been expected to pay in advance

for goods and sexvices,

- Many of the' cells within the pro-forma forecasts (which were excel spréadsheets) were "locked"

and some of the undcdjriug assumptions could not be changed without a password. As far as we
can tell the 2ssumptions concerning the dates when creditors would be paid were locked and

could not be changed by BIG Applicaats or by WBC staff without the support of Enterprise

Solutions.

However, WBC miéht have asked BIG applicants to have either provided forecasts based on a .
range of assamptions or might have asked for the password used to “lock” the forecasts and
might have uadertaken its own sensitvity aﬂalysis. This is relevant because small changes in the
assumptions within the pro-forma forecasts could have had significant im}.)iications for a

business' solvency and, in particular, its ability to pay its debts as they fell due.

BIG Apphcants compared with business start-ups

In addition to the forecasts Histed at paragraph 3.18, two of the pro-forma fcuecasts we have

reviewed included gmdasce notes which stated that:

"This Excel Workbook is intended fo help you compile o realistic
Financial - Forecast for your pr aposed business start-up [Oﬂl’

emphas;s]

As shown by.the guotation, the pro-forma was intended for "proposed business start-ups”. The
BIG applicants we have reviewed had all started trading by the date of their application. As a

consequence, they had cxisu'ng assets and Habilities which showld bave been reflected in thesr

- cashflow forecasts {eg in the form of }_ECCEPES from uupaud sales, and payments to existing

" creditors), The guidance notes made no reference o cmsfmg assets and hablhues and how these

should havc been reflected in the cashflow forecasts.

Hepor‘ of Grant Thor nton UK LLP
dared 2 May 2014
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As discussed 1 Section 4, the opening position (i existing assets and kabilities) was not always
properly reflected n the cashflow forecasts which supported BIG Applications. The BIG Panel

does not appeat to have been made aware of this inherent weakness in the purpose behind the

cashflow forecasts on which BIG Apprasals were made.

Audited accounts and six months management accounts

As explained at paragraph 3.11, BIG applicants were required to providn;: andited accoﬁuts. In
reviewing five BIG Applicatic;ns for the applicants listed above, we have not seen audited
accounts for any of the BIG Applicadons. Instead, we. have seen unaudited accounts. The BIG

applicants were not legally obhaed o have their accounts audited owing to their size.

It might be said, therefore, that the applicitions we have seen should not have been accepted by

WBC or, as an alternative, the fact that andited accounts had not been submitred should have

- been disclosed to the BIG Panel. Based on the BIG Apprzisa.lé we have seen, thé BIG Panel

weas not informed thar the. underlying apphcatlon (and therefore BIG Applalszl) had been

prepared using unaudited accounts,

Given the size of many of the BIG Applicants, WBC should have recognised that the app]icatioﬁ

forms which it asked apphicants to submit were flawed as they asked for "andited accounts” from

applicants who were unlikely to have had therm.

THE PANEL AND INFORMATION F’iéOVIDED TOIT

We have reviewed minutes from BIG Panel meetings in which the applications listed above were

approved. These show that the panél included representatives from:

e  WBC;

e Invest Wirral;

® Business Link N'W,;

® the Federation of Small Businesses;
6 Wirral Chamber of Commerce; and

s Narwest/RBS.

- Document 2 stated that:

"The financial information will berindependenriy assessed by an

a-llocared manager within the Council [presumably the Chief

Accountant],

@ Gran! Thoraton UK LLP, Al rights r:_eservéd. ' Re})dn of Grant Thornton GK LLP
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However, Documeat 2 did aot specify what information should have been made available to the
BIG Panel. Although not specifically stated in Document 2, we understand that the BIG Panel
was provided with the BIG &pphczﬁon and tbe BIG Appraisal, bur not typically given the

Financial Infounatton

Documeant 2 did not specify how the Panel would reach a decision (eg by majorty vote or

unanimous decision) but read:

"A panel will be set up to determine applications and will meet

monthly to ensure that speedy decmans are made.”

With reference to the five BIG Applications listed at paragraphs 3.2 and 3.5, WBC employees
and third party represeatatives sat on the BIG Panels which considered the BIG applications we
have reviewed. Of the third party representatives who sat on the BIG Pasels, only one person
sat on all of the corresponding BIG Panels, referred to hereafter as the "Baxternal Panc!i_ist”. We

have spoken to this representative in order to discuss his involvemeat with the BIG Panels and

the BIG Applications described in this report.

The. Bxternal Panellist has told os that he received a copy of BIG Appliéations and the

cortesponding Appraisals before the BIG Panel met and sometimes received additional

mformation.

We understand from WBC staff that thé Financia! Information was made available to BIG
panellists when they met, but the External Panellist has told us that, in his view, the Panel was
not required to perform a full financial analysis of the BIG Application and that, whilst questions
were asked during meetings, the panelhsts telied on the financial analyszs which had been

petformed before the panel met.

The External Panellisc has also told us that he can temember diécussions concerning BIG
Applications taking place and that, ultimnately, each of these discussions reached a conseasus as
to whether an application should be rejected or the recommendation reflected in the BIG
Appraisal accepted. WBC staff have told us that 2 majority decision was sufficient to reach a

conclusion but have confizmed that the voting mechanism to be applied by the BIG Panel was

not docuwmented.

BIG CRITERIA
As explained at the begioning of this section, it has been alleged that BIG Applicants fell ourside

the BIG criteria either on the bases of solvency or because the applicant did not need 2 BIG m .

® Grant Thorndon UK LLP. All rights reserved. ﬂep;srt of Grant Thornton UK LLP
Sirictly private and confidential, ) ) dated 2 May 2014




341

3.43

345

BUSINESS INVESTHMENT GRANTS

order to undertzke the comesponding project. ‘We have discussed these criteria from paragraphs

3.41 and 3.56 respectively,

' SOLVENGCY

The criteriz which businesses needed to meet in order to be considered for-a BIG application

wete set out in Document 2.- The "business eligthility criteria” which applicants needed to meet .

are listed here:

o "Invest Wirral Business Team will consider investwent plans from local SME's {up to 250 employees) with

articnlar focus on the micro businesses.

¢ The business must be financially and organisationally sound and trading in keitimate activity and be able to

demonsiralte ihis.
o The Company and its Directors must be solvent [our emphasis}.

o The business and its project mnst pass the "local competition igst” in that their sales are not primarity to a

docal market or be primiarily at the excpense of local busineises. -

]

Must comply with rukes relating to EU State Aid"

We undesstand that the tertms used to describe the business eligihility criteria were not defined in

zoy more detail than shown above.

As it has been alleged that a group of BIG applications should not have succeeded because the

applicant was insolvent, we have discussed the definition of Vsolvcncjr-hexe.

Definition of solvency _ _
Solvency was not defined by WBC within Document 2. In the 2bsence of a definition, we have

consideted the Insolvency Act as this is often used by accountants in order to consider whether

2 company is solvent.
Section 123 of the Insolvency Act 1986 refers to two primary types of insolvency:

® Cash flow insolvency - where 2 company is unable to pay its debts as they fall due.

e Balance sheet insolvency - where 2 company's balance sheet lisbilides exceed its

balance sheet assets.

" © Grant Thornton UK LLP. All rights reserved. - Report of Grant Thornton UK LLP
" Siricity private and sonfidential.
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Cash flow insolvency

3.46 .As stated above, a company is considered to be insolvent if it is not able to pay its debts as they

fall due. Accorcﬁng to the Insolvency Act 1986, this is specifically defined as follows:

"122 (1) A company may be wound up by the court if:

1

(f} the company is unable fe pay iis debts

"123 (1) A company is deemed unable to pay its debis:-

{e) if it is proved fo the safisfaction of the courf that the company is

unable to pay its debis as they foll due.”

3.47 We assame that WBC had this definition in miod when it required BIG applicants to provide
cash flow projections. This is because satisfactory cash flow projections would have provided
confidence that a company would be able to pay its debts as they fell due and were not,

therefore, insoivent. Tt shouid also have provided WBC with confidence that the "investment”

which WBC was supporting was capable of being fulfilled,

Balance sheet insolvency
348 The second test of insolvency is, according to the Insolvency Act 1984, defined 25 follows:

"123 (2) A company is also deemed unable to pay its debts If it is
proved to the satisfaction of the court that the value of the
c_ompmzy’s assets s less than the amount of its Tiabilities {oixr
emphasis], taking into account its contingent and prosp'écrive

ligbifities.”

~

© Grani Thornton UK LLP, All rights reserved, Report of Grant Thcrﬁton U LIE
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We note that the practicél application of s‘cctioa 123 (2) shouid not involve a mechasical
calculation which only compares assets and liabifities. In doing so, we have referred to "BINY
Corporate Trasise Services Lipited v Enrosait UK 2007-3BL Pl ¢ others [2011] EWCA Civ 227" in
which Lord Ncubergér MR concluded: . 7

“section 123(2} does not amount io a wholly new, relatively
mechanical “assets-based”, basis for seeking fo wind up a
company. It supports the view that the section can only be rell'ied
o By a future or confingent creditor of a company which has
reached "the end of the road" four emphasis), or in respect of
which the shutters should be “pur up", imprecise, judgement-based

and faci-specific as such a test may be",

The Insolvency Act was not prepared in order to define solvency for BIG applicants. However,
whilst a legal matter, it seems to us that, when considerng "solvency" with reference to the
balance sheet test (and in the absence of 2 better definition), WBC should only have relied on the .

balance sheet test to conclude that an épplicant was not solvent where it had been demonstrated

that 2 business had "reached the end of the road”.

This seems to have been the approach adopted by WBC because, in some cases, the BIG
Appﬁcmts we have reviewed had greater liabilities than assets on their balance sheets. Generally,

this feature appears to have been considered by WBC, and did not render the application

unsuccessful.

In the context of the BIG Applications, 2 suitable definition of solvency might have revolved
around whethesr WBC/the BIG Panel was satisfied that the applicant would have been able to
pay its debts as they fell due within a period of one yéar, or if foreseeable, within the lifetime of |

the corresponding project.

We have sp okeﬁ to the WBC employee who was responsible for drafting the BIG criteria and he
has advised that he fails to 'see how Grant Thornton can decide if any of the applicants were
insolvent, particularly givlé:n all were trading at least two years further on'. Further, he has
advised that should a question regarding solvency arise by looking 2t accounts or forecasts, then
the BIG Panel would need to be assured that there was no Sther funding available to stop

insolvency, and that it is not a straightforward as making a paper based determination.

@ Grant Thornton UK LLP, All rights reserved, ' Rapari of Grant Thornton UK LLP
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3.5¢  As noted at paragraph 1.23, regarding the comment that the applicants were all tradiﬁg follownng
receipt of the grant, hindsight would not have been zvailable to the BIG Applicants, or WBC

and we have not, therefore, applied hmdsmht or reviewed the uadmg h:story of applicants after

their BIG had been provided.

3.55 We have reviewed the accounss and forecasts of 2 selection of BIG applicaats and our findings
are discussed in Section 4. Our review hes identified a number of questions regarding the
solvency of the applicants, and we heve been uoable to find documentary emdence of these

being raised during the appraisal process or discussed by the BIG Panel.

PROJECT SUCCESS
3.56  Irhas been alleged tha % 2 should not have succeeded in its BIG Apphcation becaus %

% dide't require fipancial support.
3.57 As shows on Document 2, mno_ngst other things, FheA"meOSC of the fund" bad beerz:.
"to enable the profecf to succeed.®" |
3.58 The BIG criteriz also §tatcd that:

"Businesses should be able to demonstrate that they have exhausted

all other conventional sources of funding available to them®”

3.5 We have discussed the @Z=mmBIG Application in Section 5 and note that this application may

not have passed the "local competition test” which was referred to in the BIG eriteda as follows:

"the business and itz project must pass the "local competition test”

in that their sales are not primarily fo a local markes..."

8 first page of Document 2

9 third page of Document 2

© Grant Thorntan UK LLP. Al righis reserved, Report of Grant Thornion UK LLP
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BIG - ELIGIBILITY (SOLVENCY).

We have discassed the BIG Applicants where it has been alleged that they shonld not have been
given 4 BIG on the grounds of solvency in this section of our report. In doing 50, we have

considered whether the applicants met the BIG "solvéncy’f criteria based on the "balance sheet

- test" and the applicant's ability to pay its debts as they fell due.

As exphined from paragraph 3.48, we do not take the view that 2 BIG applicant fell outside the
BIG cateria concé;ﬂing solvency simply because its liabilides exceeded its assets, but have
addressed the balance sheets provided by the four BIG applicants associated with 2 .suggested
lack of solvency below, ' | )

We have also considered the cashfiow forecasts provided by, the BIG applicants in order to

consider whether they were likely to be able to pay their debts as they fell due,
Document 2 referred to the purpose of the fund from which BIGs were paid and stated:

"During the current economic downturn, this fund will be used to
support SME's [sic] with potential for growth in Wirral, but
importantly, will alse support the sustaining of companies who may

be having difficulty through this downturn”.

As cxplained in the previous section, ‘the Enterprise Solutions cashftow forecast modet had
inherently optimistic assumptons built into them, such 2s the assumption that applicants would

aot suffer bad debts.

As explained below, the forecasts prepared by each of the applicants also relied on optimistic

2ssumptions concerning their future expectations, as well as being driven by generic assumptions’

within the forecasting model. Whilst we recognise that the BIGs were intended to support
businesses with the potential for growth, at a time of economic slowdown /recession,

assumptions that applicants would increase their turaover and/or profit marging were not

neccséarﬂy appropriate.

Agazinst this backdrop, static turnover/profitability or a slow-down in the rate of decline m‘jght
also have been indicative of success. This is especially true of appiicanfs such as Cass Coaches

which had been incorporated in 2003.

® Grant Tharaton UK LLP. Al rlghtsh reserved, ’ ’ Rapori of Grant Thornton UK LLP
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3

Thig wés, or should have been, recognised by WBC given that the report prepated by WBC's

Director of Corporate Services, dated 19 March 2009 (Document 319 pointed out that

“Whilst the Council's Invest Wirral team continues to worl with
companies regarding expansion and investment plans, fhere are
significantly more occurrences of them working with companies
which are experiencing operafing difficullies in the current
economic. climate [our emphasis]. Invest Wirral is acting in «
responsive manner in identifying and targeting such companies and
is working much more closely with pdrtner organisations o ensure
a co-ordinated approach. The propoﬁals outlined in this feport will
build upon that co-ordinated approach and the package of support

available.”

We have discussed the four BIG Applicants whose solvency has been questioned 2s follows:

As with each of the four BIG applicants listed at paragraph 4.9, we have considered whether

pay its debts as they fell due and-therefore merit investment/financial support.

ELIGIBIL!TY BALANCE SHEET SOLVENCY
mt=remmRIG Application was dated 7 Octobm 2010.

g passed the ""b‘zﬂam‘:e sheet tést", and, whether it was likely to be able to

However, the

corresponding BIG Appraisal was dated 17 May 2(}10, the applicaton was approved by the BIG

Panel on 27 May 2010 and an offer was made to

0 paragraph 2.8 of Document 3

© Gramt Thornton UK LLP, All righis reserved. ' Repart of Grant
Surictly private and confidential,

in June 2010, We

Thorpton UK ELP
dated 2 May 2014




4.13

4,15

4.17

418

BUSINESS INVESTMENT GRANTS 28

In support of its BIG Apphcanon could not prowcne accounts for a2

whole year of trading as mquued by BIG Apphcation stationery {see paragraph 3.11) because it
had ogly been incorporated for approximately 11 months (june 2009 to May 2010). It did,

however, prox;ide management accounts for the 10 months ended 31 March 2010. That

had been established in June 2009 was reported to the BIG Panel in the

conespondmg BIG Appm.lsal.

BIG Application is likely to have been mede in May 2010, the

Financial Information pmwded @ts management accounts for the 10 months ended '

31 March 2010) by , was, therefore, at least a month old at the date of its

BIG Apphcatlon Howevc;., the ploﬁt 2nd loss account P.LOY'ldCd by &

showed that it had gent:lated proﬁts in the pedod to 31 Mazch 2010 a.nd the balance sheet

sheet test at the date of its BIG Appitcatton

ELIGIBILITY — ABILITY TO PAY DEBTS AS THVEY FALL DUE

In support of its BIG Application &5 EE=ew provided a ‘ca{shﬂow forecast for the

year endiag 30 April 2011,

Growth in turnovér
anticipated growth in monthly

We note that the BIG Appraisal pointed out!l that the growth in turnover was "ambitions" and
noted that the forecast anticipated future 2noval sales of “just #nder £2m" having achieved sales

of “[458k in its first ten months of operation fo March 314 2010".,
The BIG Appmisai also stated!” that

"The

S it has been consulted on the financial position
of the company and has commented that although the company's

incorporation is f00 recenf to offer any deoree of rehable

conclusion at this teme there are no adverse szgns concemma

n

 solvency.

1 gection 2 of the BIG Appraisal

12 section 7 of the BIG Appraisal

® Grant Tharnton UK LLP. All rights ressrved ; - Repori of Grant Thornton UK LLP
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4.19 However, the BIG Appraisal did not endezvour to quantify the point at which 2 lack of sales

'growth might have prevented ag from paying its debts as they fell due.

4.20 - According to the BIG Appraisal’s, “ing had a:

"£500 overdraft facility whick is the maximum their Bank is -

prepared to provide without increased and unavailable security.”

4.21 _ indicates that it anticipated having a

g did nat submit 2 monthly analysis of its historic

422 As far as we can tell,
levels of turnover. As 2 result, we do not know (and nor did WBC) what monthly wenover had
been dunng its frst 10 months of ttadc: 'T]:;lﬁ monthly level of turnover might heve beea
growiag and it might kave been appropriate to model the coming year based on the moé.t recent

-months of trade, rather than on 2 pro-rata basis. . Therefore it would have been- difﬁ_i:uk to

condiude as-to whether projected turnover was realiste,

423 However, assuming that

have had wrnover of approximately £1.1m15, éompaxéd with forecast turnover of L2m.

424 Owing to the way in which the forecast was prepared, we have not re-modelled s
s cash flow forecast. However, given the very limited headroom available at the end

of Ocrober 2010, without making significant savings or finding alternative sources of finance,

tm_novez it should have been expcctcd that

altemanve sources of ﬁnaﬁce with which to Eund its. prowth In Woﬁsmg capital Thcsc risks do

not appea.r to have been reported to the BIG Panel,

Y parapraph 3.3

i

M the cash flow forecasts we have seviewed only show the opemng and dlosing position for each fore:cast
month :

5 (£457,877+ 10x 12) x 2

9 Grarzt-Thomton UK LLP, Al rights reser;,'ed. F‘kepari of Grant Thornton UK LLP .‘
. Stricily private and confideniial. ] ] )  dated 2 May 2044
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Opening position - VAT and other tax payments
g2 1 S balance sheet shows that the company had a VAT hab]ltty Cé

as at 31 March 2010. Tt is likely that the VAT creditor would have been due for paypment in
May 201016 a5 a company with a VAT quarter of March 2010 would be required to make

payment within six weeks of the quarter end. However,

forecast made no allowance for the payment and this possible aﬁomaly was not identified in the

BIG Appraisal

» balance sheet also shows that the company owed

These may also have been payabic in May 2010, but are not reflected in

a's cashflow forecast and this possible anomaly was not identified in the

BIG Appraisal.

As such, taking account of a0 other 2oomalie ing would have been unable

to pay its debts as they fell due during 2010/ ')011 unless it located aitemauve sources of finance

or outperformed its plo]ectlous This is becavse ~ A: cashflow fo:ecast

a_ﬁttcipated that it would havé a cash/bank balance o %6 at the ead of October 2010, but in

the absence of any other amendments, the coropany would have needed an overdraft of

@EEE=> af that point after it had met its obligations to pay its taxes, rather than the existing

overdraft =

Conversation with the Exiernal F’aneiiist

{
v

G Appﬁcation.

A BIG Panel, convened on 27 May 2010, approved

The minutes show that the pasel comprised two- WBC representatives, one Iovest Wirral

representative and two other people.

e

We discussed the apparent shortcomings regaxdjhg the apparent lack of provision for repayment

of the VAT, and c:)ther fax pajm:uts with the External Penellist. He has advised us that, in his

view, had the BIG Panel keown that the cashflow forecast had not made provision for these

existing tax Habilities, the application would bave been:

"unlikely to have gone through”.

1¢ alternatively, the debt might have been paid in April 2010 but this would have brought inio quesdon
whether an opening bank balance o0 EEESSs likely piven the S e abad cash and
bank reserves of only G555 25 at 51 March 2010 C

It

© Grant Thornton UK LLP. Al rights reserved. ’ Report of Grant Tharnton UK Lip
Strietly private and confidentiial. - . dated 2 May 2014
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eLIGIBILITY - BALANCE SHEET SOLVENCY

4.30 es’ appliq:atioq was dated 27 November 2009. This was supported by unaudited 2nd
uasigned accounts for the year ended 31 March 2009 and management accounts for the seven
months ended 31 October 2009, -

431 S ' balance sheer as at 31 March 2009 and 31 October 2009 showed that the

company had net liabilites of £77,163 and £51,483 at these dates.

1

T e

S

is Iikely to-have been insolvent

4.32  On a strict interpretation of the balance sheet test
at the date of its application in November 2009, That &EEES255 s had lisbilines which

exceeded its assets was known to staff at WBC because thcy had access to 2 let‘tel fron g,

=EEsEe  accountants dated 19 Juae 2009 which stated:

"and can confirm that your balance sheet is insolvent {approx.

did not point out that

- liabilities exceeded its assets, it did point out that  @EEs=m had a "net current liability of

]

2003. This fc;aturé was referred to in the ppra.isai which stated that

"The information also indicates that a long term debtor of £135k is

10 the owner/director.”

4.35 Althoungh there is a diffmcnce between the total habﬁlﬂes olgigEF=arnd cunrent liabilities of

=", on etther basis, for the reasons explained from paragraph 3.48, we would not say that

these ba]ances were, on their own, sufficient o have concluded that

EL.lGIBILITY ~ ABILITY TO PAY DEBTS AS THEY FALL DUE

&= provided 2 cashflow forecast for the year endmg 31 December 2010 (ie begmmng on
1 Jamrary 2010) o support of its apphcat\on, dated 27 November 2009.

® Grant Thornton UK LLP. Al tights raseived. Report of Grant Thornton UK.LLP
Strictly private and confideniial, dated 2 iay 2014
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4.37 The BIG Application requirec &
month". It seems to us, therefore, ths sa=iiie should have provided a forecast for the

perod from 1 December 2009, rather than from 1 January 2010 in order for it to have run

concuﬁcnﬂy with its application. '

Forecast sales ,
4,38 Based on the contents of its cashflow forecast, it would seem that @Emem Was a seasonal

business with sales peaking in the summer months of June, Jnly and August

4.39 It would be misleading, therefose, to compare average monthly sales shown in the management
accounts for a seven month perdod to 31 October 2009 with the forecast averagé monthly siles
shown in the forecast for the year to 31 December 2010. This is related to the seasonal mature

" business. It is also because one perod included seven months, whereas the

other included 12 months and also because the management accounts did not :'.r;élude 2 month

by month analysis with which to make a direct month on monjtth comparison.

4.40  However, average monthly sales shown in the accounts for the year ended 31 March 2009 were

SR increasing © @ the sales forecast for the year ended 31 December 2010, an

increase of approximately 50%. The BIG Appraisal® informed the BIG Pacel that turnover of
@& tad been recorded in the year ended 31 March 2009 and that this was forecast to

merease to

=*'n the year ending 31 December 201 0, ie an increase of approximately 50%.
. 441 However, the @pact that 2 failure to meet these growth targets might have had or
&= ability to pay its debts as they fell due was not identified in the BIG Appraisal,

.

Gross profii margins

4.427 » achieved gross _pxoﬁt ma_:gips of:

e 5102 dm:iﬁg the seven months ended 31 Oétqbar 2009; and
*  27%2 during the year eaded 31 March 2009, -

o1t

Fieport of Gramt Thornion UK LLP

" ®.Grant Thornion UK LLP. All rights reserved.
dated 2 May 2014
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4.43  The change in gross profit margins may have come about because of the differeat way 1 which

accounted for its direct coéts in its two sets of accounts. If that is correct, it would

belp to explan why WBC might have asked BIG applicants to submit lustooe and forecast
results which had been prepared using a consistent of 'appzoach. The absence of such 2
consistent zpproach made a comparison of histonic and forecast trading more difficalt than it

needed to have been,

==t cashflow forecast was based on forecast gross profit margios of 66%%. The

forecast prowth in proﬁtabiﬁtj' Was. not 1dentified 1:1 the BIG Appraisal

445 Had adjusted cashflow f_cl)rccasts been prepaved using the gross profit margin achieved in the
seven months prior to the BIG Application (ie 51%), this would have resulted in the cashflow

forecast attached a8 Appendix 2.

4,44

an
‘h

4.47

L

G5 by }une 9010 there was a risk which could have been foreseen that th:gssmse,

E—"
s

rould have been unable to pay its debts as they fell due,

St

& Grani Thernion UK LLP. All rights reserved, - Report of Graﬁt Thornion UK LLP
Stricily private and confidential. ) o )  dated 2 May 2074
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36

Opening cash balances
"cash at baok 2nd in hand” and "banjl loans and ovesdeaft” as at 31 Marvch 2009

and 31 October 2009 and are snmmarised in the following table:

31 March 2009 31 Getober 2009 ' Difference

Cash at bank/hand
Bank loans/overdrafts

* balance sheet a5 at 31 October 2009 showed that it 2lso had 2n uepaid "credit
card" balance of =215 at 31 October 2009,

Neither of these features (ie the reliance on credit card(s) and the apparent deterioration in the

company's cash/bank/ovesdraft position) were identified in the BIG Appraisal

1 }a_aua_ry 2010, the company would have 2 positive cash position ¢~ =y

Thus, in order for the opening cash position in the forecast 10 be correct,

to generate cash of at leasi &&= in a two month pcﬁo&%. This gap and the aced for

g====in order for the opening position ia the cashflow forecast to be

© Grant Thornton UK LLE. All rights reserved. Repott of Grant Thornton UK LLP
Stricily private and corfidential. daled 2 May 2014~
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The BIG Appraisal states that

s s would have nceded to locate alternative sources of

circumstances such as these,

finance — in the event that it failed to do so, it'is lLLclv that
vaable to pay its debts as they feil doe.

We note that the BIG Appraisal poiated out that

"There is some concern over the ability of fhe company fo survive
through its period of short rerm indebtedness through 2010 when
profits should improve liguidity. It would appear that the owner Is,
fully convnitted io the company and mention is made of the value of
the property which alrhough not part of the company's assets i§
also owned by the director and by implication may becﬁfsed as

collateral.”

It seems to us that, had WBC amended. === &' cashflow forecast such that the openiag '

cash balance matched the position reflected iv @E@s> ' management accounts, the advice

provided by WBC 'might have been more prudent and the concern regarding ;

2bility to survive through 2010 emphasised further.

OTHER POINTS , o

The financial information supphed by juded ;maudited accounts for the year

 énded 31 March 2009 {Docuatpent 5). Th(_ise show thai ESE

° had 2 "deficit" brought forward into the period or year ended 31 March 2008 - geemmms
o the "deficit" increased during the petiod or year ended 31 March 2008 following the payment

of dividends totaling . gazm

o had net liabilities s ar 31 March 2008 Riuding retzined losses ¢ EEERD
Section 830 of the Companies Act 2006 states that

"A company's profits available for distribution are its accumulated,

realised profits, so far as not previously wutilised by distribution or

capiialisation, less its accumulated, realised losses...".

profits from which to pay a dividend.
was not identified in the BIG Appraisal

@ Grént Thornfon UK LLP, Al rights reéenrec!. Re,.,ort of Grant Thornton UK LLP
Strictly private and coniidential. dated 2 Mav 20‘iti
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4.61#% This is relevant because the requiremeit that dividends 2re paid out of acenmulated, realised

4.62 A BIG Panel, convened on 10 Decamber 2009, approved 7

profits acts to protect creditors who might otherwise be favoured over sharebolders.
‘Conversation with the External Panellist

i ' BIG Application. The

minutes show that the pinel comprised two WBC representatives, one Invest Wirval

representative and three other people.

i

4.63 The External Panellist has told us that he would hzve expected the potentially unlawful payment

s e
R R

4.65

4.66

of dividends to have beea reported to the BIG Panel.  He also told us that, without more

L—‘:L

=

information aad c‘:plznauons had he beca made aware of the kind of deterioration ;

ELIGIBILITY — BALANCE SHEET SOLVENCY
4.64 & BIG Application was dated 11 December 2009. In support of the BIG Application, Cara

provided:

s unaudited financial statements for the year ended 31 May 2009; and
¢ management accounts for the five moaths ended 31, October 2009, ie beginning on

1 June 2009.

The unaudited financial statements for the yeax_.eﬂded 31 May 2009 reported th %@hacﬂ a
capital account oigmsmg  2s at 31 May 2009 (Document 6}. This should have been the opening
balance = capital account for its five months of management accounts ended 31 October

2009. However, rather tbaﬁ showmg an opemng balance of %‘\he managerhent accounts
Pocoment 7), a

for the period from 1 June 2009 showed an opening balance o =

difference 0. e=sweme—
e

This is a fundamental ercor which should have been identified bzyr WBC and reported within the
BIG Appratsal The Error was not reflected in the BIG Appraisal and ‘should have raised -
fundamental concerns regarding the reliability of the Financial Information subrmitted by -

© Grant Thornion UK LLP, Al rights :esnr\-'ed ' Repori of Grant Thorrton Ui Lp
Smctly private and comiden::al dated 2 May 2014
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ELIGIBILITY - ABILITY TO PAY DEBTS AS THEY FALL DUE
Opening position ‘
In support of its BIG Application dated 11 December 2009, Cam piO\"ldCd management

accousits for the five moSth$ended 31 October ’?009 and a cashflow forccast for the 12 months

ending 31 December 2010,

1ad a great deal of dc_bt for a business turniag over

S

The management accouats showed th

approximately g2

e "hank current account

¢ mortgage of &

mad an overdraft of

¢ 1031'1 of %
The BIG Appraisal and cortesponding BIG Apphcation”‘? stated ths et

=== The BIG Appr_alsal explained th: & had a "cash deficit” o” > being an
overdraft o.” = *and 2 bank loan or & The opening cash position in the cashflow

-forecast provided by Cma was an overdraft ¢ e

The BIG Appraisal did notAiafonm the BIG Panel that, as at 1 November 2009 %t had

headroom of onl gZ&= ie only a small change i @&sggr circumstances would have threatened
irs abil.ity to pay its debts as they fell due. Given the existing high level of debt, it seems doubtful-

whethe ould have been able to extend its overdraft or otherwise find alterpacve sources

of finance.

Sales and bad debis _ )
& Faccounts for the year ended 31 May 2009 disclosed annual turnover during the three

“fold growth compared with 2008/2009, the most recent accounting period. @ histornic levels

of turnover were disclosed in the BIG Appraisal.

B e RO B e
£

. Report of Grant Thoraton UK LLP

© Grant Thornicn UK LLP, &l rights réserved.
dated 2 May 2014
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The forecast assumed th &= non cash sales would be paid by the correspondiag debtor after
one month after the sale, but made no allowance for bad debts. The BIG Appraisel pomted cut
tha' ﬁatﬂ incurred 2 ?T‘:ad debf:.cn_r & | duxfﬂg t]:ie year ended 31 May 2009 fo}l.owing tb;;
weever, the BIG Appraisal did not

liguidation of a related party, - TR

inform the BIG Panel tha. @558 cashflow forecast apticipated no future bad debts,

Gross profit margins _
&ESnancial statements for the year ended 31 May 2009 did not disclose its results using the
same format as its management accounts for the five months ended 31 October 2009. In

Zmmanagement accounts identified wages as

particular, unlike the financial stitements &

" expenditure, whereas the financial statements secognised ll of the company's.wages as 2 cost of

474

475

476

477

- hive had an overdraft facility of 0531'

sale,

—management accounts ate adjusted to recognise wages 2s a cost of sale &5 financial

information pdi.ntcd to gross profit marging of:

®  13% during the five months ended 31 October 2009%; and

- ©  11% during the year ended 31 May 2009%.

%ashﬂo“r forecast was based on forecast gross profit marging of 27%. Although the BIG
Appraisal referred to forecast levels of net profits for the yéar ending 31 December 2010, the
forecast growth in profit margins was not identified in the BIG Appraisal.

Had adjusted cashflow forecasts been prepared using the gross profit margin achieved in the five
months prior to the BIG Application (ie 13%), this would have resulted in the cashflow féragast
attached 2s Appendix 3. Making no other cﬁanges, Appeadix 3 shows thar @z vould have
needed,afn_}gyerdraft (or oti_zer loan facilities) from the eqd of November 2009 untit thc_z end of
010 55 the ead of March 2010. “This is important 2r @ P ippears to

Aﬁgust 2010 peaking at

S Lwe=

Conversation with the External Panellist - '_ .

A BIG Panel, convened on 14 January 2010; . approver &85> |G Application. The minutes

show that the panel comprised two WBC representatives, one Invest Wirral zepresentztive and

...one.other person.

© Grant Thornton UK LLP, All rights resarved. ’ ' Repart of Grant Thornton UK LLP
Strictly private and confidential. dated 2 May 2014
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We discussed BIG Application with the Exiernal Panellist. In particular, we discussed the

differences 1t opening and closing balance sheet position (see from paragraph 4.65). The
g opemng g p paragrap

External Panellist toid us that had he would have expected the BIG Panel to have responded:

“should just be saying no, it's a waste [ie the BIG Application} of

everyone's time”,

of ’;he BIG

°  unsudited financial statements for the year ended 31 July 2009; and

¢  management accountsﬂfor the period ended 30 June 20140.

These reporied that G2

balance sheet shows that it had "inter-company” debtorsr of

would have had net assers

cecompany debt was contingent on 2 factor

degree). That recovery of &

outside of =2 's direct control was reflected in the BIG Appraisal®.

EL!G!BEL!TY ABILITY TO PAY DEBTS AS THEY FALL DUE

Growth |n turnover and profitability
. accounts for the year ended 31 July 2009 refexed to two years of

peofitable trading, but a decline in turnover

483"

31 July 2009. |
to be profitable and referved to 2 conn‘ﬁucdr decline in turnoves {presumably for 11 months) of

© Grant Thorntan UK LLP, AH righis resstved. Repart of Grant Thm.*n'ton UK LLP
Strictly private and comidanﬂai _ ) : ) dated 2 May 2014
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" cashflow forecast was based on 2n Jmmedmte retura to profitability and

a_anclpated sales for the year ending July 2011 of almost @1 Th_ts was in contrzst to the
results recorded duting the 1 months ended 31 July 2009. Thus, in order for the cashflow

forecast to he achicvei Atlantic Engineering rcqujred a quick tarparound in sales.

The BIG Appraisal alerted the BIG Panel to some of these features and the impact they might

have had, but did not cxpim the i J_tnpact that the contmucd decrease in murnover might have had

"As already stated 1 has experienced
severe trac{ir;g'dzjﬁczclties over the last twelve months and kates!
figures show that whilst the company was generating profits over

2008 and 2009 it is now indicating d loss (S 15 ar 30/6/10,
The cashﬂaw allows a grant of eZ80 in September 2010 and

without the gram‘ the company would exceed its overdraft that

month and continue fo.do so uniil January 2011."

Howéver, the BIG Appraisal does aot appear to .?_Jave been prepared with reference to cashflow
forecasts based on more prudent forecasts concerning both turnover and profitability. The BIG
Panel docs aot’ appear thcrefore to have been given information which enabled it to apprediate

what lrnpact, say, static sales inight have had on the company's ability to pay its debts as they fell

due,

Opening position

=

R e -a=-..
WJ, =

account of its opening position as it assumeci that

To some extent ashflow fo;acast for the year Etom August 2010 tooL

s outstaﬂdmg trade debtors as 2t 30 June 201 0 would pay ps during August

and September 7010 and

o outstanding creditors as at 30 June 2010 would be paid by &

August 2010 through to December 2010.

© Grant Thoraton UK LLP, Alf righis reserved. Report of Grant Thornton UK LLP
irictly private and canfidential. : dated 2 May 2014
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4.88 However, the cashflow forecast made no allowance:

555 which were outstanding as at 30 June 2010; or

¢ for "taxation/dividends” of & 2
h any' Ot.her cash outflows accruing ‘dmg August and September 2010 except for ﬂnPioyee

wages and national insurance and short term interest.

debtors would

4.89  Similasly, whilst the cashflow forecast assumed that all of s
pay in two months, the forecast asgamed that it would be possible to delay paying its trade

credivors (ie those outstanding as at 30 June 2010) in full until December 2010.

Of wppeguemess, 1t 30 June 2010 and, according to the BIG Appraisal and g
BIG Application, .  gus :; SERedPan overdraft facility of @555  and the company's

bank had refused o increase the faciliy®®. Thus, only a sh‘ghﬂy mote prudent cashflow forecast
5 sould have beea unable to pay

woudd have resulted in the conciuston that .

its debts as they fell due without finding alternative sources of finance.

4.91  The possible anomalies in Atlantic Engineering's cashflow forecast were not idendfied in the

BIG Appraisal

Conversation with the External Paneliist
gEEEE s BIG Application.

4.92 A BIG Panel, convened on 25 August 201I0, approved

The minutes show that the panel comprised two WBC representatives, one Invest Wirral

tepresentative and one other person.

493 We discussed  guampgmepemmmm with the External Pancllist. The Fixternal Panelist told vs
that had he been given Atlantic Engineering's cashflow forecast and been made zware that these
did ot take account of opening balances on 2 balance sheet, he would have looked into the
metter. He told us that without more information and explanation concerning '_‘opening-

batances", he would have "refused the a}p/imtiaﬂ". '

3 Section 3.3 of the BIG Appraisal and section 2.

® Grant Thornton UK LLP. All rights reserved. ' Report of Grant Thornton UK LLP
Strictly private and confidential, ) : dated 2 May 2014
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BIG - ELIGIBILITY (ENABLING AND LOCAL
COMPETITION)

LOCAL COMPETITION

#= - Application included an executive summmary which stated that

= =mmmegmends to launch a magazine serving the
business community of Wirral. It would be published quarterly and
distributed, Jree of charge, fo the 'own.‘erfdecision. maker at each of

Wirral's 8,000+ businesses.

All revenues will be generated through a range of paid-for
advertising. opfions, creating a uniquely targeted platform for

business to business marketing in Wirral. [our emphasis] **

52 mme s BIG Application included a project deserption stating that

" & Grant Thornion UK LLP: All righ}s reserved.

"~ "We plan fo start woﬂcing on the Wirral Business Magazine [oﬁr
emphasis] in November 2010, giving us 11 weeks io put the first
edition fogether to launch in the New Year. We have identified a
local journalist with experience of Wirral's business communify
[our emphasis) io work alongside our existing editor, Barry and
wrile the magazine and we will alsé be recruiting an experienced
sales person, who rogether with the company director Melissa
(with 12 years markefing experience with Wirral businesses [our

emphasis] ) will promote and sell the first issue.™

3 peragraph 2.2 of the Let's Go BIG Applicaztion
4 paragraph 2.6 of the Let's Go BIG :_Lpp].icadcn ‘

Report of Grant Thornion UK LLP

Strietly private and confidential. dated 2 May 2614
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will be

The distribusion method of

similar to Schpbl Select: we will purchase the names and contact
numbers of every business in Wirral {our emphasis] and coniact
‘each business by phone to obtain the name of the owner/main
decision-maker. This will form our distribution list and magazines
‘will then be poly wrapped (giving us the opportunity to sell direct
Hyer distribution) and addressed before being sent by Royal Mail

to each named recipient.”

5.3 e subsmitted sales forecasts in support of its BIG Ap?ﬁcatiou. These included forecast

5.4

5.5

5.6

-However these plans were not reﬂected in the phcaaon

- We have spoken to

sales for a
Iznuuy 2011

sales f(necasts shown in Section 2.7 of the BIG Apphcatlon whereby revenue appears to have .

been forecast exclusively from advertising,

&&= BIG Apphcatton did not specifically address where it would gencrate its sales.
However, based on the comments included above, it seems likely that many, perhaps the
majority, of forecast sales were anticipated to come from Wirral. It seems to us, therefore, that

(G Applicanion faited the local competition test as sales were pm:naﬂlv (OJ."

xcl vely) to a local market

We have discﬁssed this feature with WBC staff and have been toid that %; intention had
been to begin with 2 business magazine in the Wirral, and then to rolt & out throughout 1‘:he
North West and then the remainder of the IJK.  Such a model would have beea broadly
consistent with an earlier publication which had been supposted by WBC (a public;,m'on known

28 School Sefect). On that basis, sales might have been genezated pnmauly outside of the Wirral

%

> directors and have been told that they had understood that they

would not be eligible for 2 grant to promote their new business magazine. We understand that

this had been because had understood that the BIG programme was not intended to

support businesses which gcne‘rated their custom in the Wirral. We understand fromS

:—

that they were encoumged to apply fora BIG on the basis that there wasnt an exisnng business

on the Warral offenng this product.

© Graﬁi Thornton UK LLP. Al rights resarved, Report of Grant Thornton UK LLF
Siricily private and confidential. daied 2 May 2014
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MEETING WITHTHE EXTERNAL PANELLIST

's Iap'piir;ation had

fulfilled the "local competition test”. The External Panellist explained that, in his view, the panel
took the view that an application should succeed provided that this was not at the expense of

existing local competition,

58 The External Panellist gave us 2 copy of Document 11, being 2 flow chart titled "Local
Competition Rule Decision Process" and explained that he and the panel had addressed

applications in the context of Document 11. An extract from Document 11 is J;s':icluded here:

Is company activity
vnigee fo Wirral?

Istheprojectunigue | Neg ‘

1o Wirral? = L ]

. No
Yes :

Is the majonity of
their custom outside
Wirral?

1

59  Thus, on the basis of the flowchert, the local competition rule was passed i "the company

activity" or the "project” was unique to the Wirral On this basit gssgEss project passed the

. local competition test. However, the flow chart is not consistent with the critesia submitted to

WBC's cabinet as this stated that the local competition test could only be passed if an applicant's:

“sales are not primarily to a lecal market or be primarily at the -

expense of local businesses.”

—

510 Gives the content of =
lecogmsed that the sales to be ac};uevcd from %BIG apphcauon would have primarily

. been achieved within the local malket -

appﬁcation WBC might reasonably have been expected to have

@ Grant Thornion UK LLP. Al tighis ressrvad. ’ o Reperi of Grant Thornion UK LLP
Siricily private and confidential, - dated 2 Nay 2014
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As such, on the basis of WBC's own criterla a3 discussed at paragraph 5.9, the %BIG
application should not have succeeded. It appeats to have succeeded because guidance giveﬁ to

BIG panellists was not consistent with the criteria given to WBC's cabinet.

We have spoken to the WBC employee who was responsible for drafing both the BIG criteria 7
and the flowchart discussed zbove. He has advised thac == ipplication did not fail the
local competition test as it was unigue to Wirral. We note that this is on the basis of the flow

chart discussed at pacegraph 5.8, which does not reflect the wording of the citeria siibmitted to

WBC's cabinet as discussed at paragraph 5.9.

PROJECT SUCCESS

The BIG criteria dttached as Document 2 state that:

] B
"Businesses should be able 1o demanstrate that they have exhausted

all other conventional soyrces of funding available to them.”

SRS apphéaﬁon stated that*; - .

WBC's BIG Appraisal conceraing

“the company returned a reasonable financial return af the end of
their last financial vear which ended 31 December 2009 with o

EEE=E=E g net profit «EEEE==> Current assels

turnover « ‘
and liabilities were approximately in. balance at £103,000 and

£104,000 respectively but this leaves little capaéiry in terms of cash

"

availability.

515 management accounts for the period ended 30 Septernber 2010 show that by that

- 516

point, it had net assets o.’ including the following current assets:

¢ "cash at baok in hand" of less thar EBE==7
e trade debtors ¢ &= 7

E===n had a project which

Secdons 2.7 and 3.1 of g&g= + BlGs Application showed that
would have costﬁ 's BIG applicarion shows that it anticipated spending the
majority of the gzssm== working capital related ‘expendituse such as ﬁr'agcs and salaries,

SEem=mmyrofn 1S oW

research costs and design costs and thatEEETE

IeSources.

@ Grant Thurﬁton UK ELP. Alf rights reserved. Repcarf of Grant Thornion UK LLP
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5.17 The BiG Application made no reference to the efforts €288 had taken to obtain funding

from "other conventional sources”. This was not pointed out in the BIG Appraisal.

5.18 We discussed the steps taken to obtain alternative sources of funding wit) fors vt Vs directors
who have told us that they had been dechned an overdraft by theis bank and that they had been
asked 1o pxbxdde: evidence of the same by WBC in support of the application. We have asked

e to prov:idé us with this documentary evidence but this has not been forthcoming, We

have also reviewed the files collated by WBC but could not ioca;fe a copy of such cvidc;ﬁce.

VALLEGE‘D CONFLICTS OF INTEREST

5.19 It has been suggested to us that the BIG Application which was paid to , ) involved a

1 ol

conflict of imterest. We have, therefore, reviewed Companies House records for 7

~ o~ 1

These show that the company is owned by Svho have been g

=ind the members of the BIG-Panel who APPIOVE e,

&= BIG Application.. We do not know whether or not other information is available that

would mndicate 2 conflict of interest in respéct of the BI1G application b-&

fRyw

~o

© Grani Thornion UK LLP. All rights resarved. . " Report of Grant Thoriton UK LLP
Strictly privaie and confidential, 7 dated 2 May 2014
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With reference to "audited accounts for the previous year and six months

management accounts”, the application stated*:

"no compliance accounts have yet been submitted. Management

accounts for April 2009 to March 20]0.are enclosed.”

However, this would not seem to have been st BIGG Application 25 an

intesnal WBC email dated 15 December 2009 (Docurnent 12) stated:

“Thanks Jor the applicaribn Jfrom

As stated above, we have not had access to Enterprise Solutions' records concerning the BIG
programme ‘;’i:ﬂd do not know ‘what records they may have in support of the advice provided by

:s paid for by WBC. However, WBC have provided us

Ente.tprisc Solutions to €
with 2 schedule tided “Project Time Spent Report” for @@mmmmss (Document 8), whom we
understand had been a sub-comtractor to Enterprise Solutions. This includes an entry on

15 April 2010 which includes the narratve:

"Referral fron @EmmmmeReview AppizEsE=) (our emphasis] and
Fins and meet with  gzameamel ond Mike (Lamb] next week to

discuss how to proceed.”

It also included the parrative for 21 April 2010

- "Met with _ ) review progress B
to date and decide how to move forward. Agreed I would top and

yfor

tail App, update Financials and pass back « GZ=

submission.”

Report of Grant Thornten UK LLP
_dated 2 May 2014
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The files retained by WBC include historic accounts fo1 cammms

®  year ended 30 November 2009; and

e year ended 31 March 2010.

We have been unable to establish whea these were submitted by ==
However, it seems likely that the numbers for the year ended 30 November 2009 were not
subrmitted in support of the BIG application dated 5 May 2010 but may have been submitted in

support of the application which had been received in December 2009, This is because, as

cEmrtEE T eeeymed application referred only to the historic

=

stated at paragraph 6.2,
accounts for the year ended "March 2010",

We note that Mr I_,amb signied his application (Document 9) to state that:.

"I confirm that, to the best of my knowledge, the information above

is correct and given in good faith.”

SIMILARITIES IN THE HISTORIC RECORDS

The financial data provided by EEm—— === )ocument 10) mcluded profit and loss
accounts, discussed from paragraph 6.10 and balance sheets, discussed from. paragraph 6.15.

e

Repori of Gra‘m Thornton BK LLP

Strictly private and confideniial, dated 2 May 2014




6.10 The profit and loss accounts provided by

6.11

6,12

BiISINESS INVESTMENT GRANTS

PROFIT AND LOSS ACCOUNT

are summadsed in the following table:

Year ended Year ended Difference
30 November 2009 31 Maxch 2010
£ £
Turnover 2 ; | -
Tess:
Purchases

Site expenses
Sub-contractor® /staff

Insﬁmﬁcc
Telephone
OthersH

" Grants receivable
Net profit/Profit for the year

a support of its application were

Thus, the trading accounts provided by

almost identical. A close inspection shows that site expenses.wese recorded as being E&E2s10
both sets of accounts, but included as an "expense" in the accounts for the year ended

30 Novernber 2009 and 2 cost of sale in the accounts for the year ended 31 March 2010.

recorded such similar results including exactly the same

. Tt is highly uniikely that
turnover and profits during the two periods for which it provided accounts. These s'ﬁnﬂa_ﬁties
were not identifigd in the BIG A?pxai_sal.

5 Sub-contractors costs of £1,860 in the accounts to 31 March 2010, staff costs in the accouats for the
year ended 30 November 2009

. H including depreciaiion

Report ei‘ Grant Thornton UK LLP

© Grant Thorntdn UK LLP. Ai! righis reserved,
: dated 2 May 2014
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Grants

As shown in the tabie, both sets of historic accounts submitted by @ veferred to

grants receivable of £500. This appears to have been reflected in the corresponding BIG
Application (Docvment 9) which stated: '

"The business was set up in December 2008%.

Support from Wirralbiz advisers was very valuable in the early

. days as was the start up granf of £500.46”

Assuming that the grant was received in December 2008 then it might reasonably have been

=5 s historic accounts for the ycar,cnd:d 30 November 2009.

However, it is much harder to understand how the grant could properly have been included in 2

set of historic accounts which refer to the period from April 2009. This apparent anomaly was

- not reflected in the BIG Appraisal.

BALANGCE SHEET
e g provided balance sheets as at 30 November 2009 and 31 March 2010. These.

I3

were zlso very similar to one another:

30 November 2009 31 March 2010 Difference
£ 4 £

Fixed assets

Stock

Accounts receivable
Bank ‘
Lizbilities

Net profit for the period
Capital introduced '
Drawiags

+ Paragraph 2.2, second sentence

# Paragraph 2.3, second paragraph

€ Grant Thornion UK LLP, All rights resarved. i l Report of Grant Thorpton UK LLP
Stricity private and comiidential, - daied 2 May 2014
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6.20 =
" application (see the quotation at paragraph 6.4). We have referred tc &2, 1nore detail in

6.21

6.23
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- balance sheet

The summmary above shows that there was only one difference in

TS hank balance had

G

as at 30 November 2009 and 31 March 2010 where

=R its accounts receivable had increased by the same amount.

decreased b‘y

FEaerepaid a custorner but still considered the debt to be

This would j.tl.'lp}y that | =TT

outstanding (enabling cash to decresse to the same extent as debrors increased).

MEETING WITH =i _
We met with @ge>  and showed him copies of the two sets of historic accounts which he

appears to have submitted.

In doing so, we asked &EEB® with whom he had dealt 2t Enterprise Solutions whea applying

"ring a bell...but wonld be guessing”.

&=, made no reference to the &' who appeats to have worked on €8

a report which addresses the 1SUS programme and recomnend that the corresponding part of

that report is read in conjunction with this one.

We askec EEEEE2 who had prepared his accouats. He stated that it might have been his book

keeper or his accountant, but it woulda't have been him.  He also told us that the accounts we

showed to him:

"wouldn't have been puiled out of the air..must have been

realistic.”

When we discussed his cashflow forecast submitted to support his application for a BIG,

=== vid us:

"that probably would have been me”. 4

In discussing the similarities in the two sets of historic accounts &

"you're asking the wrong person...double duich 1o me...not

something I've done."

© Grani Thornien UK LLP, All righ-ts reserved. ) Report of Grant Thornton UK LLP
Strictly private and confidentlal, daied 2 May 2014




BUSINESS INVESTMENT GRANTS 53

6.24 @Fzss b aiso told us that he had dismissed his book keeper because of errors she had meade.

When asked orice more regarding the preparation of the accounts submitted to WBC and who

had prepared them, ¢

s stated:
“don't lnow...it's obviously a mistake.”

ztyped notes of our meevng with him 2nd asked hitn to identify emrors or areas

+ for 4 response severa! times, but

which may have been incomplete. 'We have aékec

have not yet had one,

CONCLUSION
6.26 It is not clear to us why the BIG Appraisal did not identify the fact that two sets of histodc
accounts which contain such simifar results and such 2 simflar balance sheet was not reported to

the BIG Panel. |

[

6.27 We have discussed this with the Fxternal Panellist who sat on the BIG Panel which approved
i BIG Application on 27 May 2010 (along with two WBC representatives, one

Invest Wirral representative and one other pézson). We showed the Exrernal Panellist the two

e nd he stated:

sets of historic recotds submitted by

“same net profit in the same period from the same

sales... Nonsense".

6.28 We discussed the inclusion of a £500 grant (see from paragraph 6.13) in both sets of historic
accoﬁ.uts,with the Fxternal Panellist and asked what the Panel's decision might have been had he

been aware of this apparent anomaly, he stated:
"No, take it away”, -

629 In speaking tc @B | he has descuibed the similasities in the two sets of historic accounts as

"ohvisssh a mistake".

B hos steted in.| Epmme——m Application that*:

6.30

""to the best of my knowledge, the information above is correct and

given in good faith.”

© Grant Thornton UK LLP, Ali rights reservad, ' Report of Gi‘a;n‘Thorman UK LLP
- SBtricily private and confideniial. - ’ dated 2 May 2014
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R

& " appears to have beea referring to the second set of historic accounts

In doing so,
which refer to 2 penod from Aprl 2009 to Mazch 2010. These are very similar to an earlier set

of accounts which referred to the year ended 30 November 2009,

Tt might be said therefore that had the BIG Paoel beer aware of the anomalies in information

submitted by 'ﬁi@ the graot would have been rejected.

Whilst 2 legal matter and something which could only be proved with (2mong other things)

5% sooks and records, it might be said that the set of accounts atiached

access 1o A

-to ) ==y BIG Application could not have been submitted in “good faith".

We note that, of 2 project which was aaticipated to have cost gg=== His included marketing

costs of & being a programme of marketing activities which were:

"currently in development with Wirralbiz".

©-Grani ‘fharrﬁion UK LLP, Al righis reserved. ' Report of Grant Thornton UK LLP
Strictly private and confidential. : ated 2 May 2014
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RECOMMENDATIONS
We have inclnded 2 sevies of recommendations in this section of our repost

SAMPLING AND CONSIDERATION OF CLAWBACK
Our rewiew of BIGs has been limitcd to 2 small selection of applitations, based on the claims

made by former employees of Enterprise Solutions, We do not know whether our findings are

representative of the wider population.

In reviewing six applications, it is unclear whether' the docummentation submitted by

2 1ad been made in good faith. WBC should consider:

® expa.ndingl the selection of BIG Applications under review such that 1s statisticelly significant
and representative of the wider population; and

e whether it should undertake steps to claw back the BIG paid to

POLICE INVOLVEMENT

. Section 17 of the Theft Act refers to false accounting and states that

(1) Where a person dishonestly, with 4 view to gain for himself

or another or with intent to cause loss to another,—

(e)destroys, defaces, conceals or falsifies any account ot

any recotd or document made ot requited for any’

accounting purpese four emphasis]; or

(b)in furﬁishing information for any purpose produces or
makes use of any account, or any such record or document
as aforesmid, which to his koowledge is or may be

misleading, false or deceptive in a material particular;

Whilst 2 legel matter and something which could only be proved with (ambng other thinps)

access to. EHEEs “books and records, it might be szid that either or both of the two

s involved the "falsiﬁcatioﬁ of docnments made

sets of accouats submitted by <=

for an accounting purpose”. We would, therefore, recommend that this matter be reported to

the Police.

.Répnrt of Grant Thornton UK LLP
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In the event that the Police (or any other party) does ot seck to investigate this matrer then we

= are given the opportunity to respond before making

would recommend that ; gZ

_ this report available to any parties othér than WBC.

CRITERIA

We recommend that WBC reviews the criteria used to consider “current and fumre grant

applications to easuze that these do not refer to definitions or legat terms which are ambiguous.

COMMITTEES

Tn order to gonsidc:r BIG applications, WBC set up 2 panel made up of internal and external

panellists. As far as we can tell, the way in which the panel would reach its decisions and
whether the panel's decision would be by vote and, if so, whether 2 simple majority or 2

unanimous decision should bie required for 2n application to succeed was not documented

We recommend, therefore, that WBC reviews the decision making process concerning current

. and future grant applications to ensure that, where panels ave used to addeess grant applications,

panel members receive wrtten terms of reference and that these make reference to the

appzoprsate decision making procedure,

We would also recommend that WBC reviews the stationery used concerning applications for
financial support from businesses to ensure that WBC's requirements are realistic. For example,
and depending on the circumstances, it can be varealistic to expect a recently created company

to have aundited financial statements. B

+

Finally, we would recommend dhat WBC ascertains whether the documentation and guidance
notes provided to the people svho appraise, approve or review applications are consistent with

the criteria approved by WBC's.cabinet.

It is WBC's responsibility to coasider the recommendations made m this report and, also,

whether and how it implements these recommendations.

Grra«Jr‘TC\wTr‘\— Lest L P

Grant Thornton UK LLP
Liverpool
2 May 2014
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