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BUSINESS INVESTMENT GRANTS

INTROBUCTION

INSTRUCTIONS

Grant Thoraton UK LLP have been instructed by Witzal Borough Couneil (WBC) to undertake

- the work set out in WBC's zequest for a quotation, dated $ October 2012 (the REQ). The RFQ

refers to 2 contract issped 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 zeviewing BIG and ISUS we have established that while these were both associated with 2

sub'-contractor called Eaterprise Solutions (NW’) Ltd (Bnterprise Solutions), WBC had separate
contracts with Eaterprise Solutions in relation to the BIG and ISUS programmes. This report

does not address the ISUS programme 2s that is the subject of a separate report subrmitted to

WBC.

i,
The RFQ explained that
"& number of allegations ware made in respect of both schemes and

continuing allegations and . additional supporting information

continue to be provided up to the preseni,”

- The RFQ explained that investigations had been commenced by two former WBC employees

“and that WBC had been secking to appoint a firm of accountants to compléte the investigation.

In our sesponse to the RFQ, we tecommended that the successful applicat;t should meet with

the people who had made the allcgaums before reviewing documents co]lated ag part of WBC's

Lavcsugauon

* Having met with two former employces of Euterpnse Solutions and an- appl.tc:mt to an unrelzted

business stal’t—up prograrome, we produced an eaquiry log whxch we sent to the people we had
met, for their review. That part of the enquiry log which js associated with BIG is attached as
Appendix 1. The remaining parts of the log are attached w0 a sepa.tatﬁ report of today s date and

are not referred to in this report.

If further mfo::mauon is produced and hrought to our attention after secvice of this ‘report, we

reserve the tight to revise our opinions as appropiate. -

Report of Grant Thornton UK LLP

. ©Grant ihornlon UK e, A!! rights resarved )
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BILISINESS‘!N\’ESTMENT GRANTS

This work does not constitate 2n 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 and genuine. To the extent that any statements we have relied

N + - » L4 .
upon are not established as accurate, it may be necessary 1o review our conclusions,

No responsibility is accepted to anyone other than WBC.

This report has been finalised on the basis that WBC advised, on 1 May 2014, that no action wll
be taken by police in relation to this case. No further work has been performed since this report
was issued in draft form on 5 June 2013, a'nd our recommendations contained in our draft report

of that date regarding reporting matters to the police and other authotities aze contained in

Section 7 of this report

"RESTRICTION ON- CIRCULATION

“This report is confidential and should not be used, reproduced or circulated fox any other

puspose, in whole or in pazt, without our prior written consent. Such consent will only be given

after full consideration of all the civcurastances at the fire,

It shovld also be noted that this report addresses matters which may be associated with fllegal or
dishonest activity. Jo dolag 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 concerus

xegarding the integrity o honesty of any WBC employees, - We also note that WBC has oot

restricted our access to WBC aad/or Invest Wiral employees.

1.13

However, this repost is likely to be cxcmpt in whole or in part from disclosure under the

Freedom of Information Act attracting an exernption under section 3Q. Cazeful cons1derauon

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

1.14

Rreedom of Information Act. This is particularly relevant to the comments included in parts of

Section 2 and throughout Section 6.

DISCLOSURES OF INTEREST
Since acceptiné this instruction, Grant Thoruton UK LLP has become the external auditor to
WBC. This report and the uadedyiog review has been undc:takcn:by members of our Forensic

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

© Granl"ﬂmmton UK LLP. Al rights rese.r;.fed. Report of Granl Thornion UK LLP '
. . _ dated’2 May 2014
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BUSINESS INVESTMENT GRANTS . 3

FORMS OF REPCORT

For your convenience, this xepo:t mzy have been made available ta recipients m electtomc as

well a5, hard copy format. Multlpic copies and versions of this 1eport may therefore exist in

different media.and in the case of any dlscrepancy the ﬁnal signed haed copy should be regarded
as definitive. .

LIMITING FACTOR - ACCESS TO ENTERPRISE SOLUTIONS |
We have attached a copy of an unsigned "service level agreement for the provision of specialist
business support between Javest "Wieral and Wirral Biz" (the SLA), 2s Document 1. We

vnderstand that. Enterprise Solutions weré. commonly known as "Wiral Biz" and also

undes:staad that the SLA was never 31gncd We understand that Euterpnsc Solutions does not

J.ccogmsc the SLA.

In the absence of better information, we have Lciled on 1t as 2 fmal and contractally binding -

document.

Document 1 deseribes the services which Enterpidse Solutions/Wirral Biz were due to provide
under the BIG programme. They include advice a0d assistance concerning the preparation of
business plans and "Witral Council Grant Applications”, The SLA explained that

"Wirral Biz will work alongside referred businesses offering .
support under ene of the headings listed above {such as support ‘

- with business plans and WBC grant applications] for a maximum
three days per company {;6'300 per day).”

The SLA does not speciﬁca]l&r refer to audit zights and ‘access to records, but WBC wrote to

Raterprise Solutions on 26 November 2012 asking that we be given access o the accounts and .

records associated with the SLA.
Eaterprise Solutions wiote to us on 13 December 2012 and stated:

“this company has nothing to hide in relation to its :’nvolvemen! in
a:zy of the above prog;ammes [one of which was ti:e BIG
- progra.mms] on which It prowded services. We are lherefore
prepared o grant access on r}:e basis requested, on the
understanding that your costs of the exercise are to be borne by the

C‘omzcz( "

© Grant Thornton UK LLP, Aft rights reserved. Report o Grant Thornion UK LLP
atrlciiy privaie and oonrdentuaf W _ . .~ dated 2 May 2014
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BUSINESS INVESTMENT GRANTS

Contrary to the commitments made by Eﬁtexpﬁsé Soluu'ons,l we have not been given access 1o
documentation retzined by the company conccmir;g the services it provided vnder the BIG |
programme-and have, thcxcforfi,_bcen- unable to discuss these with Enterprise Solutions. This
has limited the depth of our ﬁJ\Jdings as we cannot comment on the way in which Eaterprise
Solndods' o;vn zecords might help to cx‘pl:u'n‘ the programme and‘the. way in which the

documentation subrmitted by applicants evolved. This is of particular relevance to an application

from ML Engine'eﬁng, as discussed in Section. &,

This is also important as §frdinmiiy {possiBly with exception of Section §), we would have

discussed our fiodings in draft form with Enterprise Soludons before preparing this report.

© Enterprise Solutions’ unwillingness to cooperate with us lias meant that we have been unable to

do so.

HINDSIGHT |

It n;xight be said that the best way to assess the aéplicatioas described in this repost would be
with re:ference to hindsight, for exampic; is the applicant still trading etc. However, hindsight
would not have been atraila.t:»le 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

providéd. _

@ Grant Thorntoh UK LLP. Al rights reserved. . ‘ Report of Grant Thornton UK LLP
. i . dated 2 May 2014
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BUSINESS INVESTMENT GRANTS

EXECUTIVE SUMMARY

We have reviewed six BIG Applications in response to the allegations set out in the e.nqmry log
attached as Appendix 1. These applications wece brought to our attention and we do not know
2) whether they are represeatative of the wider population of BIG Apphcauons or b) whether
the anomahes we have identified might also apply to the wxder populauon

There aze anomalies within each of the BIG Applications we have reviewed 2s surnmarised from

paragraph 2.32, o

In large port, the anomalies ay have arsen because of ambignities and inconsistencies in the

documentation given both to WBC's cabinet and a panel of pcople who wese asked to review

BIG Applications (the BIG Panel). It is also because the majority of the BIG Applications we

" have seviewed relied on 2 cashflow forecasting model which had bcen supplied by Enterprise

It Is important to note that, as we understand it, BIG Applications were subject to review which
sometimes resalted in amended applications being submitted. It is importzat to note, therefore,
that had the anomalies been identified before the cortesponding BIG had been approved, they

might have been resolved and the revised ag.:plicatiou might have succeeded,

The anomalies discussed in this report would not, in isolation?, have been sufficient to conclude
. . \

that aa applicant would necessadly have been precluded from a BIG, but they might have

resulted in the submission of improved financiat information which might have enabled WBC to

make 2 better inforned decision.

AMBIGUITIES AND !NCONS!STENGIES

SOLVENCY
"Dotument 2 sets out a range of criteria which BIG applicants needed to fulfil in ovder for their

apphcation to succeed, This included the requirement that applicants needed to be "solvent",

" This term does not appear to have been defined elsewhere and is a \rmy beoad teon which is

capabic of i mtcr.pfetzaon in more thas one way,

! or, moze particularly, 2 sub-contractor working on behall of Enterprise Solutions

with the g

feport of Geant Thornton UK LLP

@ Grant Thornton UK LLP, All rights resarved.
dated 2 May 2014
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For the purpose of this report, we have considered solyency within the context of the Insolvency

_ Act. ‘This refers to two tests:

" balance shect msoivcncy, and

° cashﬂow insolvency, associated with the mabxkty to pay debts as they fall due.

Both of these tests, in particular whether 2 company is able to pay its debts as they fall due,

involve an clcment of judgement, particularly whether the essessment involves consideration of

whether such a situation might acise at 2 future poiat.

We have spoken to the, WBC cﬁxp'loycc who was responsible for drafting the BIG citeria and be

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

" insolveat, particulatly given (in ] his view) that 2ll were trading at least two years furthcr on.

Further, hc has advised that should & question regarding solvency arise by, Iookmg at accounts or

fmccasts then the BIG Panel would need to be assured that there was no other funding

available to stop insolvency, and that Yt'is not as straightforward as making 2. paper based

determination’,

A nated at paragraph 1.23, hindsighf would not have been available to the BIG Applicants, or
WEC and we have not, therefore, applied hindsight or reviéwed the trading history-of applicints
after their BIG had beea provided. '

We have reviewed the accounts and forecasts of 2 selection of BIG applicaﬁts as identified to us
during the meeting described at patagraph 1.5, and our findings ace discnssed in Section 4. Our
review has identified a number of Questions regarding the solvency of the applicants, and we

have been unable to find any docﬁtﬁe.ntary' evidence of these being raised durng the appraisal

process or discussed by-the BIG Panel.

As part of the BIG application process, applicants submitted a range of historic financial

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

informarion submitted by applicants tended not to have beenin 2 format consistent with the

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

- would have recommended that apphcants be required to submit historie a.nd forecast

information in 4 consistent format.

© Grant Tllwrnton UK LLP. Al rights reserveﬁ. Haport of Granl Thornton UK LLP
. X . dated 2 May 2014 -

Strictly private and confltlentlal,




BUSINESS INVESTMENT GRANTS

213 Notwithstanding this feature, the forecasts could have been subject to sensitivity analysis taking
. account of a sexies of assumptions which were more or less prudeat than those used by the
apphc:mts This is 2 commonly used approach to appxaisc potential investments, cspecm}ly
conceraing businesses whose financial circumstances ate already weak and the Jikelihood of 2

project’s success is in doubt. Such a process did not take place.

Model provided by Enterprise Solutions
214 Al but one of the BIG Apphcauoas we have reviewed have used a version of 2 forecastmg

model supplied by Enterprise Solutions.

2.15 The first tab of the model pertaining to T
stated:

“This” Excel Workbook is intended 1o help you compile a realistic

Financial Forecast for your proposed business start-up [our

emphasis].” . ' - i

216  Companies House LECOLdS show that this company was mcorporated in December 2008. The

BIG Apphcaﬂon dxscusscd in this seport was made in Scptembcx 2010 and followed from an
: 2 2 should not, thesefore, havc l

eatlier and snccessful graot provided by WBC tc

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

appropriate model.

217 In speaking to the dicectors o §BEES0, they bave told us that they initially submjtted a forecast
using the same apploach which they had adopted when meking their earier successful

apphcauou, but were asked:to re-submit the forecast using the Enterpuse Solutions model,

218  Furthermore, the underlying assumpttons within the fomcastmg model used by many of the BIG
Applicants were inhetently optimistic as it assumed that the applicant would inenr none of the i

following which would have resuited in rednced profits-and cashflows

®  no bad debts;

- ® no stock loss fwastage.

'© Grant Thorton UK LLP. All rlahts resarved, ’ Report of Grant Thornton UK LLP
Stncﬁy pri\.'ate and conﬂdenl:af ) dated 2 May 2014




2.19

2.20

2.22

BUSINESS INVESTVENT GRANTS

Furthexmore, the model appears to have assurned that creditors would either have been paid

dudng the month in which a sale took place or one month in arrears. This would not necessarily

have applied to businesses which: L

¢ had 4 lead tme of more than one month t6 convert stock into sales, ie the forecasts linked
creditor payments with sales, rather than with the purchase of goods and services; or
 new or financially distressed busitiesses which might have been expected to pay in advance

for goods and services.

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

Habilities (sﬁch as VAT cveditors) might have had on fature cashflow and the costesponding

.apglicant‘s ability to pay its debts as they fell due.

The model supplied by Entesprise Solutions is discussed in mote detail from paragraph 3.11 and
also throughout Section 4, -

THE LOCAL COMPETITION TEST _
The criteria which should have been used to consider BIG applicants, as submitted 1o WBC's

cabinet stated that the:

- "project must pass the "local competition test” in that their sales
are not prz'nmri!jr to « local market or be primarily at the expense

of local businesses.”

© Grani Thornten UK LLP, Al rights reservod, - . " Reportof Grant Thornton UK LLP
. . .. dated 2 May 2014

Strictly prlvale and confidential,




BUSINESS INVESTMENT GRANTS

223 The fest rcquized that sales were not primarily to 2 local market. In order to belp 2 panel of
people responsible for reviewing BIG Applications, WBC pxoduced a flow chart which

summarised the "local competition test” as follows: . -

Is company aotivity
. T | unique to Wirral?
Isihe project mmiqus _ No
to Wirral? - -
Yeox }.—{0 h
(
Is the majority-of
their custom outside
Wicral?

224  The extract here shows that the test would be passed if ‘the company. ox its project was vaique fo
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 relevant consideration if a conclusion had aheady beea
reached that either the "corripany's activity" or the "pro;ect" were unique to the Wirral. The flow

chart does aot xeﬂcct the wording per the criteria submitted to WBC's cabinet.

225 As discussed below (from Paragraph 2 55) @ s appkcation had been fm funds to suppofc (
the creation of a business magazmc for businesses on the Wicral We have been informed that
00 other company produced & busisess magazine. spcmﬁcaliy for businesses on thc Wirral, Thus,

? project was umque“ and according to the ﬂow chait, satisfied

it might be said that &5
"ghe rule”. However, the flowchart did not go on to ask where the sales were pumaulv t be

made, one oE the criteriz set before WBC's cabinet.

2.26 "We have spoken to the WBC employee who twas responsible for drafting both the BIG ariteria

CEEE==pplication did not fail the

and the Rowchart discussed above. He has advised that
local competition test 2 it was unique to Witral. We _note that this is on the basis of the flow

chart discussed at paragraph 2.23, which does not reflect the wmdmg of the criteria subtmtted to
WBC's cabinet as discussed at patagraph 2. 22,

© Granl Thorntan UK LLP, Al rights ressrved, Report of Grant Thornton UK LLP
Strictly privaie and conﬂdemlal _ daled 2 May 2014 .
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THE DECISION MAKING PROCESS
The flowchart attached as Document 4 indicates that the panel set up o conslde.r BIGs.could

either:

¢ reject an application”; or

e Mapree with the posmvc recommendation of the Appraiser and confirm asward of the grant",

In ovr view, BIG applications submittcd by

= - e fo s e e o 4 ==y
AR T i s et r"".—f:‘..h-iw’ et

anomalies, These apparent anomalies were not explained to' the coiresponding BIG Panels, as

summarised from paragraph 2.32.

The BIG Panel was made up of a combidation of écople employed by WBC and [avest Wirral,
and from third party organisations. With refercace to the BIG applications we have reviewed,
only one “third party” panellist sat on all of the apphcauons listed within paragyaph 2.28. Having

- discussed some of the anormalies with that panellist, we inderstand that had he heei made aware

of the anomalies we discussed with him, he wouvld not have supported the comresponding

application without additional information or before the appatent anomalics had been resolved.

It is uncertain what itpact this might have had on the applications. This is because, although we
have seea minutes of BIG Panel mcetmgs which reflect practice, we have seen no guidance

documentz.ﬂoa settng out whether the BIG Panel's decisions were to he taken on a rzjori
g |

basis or on the basis of 2 unanimous decision,

With reference to "prae;.tice", BIG Panel meeting notes dated 21 Aprit 2011 indicate tinat on one
occasion (not associated with the applications listed at pa:ag;‘aph 2.28) an applicatioz‘l had.
succeeded-even though one of the BIG panellists had felt that the application should have been
rejected. On at least one occasion, therefore, 2 BiG Apphcauou succeeded dcspue. one panellist

taking the view that the application should have been 1ejected However, this was "not reflected

in written terms of reference.

INDIVIDUAL APF’L!CAT!ONS SUBJECT TO REV!EW

We have summmscd sotne of the key pomts arising from our review hexc

e more derail from

We have discussed |
paragraph 4.10.

&) G-rant Thoraton UK LLP. &l rights r;asarved‘ ’ . Repott of Grant Thornton ] LLP
. ) dated 2 May 2014

Strictly private and confidentfal.




BUSINESS INVESTMENT GRANTS 11

_ Qrowth forecasts

2.34

T 235

236

237

238

239

. levels of unpaid tax labilides, 'I‘heée were not reflected -within ~

2.40

. @Grant Thornion I LLP, Al rlghts resenred

" A small vadation ju reality. compared with expectation would have meant that E85meus

businéss, but anticipated that it would achieve turnover of £2m following its BIG Application,

B 1 did not subemir 2 monthly analysis of jts historic tornover aad it is not

possible to say whether it desnonstrated high levels of growth in turnover imﬁaediately before its

. BIG Application.

A'Ithough the BIG panel-wias ioformed that 2 lage increase in futuve turnover had been

antmtpatcd the mpact that a failure to have achicvcd this level of gmw-th on @EBEm
solvency, -and in particular; its abiliey to pay its debts as ‘they fell due, was not reported to the

BIG Panel

. eoticipated 2 closing bank balance
=g had an overdrafy balaace of only
B had very little headroor should its

The cashflow forecast submitteé by &5
s Jy the close of October 2010,
%% Thus,.'e‘_ren on its own béscs, Lo T
forecasts have proved inaccurate of ovar.—‘opﬁmistic. It might also have been the case that the

overdraft limit would have been exceeded during October 2010, ie before the end of the month.

E=Z=E0 would have been unable to pay its debts as they fell due 20d would have needed to

cither expand its overdraft or find alternative soutces of fnance. However, 25 Docutneat 2

explained, in order to make a successhil application under the BIG programme;

"Businesses should be able to demonstrate thar they have exhausted

all other conventional sources of Junding available to them",

should have becn expected to pay

It seems doubrful, thcrefore, whethe g_r;&ﬂ ey
its debts 25 thcy fell due if it failed to fulfil its foxccast glowthm tucnover,
Existing llabilities a )

Based on the most up to date balance sheet submitted by . cemETETS

)eopaldise

"not reported to the BIG Panel.

= 2mowe detail from paragraph 4.30.

We have discussed

Report of Grant Thosnton UK LLP

Strlctfy private and cenfldenﬂal dated 2 May 2074

achieved turnover of less than £500,000 in its first ten months of '
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Growth forecasts
= - cashflow forecast was bascd on assumptions that it would enjoy huge increases in .

turnover and pwﬁtab}ltty -The impact that 2 failure to achicve these assumptions’ might have

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

Scnsitmty analysis we have produced iavolving mote prudent assomptions concernieg only
ZEBYB night have been expected to exccecf its overdraft facility

profitability suggest tha &=
withia 2 year of the BIG Application. )

Unlawful dividends

Based on the historic financial infozmation submitted br 3
had paid wnlzwful dividends pdor to is BIG Apphcauom This is important because it implies
that Cass Coaches had preferred the jnterests of shaxcholdcrs over creditoss and this should,.

., it would appea that it

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

Pagel.

- detail from paragraph 4.64

Fundamental error In & S
the year ended 31 May 2009 and for the ﬁvc moaths ended

months eaded 31 October 2009 (e 1 Jane 2009) should have matched the closiag position in the.
capital account of the accouuts for the year endéd 31 May 2009, It dldu't. ‘This fu.ndamental

£rror was not mported to the BIG Panel.

Growth forecasts

246 % appeats o have had a0 cwe:xdx.aft facility % On its own basis, EEF@was forecast to

247 @ s accouats rcported that it had achieved turaover of

248

exceed this faciliey w1thm 4 year of the BIG Apphcatlon This feature was not repoited to the
BIG Panet.- :

=g the twelve months after its BIG

anticipated that it would achieve sules of EEEEEED=
Application. It also seems to have beeﬁ associated with, or indirectly related to, 2 recent history

of bad debt EEEPulso anticipated 2 gxowth in gross profit margins {rom 13% to 27%.

The impact that'a failure to achieve these forecasts might have had ougzsm ¢ abihtyr to pay its
debts as they fell dve was not reported to the BIG Panel

& Grant Thornton UK LLP, Al rights reservad. Report of Granl Thornton UK LLP '
o ) | ) dated 2 May 2014

. Strlatly private and confidential.
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“This is significant because

BUSINESS INVESTMENT GRANTS

) in more detail from

We have discussed

paragraph 4,79,

Growth forecasts )
The historic financial information submitted by
and profitability had. been dcdmmg slgm.ﬁcantly ptioito its BIG Application. Nonetheless, its

showed that its turnover

cashflow forecast was based on gtssumpttons that it would mmed;atcly return to profitability, -

and recoxd tumover o &P 1 compared w1th turnover of @ m in the 11 months before the

BIG Apphcatton . ot . : S
The impact that a failure to achieve these forecasts might have had op o
abxhty to pay its debts 28 they fell due was not reported to the BIG Panel.

Ex;stlng Ilablliﬁ

Although & " cashflow forecast took account of its existing trade debts and

‘trade creditors, it does sot appear to have ‘taken accomt of an existing balarice mar.ked' :

"taxatlon/ dividends" o. @

In a broadly simjlar way, although o =B g estimated that it would recoup all
outstanding trade debts within two months, it assumed that it could pay its Outstandmg trade

creditors over a five month perod,

‘

facility prior to making its BIG Applicatmn aad the bank had refused to mc.teasc the fat:ihty

E—“e—é%-m“;—““ mmpated exceeding . the. Facility within three

Even on its own basis,’
moaths of the BIG Application. The extent to which it nnght have exceeded this facility would
only have growa had its assumptions proved - -over-optimistic and the peed to pay - the

“dividends/taxation" taken place shortly afrer the application. These features were pot repocted

to the BIG Panel.

4

dxscussed in-more detail in Section 5

@ Grant Thornton UK LLP. All nghts ressrved, ‘ Report of Grant Thornton UK LLP
, . , . . . dated 2 May 2014

Strietly private and ccnflden!fai
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2.56 'This setond application involved 2 request for finance to set up 2 free at the point of receipt
magazine for businesses on the Wirral. Based upon the conteats of its application, it might have

been reasonably foreseen that the advertising and other reveques it was lzLely to accrue would
CEn s disectors who “have

havc primarily come. from local sources. We have spokcn to
confirmed that this had been their expectation.

2.57 As a consequence @& s directors had been surprised when WBC staff suggested they apply
for 2 BIG. The application succeeded despite the criteria which uaderpinned BIG which stated
that a: ) .
"project must pass fhe "local competition tesi” in that their sales

-are not primarily to a local marker”.

2.58 As explined &C.)m. patagraph 2.22, the app].icat'tbn_ seems to have succeeded because

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

WBC's cabinet.

umf‘““f'- 1 more detail in Section 6.

2,59 We have discussed S imaaanis

A promded WBC with two BIG Apphcauons and appear

ST le b

2.60 It would seem that &

" t0 have provided two sets of accounts in suppoxt of those apghcanons

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

261 The two sets of accounts ave almost identical, for example, xefcu:ir'lg‘ 10 exactly the same levels of

1

tuctover and net profit.

262 We also note that both sets of accounts inclade ﬂ.%{aﬂf which appears to have been
" provided by WBC in or 2round December 2008. If that is correct, the £500 grant should not

have been included in the acconnts for the year eaded 31 March 2010 as it was provided around

" four months before the period begaa.

© Gramt Thoraton UK LLP. Al rights reserved. * Report of Grant Thornton UK LLP
. .. ated 2 ﬂay 2014

Strloily private and confidentlal.
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1 the similadites in

2.63  We discussed the two sets of accounts with IS Lo S N T

them. GEFF (b told us that, in his view:

"if's obwausly a rnw!a.le”’

2.64  In making his BIG Applieation, B stated that

*I confirm that, fo the best of my kwo;v?edge; the informatign above

is correct and given in good faith,”

2.65 It is uncleas, thercfore, whether €EEE®®5 statement had been appropriate and whether he

 made his application in good Faith,

RECOMMENDATIONS'

2.66 We ‘have made tecommendations in Section 7 of this IEPOLL, These include recommendations

that WBC cmszdms whether it

o can, (x should, claw back the BIG piven to

¢ sholdd refor e

should delay any efforts to claw back the gtant uatil thc Police have g1vcn thc matter due

consideration.

* Having met Mr Lamb, we pulled together notes of our meeting and asked him to review these for
accunacy and compiercness. We have not yer received a cesponse and so these comments may be subject

to change.

" © Grant Thornton UK LLP. All rights ressrved. Report of Grant Thornton UK LLP

Strictly private and confidenifal,

dated 2 May 2014 -
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BUSINESS INVESTMENT GRANTS - BACKGROUND

Dacumeat 2, "Tovest Wirral, BIG Support” described BIGs and was attached to a report

+ prepared by WBC's Director of Cotporate Services, titled "Businéss Support — Respoase to the
- Curreat Economic Climate”, dated 19 March 2009%  Among other things, Document 2

described the ciiteria businesses needed to fulfil in oxder to receive a BIGS, as well as describing

the "application process™,

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

finaneial support because they weze insolvent, as listed here:

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

Applications.

We have discussed the criterla concerning solvency from paragraph 3.41 and discussed whether

the claimaats listed above fulfilled the solvency criteria in Section 4.

Tt has also been alteged that 2 BIG should not have been paid to ggmmesm ecausé the claimant

" did not require financial supfioxf. in crc_léi‘ to complete the project for which it had applied for a

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

Before descrbing these ciiters, we have discussed the decision making Prc;ccss conceraing BIGs .

from paragraph 3.8. ) .

+ attacked #s Dorument 3

"% fixst and second pages of Document 2

¢ final page of Document 2

é Grant Thornton UK LLP, Al rlgh!.s reserved. N ‘ Report of Grant Thoraton UK LLP ‘
) . dated 2 May 2014

Strictly prlvate and confidenial.
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" @ Grant Thornten UK LLP, Al nghts reserved.
. Striclly prlvate and connden!ial

of Enterprise Solutions-in order to deceive WBC. We have discussed &

detail in Section 6,

DECISION MAKING PROCESS .
Document 2 described, the "application process” which BIG Applicants and WBC needed to

" follow. However, the information included in this document was brief and containéd significant

gaps, 2s discussed below in this section of our 1eport.

We understand that the decision making proccss‘ used to consider applican‘ts for BIG was

- summarised on the flowchart attached as Document 4. Some of the key pointts are sumnarised

" here

* Businesses prepared a detailed application for BIG (the BIG Application) attac}'ﬁng a trading
forecast and a cashflow forecast, pa.rt of the "Financial Information” desc:ﬂbed in more detml

at pa.ragraph 3.14, often with the support of Enterprise Solutions,

° TheBIG Application and Financial Information was passed to WBC's Chief Accountant to
 enable the Chicf Accountant to review the Financial Information. The Chief Accountant
prom'de& Lnvest Wirral with 2 memorandum with his commeats on the application and

Financial Information.

@ The BIG Application and Financial Information was appuuscd by WBC staf, resu}tmg n

the pmpa.tatton of 2 BIG Appraisal form, takmg account of the Chief Accountant 5

me.morandum

e Awritten appx’ajéai concerning the BIG Application was prepated by WBC staff (the BIG
Application) and circulated to 2 panel (the BIG Panel) prior to a meeting,

® The BEG Panel agreed with the recommendation reflected in the appraisal given to the panel
metnbess or declined the BIG Apphcanon and this was reccndcd in rainutes of the BIG

Panel's meeting,

s In the event that the BIG Panel ageeed with the recommendation made in the appraisal, 2
report and offer Jetter weré prepared for 2 senior WBC officer and Cabinet/ C_abinct
member, ‘ ‘

Report of Granl Thornton UK LLP
pialed 2 May 2014
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310 We have discussed the. financial idformation provided by BIG applicants and the BIG Panel
.from paragmphs 3. 11 and 3 32 respectively. o

}

FINANCIAL INFORMATION SUPPLIED BY BIG APPLICANTS
311 BIG Applications sequired the applicant to provide the following Financial Iaformation:

»  Twelve month profit and loss forecast broken down monthly, and monthly cash flow.

projections from the "curreat" month through to the first twelve months of the project.

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

312 We have discussed the: forecasts provided by BIG Applicants from paragraph 3.15 and the -
accounts submitted by BIG Applicants from pasagraph 3.29. '

3.13 A representative of the BIG applicant was asked to sign the BIG Application to state that "the
information in this Apphication is corvest and given in good faith". Whilst 2 legal smatter, we assume that

the financial information required of BIG apphcams fell within the information whjch applicants

. stated as being "correct” and "gives jn good faith".

3,14 Staff or sub-contractors at Entcxpnse Soiuuons were not required’ to sign the BIG Applications
or (as far as we can tell) otherwise wasrant or audit the contents of the BIG Applications.

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

:e;p onsibility of the applicant.

"Forecasts :
’ 3 15 We have discussed the assumptions undcxp:lxmmg r_he forecasts provided by BIG Applicants

from paragraph 3.16 and whether the pro- formma forecasts provided by EuteLpﬂsc Solutions wese .

= appropriate for BIG Applicants from paragraph 3.26.

Assumpt;ons underpinhing the forecasts

316 DBeing fo:.ecasts the_u: contents were mhe;.endy uncertain, and should have beea based ond series

of assumptions such as:

e forecast sales and levels of profitability;

o the number of days in which customers were e:;:pccted té)_pay their debts to 2 BIG applicant; .
" the proportion of bad debts which might be expesienced; - ‘

¢ the expected number of days in which the BIG apphc:mt would pay creditors.

Raport of Grani Thorntan UK LLP

@ Grani Thornton UK LLP, Al tighls reserved.
daied 2 May 2014

Strictly private and conildential,
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F

With the exception oSS  the format of the Finandal Information provided by the five BIG

-applicants listed at paragraphs 3 2 and 3, 7 was the same, being based on pro-forma spreadsheets ‘
= copynght and provided by Enterprise

which weze sub;ect to &

Solutions.

The pro-forma spreadsheets were maintained using Microsoft Excel 2ad included:

® 2 gales forecast;

® an expenses forecast;

¢, 2 P&L forecast; and

e 3 cashflow forecast.

" The BIG apphcants listed above provided WBC with e.iectromc copies of the forecasts in

Microsoft Excel In pﬁnclple this should have enabled WBC to prowde sensitivity analyses in

the form of alternative forecasts for the BIG Panel which took accouat of more or lcss pradent

assumpuons thaa had been reﬂectcd in the forecast?.

WBC did not provide the BIG Panel with altetnative forecasts or other forms of sensitivity

analysis. This is sigaificant because, as exphined in Sectmn 4, the forecasts we have reviewed

co:xccmmp

optimistic and often overlooked opening balasces.

The number of days in which customers were expected to pay their dcbts was shown on the pro-

. forraa sales forecast which unde:pmned the cashﬂow forecast. However, the forecasts appear to

have assumed that applicants would incur:

* 100 bad debis;

¢ no stock lo’ss/wastage.

-

The pro-forma forecasts and the model on which they dcpcndcd were, therefore, jnherently
optimistic. The BIG Appraisals we have reviewed did ot alert the reader to the mhelently .

optimistic natute of the forecasts which had beea appraiscd by WBC staff

7 subject to the comments at pa:ag:aph 324

© Grant Thornton UK LLP. AN ng'ﬂs resarved, Report of Grant Thornioa UK LLF
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The forecasts did not specify whea creditors would be paid. The spreadsheets appear to have
assumed that creditors would have been paid cither during the month in which a sale took place

or one month in arreats. 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 ceditors with sales, rather than with the purchase of goods and services; or
¢ new or financially disteessed businesses which might have been expected to pay in advance

for goods and sexvices.

Many of the'cells withia the pro-forma fotecasts (which were excel spréadshcets) were "locked"

' and some of the unde:lf;ving assumptions could not be changed without 4 piassword. 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 assutnptions or might have asked for the password used to "lock" the forecasts and
might have undestaken its own sensitivity anal)’sis. This is relevant becavse small changes in the
assumptions within the pro-forma forecasts could have had significant im[.)ﬁcatbns_ for a

busiaess' solveacy and, in particular, its ability to pay its debts as they felt due.

BIG Applfcants compared with business start-ups
In addition to the forecasts listed at paragraph 3.18, two of the pro-forma onecasts we have

reviewed jacluded guidaace notes which stated thaiz

"This Fxcel Workbaok is intended to help you compile a realistic
Financial - Forecast for your proposed business stari-up: fouk

emﬁhasz:s]. "

As shown by.the quotation, the pro-forma was intended for "proposed business start-ups”. The
BIG applicants we have reviewed had all started teading by the date of theix application. As 2

consequence, they had existing assets and liabilities which should have been eflected in their

. cashflow forecasts (eg in the form of receipts from vapaid sales, and payments to existing .

" creditors). The guidance notes made no reference (o existing assets and liabilities and how these

shotld have been reflected in the cashflow forecasts.

Repoﬂ of Grani 'hurnton UK LLP

& Grant Thorniton UK LLP. Al rights resarved. ' ‘
Stricily private and confidentlal. ] ) dated 2 May 2014 -
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As discussed in Section 4, the opening position (ie existing assets and liabilities) was not always
properly reflected in the cashflow forecasts which supported BIG Applications, The BIG Panel

docs not appeat to have been ‘made aware of this inherent weakaess in the purpose bcbmd the

cashﬂow forecasts on which BIG Appraisals wete made. _

Audited abcounts and six months-management accounts

As explined at patagraph 3. 11 BIG applicants were requited to pj:owdc audited accounts. In
reviewing | five BIG Apphcattons for the apphc:mts listed above, we have not seen audited
accounts for any of the BIG Apphcattons Instead, we. have seen unaudited accounts. The BIG

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

It might be said, therefore, that the applications we have seen should not have beea acceptéd by

WBC or, as aa alternative, the fact that audited accounts had not beea submitted shpuld have

 been disclosed to the BIG Panel, Based on the BIG Appmisals; we have seen, thé BIG Panel
" was aot Lc:fozmed that the. undcﬂ;uﬁg apphcanon (md therefore BIG Apprajsal) had been

prepared usmg unauditcd accounts,

Given the size of many of the BIG Applicants, WBC should have recognised that the application

forms which it asked applicants to submit were flawed a3 they asked for "audited accounts” from

apphcants who were unhkcly to have had them. ;

THE PANEL AND INFORMAT!ON PROWDED TOIT
We have reviewed miautes from BIG Panel meetings in w}nch the applications listed above wese

approved, These show that the panel mcluded representatives from:

s WBC;

o Jnvest Wirral;

o Business Link NYG;

¢ the Federation of Small Businesses;
©  Witral Chamber of Commerce; and

¢ Nacwest/RBS.

‘chument 2 stated that:

"The ﬁnauc:al information will be independently assessed by an

ailocared mcmager within the Council [presumably the Chief

Accountant],

@Gram Thornton LK LLP, All trights reserved

Strk:iiy privats and confidentfal. dated 2 May 2014
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However, Document 2 did aot specify what information should have been made available to the
BIG Panel. Although not specifically stated in Docpment 2, we uaderstand that the BIG Panel
was provided with the BIG A['Jplication and the BIG Appraisal, but not typically given the

Financial Tnformation.

Document 2 did not specify how the Panel would reach a decision (eg by majoriy vote Of

unanimous decision) but read:

“4 panel will be set up to deterinine applications and will meet

monthly to énsure that speedy decisions are made."

With reference to the five BIG Applications listed at paragraphs 3.2 and 3.5, WBC cinployeés
and third party representatives sat on the BIG Pancls which considered the BIG applications we

" have reviewed. OF the third paxty representatives who sat on the BIG Panels, only one pemon

337

339

3.40

sat on.all of the corresponding BIG Panels, referred to hereaftes as the "Eaxternal Panellist”. We

have spoken to this representative jn oxder to discuss his involvement with the BIG Panels and

the BIG Applications dcscubedm this report.

The. Bxternal Pagellist has told vs that he received 2 copy of BIG Apphcauons and the
co::tcspond.mg Appraisals before the BIG Panel ‘met and’ sometitaes received additional

information.

We understand frotn WBC staff that th;s Financial Information was made available to BIG
panellists when they met, but the External Panellist has told us that, in his view; the Panel was
fiot requited to perform a full financial analysis of the BIG Application and that, whilst questions
were asked dvring meetings, the panclhsts selied on the financial analysis which had been

performed bcfom the panel met.

The External Paneﬂist has also told us that he can remember discussions concerning BIG
Applications taking place and that, ulﬁmatel;r, each of these discussions reached 2 consex;sus as
to whether 2n application should be rejected or the recommendation reftected in the BIG
Appraisal accepted. WBC s_taff have told us that 2 majority decision was sufficieat to reach a

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

not documented.

BIG CRITERIA |
As explained at the beglaaing of this section, it bas been alleged that BIG Applicants fell outside

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

Repﬂﬂ of Grant Thorntan UK LLP
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oxder to undertake the corcespoading project. We have d.lSClISSEd these criteria from paragraphs

3.41 and 3.56 respectively.

' SOLVENCY

‘The criteria which businesses needed to meet in order to be considered for"a BIG application

were set out in Document 2. The "business eligibility criteria" which applicants needed to meet .

are listed here: .

o "Invest Wirral Business Teams will consider ffwzz:ffmﬂr plans fiom lcal SME's (xgb to 250 emplosees) with

particular focus o the micro b;f:mmer

¢ The business iush b fi ¥ ;m::m/b and a;;g:zmmifam/ﬁ tonpd and tading in leg:tmafe activily-and be able 7o

dmamfmte this.
& The Company and ifs Directors must be solvent four ctnphasis].

o Tht businest and its project nwst pass the "local competition dgsi® i that their safes are not privearity o o
local marke? of by ﬁ;if):mz} at the expense of loeal businesses.
o Must comply with rhs relating fo BUY State Aid"

We understand that the terms used to describe the business eligibility criteria wese not deficed in

agy more detail than shown above.

As it has been alleged that 2 group of BIG applications should not have succeeded because the

applicant was insolvent, we have discussed the definition of 'solvenc:jr here.

Deﬂnit;on of sofvency
Solvency was not defined by WBC within Document 2 Iﬂ the absence of 2 deﬁ.tut(on, we have

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

4 company s solveat,
Section 123 of the Insolvency Act 1986 refers to two primary types of insolvency:

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

l Balance sheet insolvency - whete 2 company's balance sheet liabilities exceed its

balance sheet assets,

" © Gran{ Thornton UK LLP, All rlghis resetved. - Report of Grant Thornton UK LLP
Strictly private and conndentiaf

dated 2 May 2014
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Cash flow Insolvency
3.46 .As stated above, 2 company is consuicred to be insolvent if it is not able to Py its debrs as they

fall due. Acccndmg to the Insolvcncy Act 1986, this is spchﬂcally defined 25 follows:

"122 (1} A company mey be wound np by the court if:

{f} the company is unable io pay its debts

i)

"123 {1} A company is deemed unable 1o pay its debls:-

{e) if it is proved to the satisfaction of the couri that the company is

unable to pay its debrs as they fall due.”

3,47 We assume that WBC had this definition in miod when it rcquireéi BIG -applicants to provide
cash flow projections. This is because satisfactory cash flow projections would have provided
confidence that 2 company would be able to pay its debts as they fell due and were not,

therefore, insolvent. It should 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, accozding to the Insolvency Act 1986, defined as follows:

“123 '{2) A company is also deemed unable to pay its debts if it is
proved fo the satisfaction of the court that the value. bf the
company s agsels is less than the amount of its Yiabilities [ou:

emphasis), laking into account its contingent and prospecnve

laabafzues.

@ Grant Thernton UK LLP, All Hghts resmved ‘ Report of Giant Thorntan UKLLP
. L  dated 2 May 2014
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.

We note that the practical application of secion 123 (2) should not involve 2 mechanical =

calcalation which only compares assets and lizbilities. In doing 50, we have'rcfca:fed to "BINY

Corporate Trnsne Sarviess Limived v Eurosail UK 2007-3BL Pl & othars [2011) EWCA Civ. 227" in

which Lord Neuberger MR concluded:

“section 123(2) does not awiount 10 a wholly new, relatively
- mechanical “assets-based", basts for seeking fo wind up @
company. It supports the view that the secfion can only be relied
on .b_)‘ a future or contingent creditor of a company which has
reached "the end of the road” [our emphasis), "or in respect of
which the shutters should be *put up”, imprecise, judgement-based

and fact-specific as such a tést may be*,

The Insolvency Act was not prepared in ordet to define solvency for BIG applicants, However,

whilst 2 legal matter, it séems to us that, when considering “solvency” with reference to the

balance sheet test (and ia the absence of a better definition), WBC should only have relied on the.

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

that & business had "reached the end of the road",

This seens to have been the approach 2dopted by WBC because, in some cases, the BIG

Apbiic:mts we have reviewed had greater liabilities than assets on their balance sheets. Generally,

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

unsccesshul.
ri

In the context of the BIG Applications, a suitable definition of solvency might have revolved

around whether WBC/the BIG Panel was satisfied that the applicant would have beea able ta

pay its debts as they fell due within 2 period of one yéaz, or if foreseeable, within the lifetime of *

the corresponding project.

We have spokeﬁ to the WBC employee who was responsible for draftiag the BIG criteda and he
has advised that he fails 0 'see how Grant Thornton can decide if @y of the applicants were
insolvent, particularly givén afl weve trading at least two years further on'.  Further, he has
advised that should 2 question regarding solvency arise by looking 2t accounts or forecasts, then
the BIG Panel would need to bé assured that there was no 6ther funding available to stop

insolvency, and that it Is not a stuightforward 2s meking a paper based determinatios.

Rapott of frant Thornton UK LLP
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As noted at pmagraph 1.23, regarding the comment that the dpplicants were all trad.mg fo]lowmg
seceipt of the grant, hindsight would not have been available to the BIG Applicants, o WBC
and we have not, therefore, applied hindsight or reviewed the trading history of applicants zfter

N

theig BiG hﬁd been provided.

We have reviewed the accounts and forecasts of 4 selection of BIG applicaats and our findings

. are discussed in Section 4. Our review has identified a oumber of questions regarding the

solvency of the applicants, and we have been unable 1o find documentary evidence of these

being raised during the appraisal process o discussed by tae BIG Panel.

PROJECT SUCCESS

It has been alleged tha @ o should not havc succeeded in its BIG Appkcauon becaus @

K== dida't require fiancial support.

-3.57

3.58

359

+

As shown on Docurnent 2, atongst other things, rhc-“pmposc of the fund" had been:
"o enable the project to succeed™

The BIG criteria also stated that'

“Businesses showld be able to demonsirate that they have exhausted

all other convenrional sou{'cés of funding available to them.®”

W have discussed the @essE=9BIG Application in Section 5 and note that this application may

not have passed the "local competition test" which was referred to fu the BIG critesia as follows:

“the business and its project must pass the "local competition test”

in that their sales are not ph’nmriiy lo a local market...”

§ first page of Document 2
9 third page of Document 2
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BIG - ELIGIBILITY (SOLVENCY).

We have disenssed tbé BIG Applicants where it has been alleged th.at they shonld not have been
given 2 BIG on the grounds of solvency in this section of our repott. In doing 56 we have

considered whether the applicants met the BIG "solvency” cutcma based on the "balance sheet

+ test" and the applicant's ability to pay its debts as they felt due

As explained from  paragraph 3.48, we do not take the view that 2 BIG applicant fell oytside the
BIG ctiteria concerning solvency simply becanse its ]Jabﬂ:ucs exceeded its assets, but have
addressed the balance sheets provided by the four BIG apphcants assoc:mted with 1. suggestcd

lack of soivenc;r belowr,

We have also considered the cashﬂow forecasts provided by. thc BIG apphca.nts in order to
consnder whcthcr thcy were likely to be able to pay their dcbts as they fell due.

Document 2 refe::red 0 the purpose of the foad from which BI Gs wese paid 4nd stated:

“During the current economic downfurn, this fund will be used 1o
support SME's [sic] with potential for growth in Wirral, but
- importantly, will also suppor{ the sustaining of companies whe may

be having difficulty fhrough this dosntum”,

As explained in the prew'ous section, the Enterprise Solutions cashflow forecast model had
inherently optimistic assumptions built into themm, such as the assutnption that applicants would

not suffer bad debts.

v

As explained below, the forecasts prepared by each. of the applicants also relied on optimistic
assumptions concerning their future expectations, ‘as well as being driven by generic assumptions *
within the forecasting modél. Whilst we recognise that the BIGs were intended to support
businesses with the poteatiel for growth, at a nmc of economic slowdows/recession,

assutnptions that applicants would increase their tusaover and/or profit margins were not

nccessazﬂy approprate.

Against this bach:op, static turnover/ Pr_oﬁtabdn}r or a slow-down in the ratc of decline m‘ight
also have been indicative of success. This is especially true of apphcants stach as R
which had been mcorpoxateci in 2003, '

Report of Grant Thornton UK LLP
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This was, or should have been, recogaised by WBC given that the report prepared by WBC's

Director of Cozporate Services, dated 19 March 2009 (Document 310) pointed out that

to "Whilst the Council's Invest Wirral team continues to work with
' " companies regarding expansion and investment plans, there are

significantly more occurvences of them working with companies
which are experiencing operating difficulties ‘in the current
economic. climate four emphasis), Invest Wirral is acting in a
responsive manner in identifying and tczraen‘ng such companies and
is working much more closely with parmer o gamsanom to ensure
a co-ordinated approach., The proposals outlined in this repon‘ will -
build upon that co-ordinaied appwac}z and the package of support
available.”

. We have discussed the four BIG Aﬁpﬁcants'whosc solvency has been questioned as follows:

-

19,

As with each of the four BIG applicants listed at paragraph 4.9, we have considered whether
o passed t'hc""ﬁiﬂanc_:a sheet test", and, whether it was likely to be able to

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

ELIGIB]L]TY BALANCE SHEET SOLVENCY

2B Apphratlon was dated 7 Octobm 2010.  However, the

corresponding BIG Appraisal was dated 17 May 2010 the application was approved by the BIG
P g 2% PP PP ¥
: in June 2010 We

Panel on 27 May 2010 and an offer was made to
assume, therefore, that the BIG Apptication was incorrectly dated.

10 paragraph 2.8 of Document 3

@ Grant Thernton UK LL‘P, Al rights reserved.
Strtcty private and confldenttal,

Report of Grant 1.‘210mton UK LLP
. dated 2 May 2014




4.13

415

416

.+ tarmover from

4.17

418

. BIG Appltcattom Howevey, the Proﬂt end loss account p:owded by

‘the date of the BIG Application,

BUSINESS INVESTMENT GRANTS 28

conld not pxowde accounts for a

In support of its BIG .Apphcatxon : =
whole year of trading as required by BIG Apphcatlon stationery {see paragraph 3.11) because it
had ooly been mcoxporatcd for approximately 11 months (fune 2009 to May 2010} It did,
howcvcr provide management accounts. for the. 10 months ended 31 March 2010. That
; had been established in June 2009 was seported to the BIG Panel in the

conespond.mg BIG Appralsal.

BIG Appfjcatton is likely to have been made in May 2010, the

Finanmai Info:matlon plowded (xts management accounts for the 10 months endcd '

31 March 2010} by was, therefore, at least 2 month old at the date of its

showed that it had genciated profits- in the period to 31 March 2010 and the balznce sheet

inciuded within = EEES 'y management accounts referred to net assets of

' ,{:60 885, Assummg that it had continued to accrue proﬁts in the period from 31 March 2010 to

is hkc:ly to have passed the balance

sheet test at the date of its BIG Apphcatton

ELIGIBILITY — ABILITY TO F’AY DEBTS AS THEY FALL DUE

=== provided a cashﬂow forecast for the

In support of its BIG Application
year ending 30 April 2011,

Growth In turnover

We note that the BIG Appraisal pointed outt! that the growth in turnover was “ambitions" 20d
noted that the forecast anticipated future anaval sales of "“us! wnder £2m" haviog achieved sales

of "£458k i its first ten ;waﬂfb:_éf aperation fo March 314 2010".

The BIG Appraisal also stated!? that:

it has been consulred on the financial posman

of fke company and has commented that although the company's
incorporation Is 100 recen! fo offer any degree of rehabifg
i3

conclusion al this :!me t}:ere are no adverse signs concemmg

. solvency

W section 2 of the BIG Appcaisal

*12 sectioa 7 of the BIG Appraiszl

© Grant Tharnton UK LLP, Al 1 ghts reserved ’ - Hepoﬂ of Grant Thornton UK LLP
) . S L - dmedzMay 2014

Strictly private and conﬁdam[al
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4.22

4.23
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Ll

.months of trade, rather than on a pro-rata basis.

BUSINESS INVESTMENT GRANTS .30

However, the BIG Appraisal did not endeavour to quantify the pofat at which 2 lack of sales
1g from paying its debts as they fell due.

growth might have prevented

"ing had

According to the BIG Appraisal®3,

"£500 overdrgft facility which is the imaximum their Bank is *

1

prepared to provide wrt}zam‘ Increased and unavailable security.

The cashflow forecast submitted by _ indicates that it anticipated having 2

bank balance of &

g did not submit 2 monthly analysis of 'ft.s Biston'c

-‘As far as we can tell,

levels of mmover. As 2 result, we do not know (aad nor did WBC) what monthly turnover had

been during its first 10 months of trade. The, smonihly level of turnover might bavc been

growing and it might have been appropriate to model the coming year hased on the most recent
Thewfom it wonld have been- difficult t

condlude as-to whcthex projected tarnover was reallsuc

had doubled its mrnover during the year for

However, assaming that
“would

which it i)foividcd forecasts from that achieved in its first 10 moanths of trad

have had tumover of approximately £1.1m'5, &omparéd with fotecast turnover of £2m.

Owiag to the way in which the forecast was prepared, we have not ze-modelied
s cash flow forecast, However, given the very fimnited headvoom available at the end

of Ocrober 2010, without, making significant savings or finding alternative soi:xces of Anance,

P
r:‘.?'FP—‘-——

the existing overdraft is un]iLeiy to have been sufficient to have enabled

to pay its debts as they fell due. Futthermore, for a company to genemtc such an increase in .

tumover, it should have been expected that S5
alternauve sousces of finance with which to fund its, gmwth in working capxtal '{"nesc risks do

not appear to have been mpo::_ted to the BIG Panel.

B parageaph 3.3
# the cash flow forecasts we have reviewed only show the openmg and dosmg position for ¢ach forccast

month

1 (457,877 + 105 12) x 2

I':teport of Granl Thornton UK LLP ..

 © Grant Thornton UK LLP. Al rights reserved. '
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Opening position - VAT and other tax payments
E balzncc sheet shows that the company had 2 VAT i.labﬂ.lty ¢

T %) i

A EEEE,

as at 31" March 2010. It is thIy that the VAT creditor would have begn due for paymerit in
May 201016 g5 2 cotnpany with 2 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 aaomsly was not ideatified jn the -

BIG Appraisal

=2 These may also havc been payable in May 2010 but are not reflected in

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

BIG Appr.aisa.l.
N .
As such, taking accouat OE 0o othe.z anomalie-

= ".mg would have beea unable
to pay its debts as they feli doe during 201 01’2011 unlcss it located altemauvc sonrgces of finance

el cashﬂt)\v forccast

)

or outperformed its plo;cctnons This is becanse ™
anticipated that it would have a cash/bank balance o gtﬁ at the ead of October 2010, but in

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

@ at that point after it had met #ts obiigations to pay its taxes, ‘rather than the existing

overdraft %

Conversailon with the External Panellist
; |
S Apph:cadon

A BIG Panel, convened on 27 May 2010, approved
The minutes show that the pacel compnsed two- WBC sepresentatives, one Invest Wincal

representative and two other people.

+

We discussad the apparent shoxtcommgs legaidmg the apparent lack of provision for repayment
of the VAT, and other tax payments with the External Panellist. He has advised us that, in his _
view, had the BIG Panel known that the cashflow forccast had not made peovision for these

P

existing tax liabilities, the apphcatlon Would have been:

" “unlikely to have gone through”.

¥alternatively, the deht ruight have been paid in ApAl 2010 but this would havc brought into quesuo:n

Whether 2n opening bank balaace o EEBESTs likely given tha Ziad cash and
bank zeserves of only (@@gE 25 at 31 March 2010

ﬁepon of Granl Thoraton UK LLP

© Grant Thoraton UK LLP. All rights reserved,
dated 2 May 2014
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TR ;ﬁ,!glﬁw-iifaé%l‘i% i

ELIGIBILITY ~ BALANCE SHEET SOLVENCY
430 === es’ apphcatlon was dated 27 November 2009. This was supported by unaudited and

uasigned accounts for the year eﬂded 31 March 2009 and management accounts for the seven

months ended 31 Qctober 2009,

431 TR
company had net liabilities'of ,57? 163 and £51,483 at these dates

1
is ]:Lely to-have been insolvent

s had liakilities which

432 Ona stuict interpretaﬁon of the balance sheet test ot

at the date of its application in November 2009, That &
exceeded its assets was known to staff at WBC because they had access to a lettex fronggmm

ﬁ accountants dated 19 June 2009 which statcd

aud con conﬁrm t}zar your balance .s-heer is insolvent (approz

omid not point out that

433 Although the BIG Appraisal concerning
- liabilides cxceedcd' its assets, it did point out that @&====> had a "net current ﬁabiﬁty of

I

Z2aias’ accountants dated 19 jfusic 2009 e(plaincd that the shortfall in
= 0.

434 'The letter fron
assets compaxed with liabilitles was largely because
_Compames House records show ths s had been 2 director of % s since
2003. This fc_.:aturé was refecred to in the BIG Appxmsal which stated that

owel

"The mformatzan also' indicates that a long term debror of £135k is

10 the owner/director.”

TR 4 current liabilities of

435  Although there is a differeace between the total liabilities o
22", on cither basis, for the reasons explained from pmagraph 348, we would not say that
SeEEa) 5 jnsolvent.

these bahmces were, on their own, sufﬁacnt to have cos::clud@d that

EL]GIBILITY ABILITY TO PAY DEBTS AS THEY FALL DUE

436 Ia addition to managcmcnt accounis for the seven moaths.ended.3L. Qctobe.c 2009
= provided 2 cashflow forecast for the yeas ending 31 December 2010 (ie begmnmg on

1 Jﬂ.nuary 2010) in support of its apphcanon, dated 27 November 2009.

@ Grant Tho.rmon UK LLP, All rights resarved.

Report of Grant Thotnton UK. LLP
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s to "provide cashflow projections from the current

The BIG Application required

159

month", It seems to us, therefore, th 1ok should have provided a forecast fm the

period from 1 December 2009, rathm than &om 1 ]anuar)r 2010 in ordcr for it to have tun

(:cmcm:rem:lyr W.lth its application. ‘

Forecast sales

Based on the contents of its cashﬂow forccast, it would seem that

SEEsy was 2 seasonal
busmcss with sales peaking in the summer moaths ofjune Jnly and August.

It would be misleading, thetefore, to compare avemge monthly sales shown in the mmagement
accouats for 2 seven month pered o 31 October 2009 with the fmecast averagé monthly siles
showm in the forecast for the yeat to 31 December 2010. This is related to the seasonal nature

of éez=m== "business. Tt is also Hecause one penod included seven m0nths Whexcas the

 other iacluded 13 months and also because the management acconnts did ot mqludc 2 month

by month .maiysm with which to make 2 d.!rcct month on month comparison.

However averagc monthly sales shown in the accounts for the yeat ended 31 March 2009 were

EEED naeasing & == the sles forecast for the yéar eaded 31 December 2010, an
increase of approximately 50%. The BIG Appla.!sale informed the BIG Paoel that turnover of
@@= had been recorded in the year eaded 31 March 2009 and that this, was forecast to

increase to EFEES  the year ending 31 December 201 0, ie an increase of approximately 50%.
. . !‘5.': ' o : ) Tt

However, the in‘;pact that a failure to meet these growth targets .might have had or
&= abj.hty to pay its debts as they fell due was not Identl.ﬁed in the BIG Apprmsal.

R

Gross profit margins. -
e achieved gross}profit ma.rgﬁ_ns of:

®  51% dusing the seven months ended 31 October 2009; and

<

27%2 dunng the ycal ended 31 March 2009.

m

'© Grant Thornion UK LLP, All rtgh(areserved . ) Repon of Grant Thornton UK LLP
Sirletly privaie and ocnfldenliai
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4.43 The change in gross profit margins may have come about because of the different way in which

4.45

4.46

4.47

acconnted for its direct codts in its two sets of accounts. If that is cotrect, it would

hclp to cxplam why WBC might have asked BIG applicants 1o submit historic and forecast
results which bad been prepared vsing 2 consistent of approach The absence of such 2

consistent approach made 2 cotnparison of historic and forecast trading more difficult than it

needed to have been,

’

D ' cashfiow forecast was based on forecast gross profit margins of 66%. "The

forecast growth in pxoﬂtab.ilit‘y was not identificd in the BIG Appraisal.

Had adjusted cashflow onccasts been prepated using the gross profit margin achieved in the
seven months pr_tor to the BIG Application (ie 51%), this would have resulted in the cashflow

forecast attached as Appendix'2,

.

Making no other changes, Appendix 2 shows thar “g _ = would have needed 30 overdraft

{or other lending faciliu'cs/third party investment) at the ead of Febrary 2010 and throughout

the rest of that caleadar }'t.ai begmnmg with 2 requirernent for finance of EEEEES)d peaking

e S R,
n,ﬂ».a,_.ﬁ 22

e by June 2010 ‘there was a risk which could have been foreseen that thiggssss
&EEESaould have been unable to pay its debts as they fell due.

b
"._

© Grant Thornton UK_.LLP‘ Altrights resewed.. ) Report of Grant Thornton UK LLP
Strictly private and gonfidential, . ’ . ) dated 2 May 2014
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Opening cash balances

and 31 Octobc: 2009 and are summauscd in the foﬂowmg table

31 March 2009 31 October 2009 Difference

Cash at bank/hand
 Bank loans/oveidrafts

4,49 Thus, the Information available to WBC showed that

4.5¢
card" balance of %13 at 31 October 2004,

4.5t Neither of these features (ie the reliance on credit card(s) and the apparent deterioration in the

c:onﬁpmy's cash/bank/ovesdraft poéiﬁga) were identified in the BIG Appraisal,

cashflow forecast had an opgning balance o,

4.52
1 jaﬂuary 2010, the comp:myr wou]d havc a posiuve cash position ¢ s

4.53  Thus, in order for the opemng cash position m the forecast to be correct

to generate cash of at leas: € in 2 two month petiod™, This gap and the need for

% to generate

accurate was not identified in the BIG Appraisal,

=

e

in order for the opening position in the cashflow fozccast to be

4.54 In-the event tha

the compmy would have had a deficit ¢ _ "

© Grant Thornton UK LLE, All rights resarved. ' Report of Grant Thoraton UK LLP

Strlcﬂy prlvate aitd confidentfal, . . . ) . ‘ dated 2 May 2014 - .

= 3 "eash at bank and in hand" and “ba.nL loans and overdraft" a5 at 31 Mamh 2009 -

" balance sheet as at 31 October 2009 showed that it also had an uup:ud "CL&d.lt _




4.55

4.56

4.57

4.58

4.59

4.60

cash balance matched the positon reflected iv (EFEe es' management accounts,

. énded 31 March 2009 (Docamest 5). These show thar &

BUSINESS INVESTMENT GRANTS 36

% had an overdreft facility of@dESER. In

= es would have needed to locate altarnative sources of

circumstances such as these, £
finance — in the event that it faﬂed to do s0, it is ltl.e]\v that =g would have been

The BIG Appraisal states that

unable to pay its dcbts as they fell duae.

We note that the BIG Appraisal pointed ont that:

"There is some concern over the ability of a;lie company to survive
through its period of short term indebtedness through 2010 when
profits should improve liguidity. It would appear that the owner is,
ﬁt!fy conumitted fo the compauy and. mention is made of the value of
li;e property whick a!fhoug}z not part of the company’s assets is
also owned by the director and by implication ma)' be_ u.s‘ed as .

collateral,”

Tt seems o us that, had WBC amended. @ 8 cashflow forecast such that the opening '

i

providcci by WEBC ‘might have been more prudent and the concern regarding
ability to survive through 2010 emphasised further. )

OTHER POINTS - .
The financial inforation supplied b;

;;Iﬁm_;:?gr}"%ﬁ':‘

fuded unaudited accounts for the year

o had a "deficit" brought forward into the period or year-ended 31 March 2008 . e
o - the "deficit" increased during the petiod or year ended 31 March 2008 following the payment

of dividends totalling . CEEEEEEES
o had net Jiabilities as at 31 March 2008 -

-

) F .
R uding retained losses ¢ G

Section 830 of the Companies Act 2006 states that

"A company's profits available for distribution are its accurmitdated,
realised profits, so far as not previously utilised by distribution or

capitalisation, less its accunulated, realised losses,.."

As such, it seems likely tha S should not have paid a dividead dudng 2007 /2008 as,
at the begining and end of the year ended 31 Maxch 2008, it did not havé accurnulated realised
S 5 may have paid an unlawful dividend

profits from which to pay a dividend. ~
was not identified in the BIG Appra.tsaL

® Grant Thorntan UK ELP, Al rights resBrVed . ngpm of Grant Thornton UK LLP
- . daied 2 Eﬁay 2014

Strictly private and camtdenﬂal.
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"4.61% This is relevant because the requirerent that dividends re paid out of accumulated, sealised

profits acts to protect creditors who might othcrwzse be favoured over shareholders,

‘Conversatlon with the External Panelllst -

3

4.62 A BIG Pancl, convened on 10 December 2009, approved am=mmssy | BIG Application. The

minutes show that the panel comptised two WBC representatives, one Invest Wicral

representative and three ather people.-

4.63  The External Pacellist has told us that he would have expected the potcut:all;r nnlawful payment
" of dmdends o have been 1epo:ted to the BIG Panel. e also told us that, without more
information 20d explanations, *had he been made aware of the Lind of deterioration i @y

i ﬁnanclal position (sez from paragraph 4.48) he would not have supported the

apphcauon

' "'ﬁ ELIGIB!LITY BALANGE SHEET SOLVENCY ) _
= BIG Apphcatxon was dated 11 December2009. In support of the BIG Application, Cara

provided:

*  unaudited financial statemeats for the year ended 31 May 2009; and
© . management accounts for the five months ended 31, October 2009, ie bcgmmng on

1 June 2009,

465 The unaudited financial staterents for the yeu ended 31 May 2009 reported th E=vhad 4
capital acconnt 01%-@ 25 at 31 May 2009 (Documeat 6). This should have been the opening
- balance iBE=  capital acgount for its five months of managerent accounts ended 31 October
2009, However, rather thaa showiog an opening balance of _%@%be managerhent accounts

for the perod from 1 June 2009 showed an opening balance o @=== (Document 7), 2

difference ;_—ﬂn?

4.66 This is 2 fundamental error which should have beea identified b;r WBC 2nd reported within the
BIG Appraisal The error was not seflected in the BIG Appraisal and ‘should have ralsed :
fundamental concerns regarding the reliability of the Financial Information submitted by ‘

......

@Gran[ Tharaton UK LLP. All rights ;eser\fed ' ' Repon of Grant Thornton UK LLP
Strlcﬂy prlvate and conﬂdenira! . . da!ed 2 May 2014
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- forecast provided by Cata was a0 oxrerdmft ¢ en

38

ELIGIBILITY - ABILITY TO PAY DEBTS AS THEY FALL DUE

Opening posntlon
In support of its BIG Apphcanon dated 11 Decembu 2009, Cara ps.omdcd management

accounts, for the five mosthFanded 31 Octobcx 2009 and a cashflow fozccast for the 12 months

ending 31 December 2010, ~

The management accounts{ showed th @25 wd a great deal of debt for 2 business turning over

=

ST et

approximately

r'@‘;q-x

¢ "hapk cuerent acconnt” . S

s morigage of g

1021.1 of ﬁ

The BIG Appraisal and corresponding BIG Apphcatﬁon"’ stated ths @ rad 20 overdraft of

S The BIG App::aisal explained the g8 had a "cash dcﬁat" o ez beiag an
overdraft o) gzmany ' and 2 bank loan o &= The opening cash posmon in the cashflow

The BIG Appx:aisal did not inform the BIG Panel that, as at 1 November 2009 %{ had

headroom of onl G5 ie oﬁl)r a small chaoge io @y circumstances would have threatened
its ability to pay its debts as they fell due.” Given the existing high level of debt, it seems doubtful-

whethe &2 ould have been able to extend its overdraft or otherwise find alterpative sources

of finance.

Sales and bad debts
& Faccounts for the year ended 31 May 2009 disclosed annuai tatnoves dm:mg the three

previous yeass o = = =
& forecast for the year cndmg 31 December 2010 anumpated sates of @bm

fold growtlr compared with 2008/2009, the most recent accouating period. &3, histodc levels

of turnover were disclosed in the BIG Appraisal.

T A o 'e—m&;s;-mm;.-ﬁ.

© Grant Thornton UK LLP. Al rights reserved, . . Repon of Grant Thornton UK LLP
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472 The forecast assumed th ¢z aon cash sales would be paid by the correspondiag debtor after
one month after the sale, but made no allowance for bad debts. The BIG Appraisal poioted out -

ﬁad incuered a bad debt of G2 - durmg the year ended 31 May 2009 Eo]lowmg the
2 wrever, the BIG Appr:usal did not

liquidation of a selated parcy, S S R
mfomn the BIG Panel tha, @cashﬂmv forecast aunapatcd no future bad dcbts

- Gross profit margins o _
473 & inancial statements for the year ende.d 31 May 2009 did not disclose its resalts using the

same format as its mznagetmnent accounts fm the five months ended 31 October 2009. In
particular, unhLe the fmanaal stitements %maﬂagcmmt accounts Jd&ﬂﬁﬁcd wages as
" expenditure, whereas the financial statcrnents xecogmscd ll of the companys wages 25 2 cost of

sale.

474 I° @maﬂagemem accouats ate adjusted to tecognise wages as 2 cost of salc % ﬁnancml

t mfoxmaﬁon pomtcd to gross profit marging of: S o

-

e 13% during the five months cnded 3 Octobez 2009%; and
e 11% du.tmg the year ended 31 Ma}' 2009, '

-4;75 i@ashﬂow forecast was based on forecast gross profit margios of 27%. Although the BIG
Appraisal refested to forecast levels of pet profits for the year ending 31 December 2010, the
forecast growth in profit margins was nét identified in the BIG Appraisal, .

4.76  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 forecast
attached as Appendix 3. . Making no other changes, Appendjx 3 shows: that &= vould have
necdcd an, overdeaft (or other loan faczhttea) from ‘the end of November 2009 until the and of,

August 2010 peaking at &= the end of March 2010, This is important a7 @q)pems to
- hive bad an overdraft facility of onl % '

1

. Conversation with the External Paneilist
471" A BIG Panel, convened on 14 Januaty 2010 approvec @ 1G Apphcauo:l The miautes
show that the paneI compmsed o WBC mpresentatwes, one Invest Wirral rcprcscntauve and

xo 0 e nns QRGO Persou )

Repari of Grant Thornton UK LLP
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478 We discussed gup BIG Application with the External Panellist In pasticular, we discussed the
differences it gy opening and closiag balance sheet position {see from paragraph 4.65). The
External Panellist told us that had he would have expected the BIG Panel to have responded:

“should just be saying no, it's a waste fie the BIG Application) of

everyone's time”,

4,79

° unauchtcd ﬁnanc:al statements for the year ended 31 July 2009; md

e maﬂagemeﬂt accouts for the Pe_ttod ended 30 June 2010.

4,80 These seported that & : =had net assets of cEEEmd eyt
31 _}uly 2009 and 30 Junc 2010. On 2 stnct interpretation of the balance shcet test, the

~ monstrated that they were solvent.

balance sheet shows that jt had 'fintcr—company" debtors of

4.81
rpmsemn B0 June 2010, Without these, =3 would have had net assets
== (je its asgsets would have continued to exceed its Habilides, but to a much smaller
- dcglee) That recovety of CETESEESERERES  cccompany debt was contmgcnt on a factor
== dn:ect control was reflecied in the BIG Appraisal®.
EL]GIBIL!TY ABILITY TO PAY DEBTS AS THEY‘FALL DUE
Growth In turnover and profltabiiity
4,82 . accounts for the year cuded 31 July 2009 mfcx_tcd to two years of
483 5 3 mmagcmcnt accounts refer to 2 pcﬁoa ended 30 junc 2010, We assume

AT it n, =
T

==EE55  management accounts showed that the business had ceased

31 July 2009. &
to be profitable and refesred to 2 continued decline in tarnover (presumably for 11 months) of

© Granl Thornton UK LLP, All rights ressivad. - Repcrt of Grant Thornton UK LLP
. - . . dated?2 May 2014

Sirictly pr;vate and comldeni!al
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" cashflow forecast was based on an nnmedmtc return to profitability and

anucxpated sales for the year ending July 2011 of almost &= ‘This was in contrast to the
tesults recorded duting the 11 months ended 31 July 2009. Thus, in order for the cashflow

forecast to be achieved, Atlanuc Engncmng r_cqm:ed 2 quick tmnamund in sales.

The BIG Appraisal alerted the BIG Panel to some of these features and the impact they might
have had, but did not exphia-the impact that the cout{nucd decreas.‘-c in turnovér might heve had

= 1 has expenenced

"As already stated
severe trading’ d{ﬁ‘iculues over the last twelve months and latest

figures show that whilst the company was generating Prafits over

© 2008 and 2009 it is now indicating d loss oy 17 at 30/6/10.
The ca.s'izﬂow allows a gmut of eg=l in Seprember 2010 and
without the g:anr the company wonld exceed its overdraft that

monith zmd confinue to;do so ungil January 20117

Howcver, the BIG Appraisal does ot appear to have been prepared with reference to cashflow
forecasts based on toore prudent fo;ecasts conccmmg both turnover and profitability, The BIG
Paacl does aot'appear, ther_cforc, to have been given information which enabled it to appreciate

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

due.

Openlng position

To some extent

ashflow fmecast for the year &om August 2010 tooL

account of its opening pos1t10n as it assumed that:

meerrs during Augost

¢ outsta.udmg uade debtors as 2t 30 June 201 0 would pay
and September 2010; ang

¢ outstanding creditors as at 30 June 2010 would be paid by &=
August 2010 through to December 2010, '

K

© Grani Thornion UK LLP, All rights reserved. | Report of Grant Thornton UK LLP
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4,88 However, the cashflow forecast made no allowsnce:

FERES which were outstaadiag as 2t 30 June 2010; or .

o for "taxation/dividends" of §
"o any other cash cutflows accruing during August and September 2010 exeept for employee

wages a0d national insurance aod short tenn interest,

=8 debtogs would

489  Similady, whilst the cashflow forecast assurned that all of =
pay in two months, the forecast as%mcd that it ‘would be possiblc to delay paying its trade
ereditors (ie those outstanding as at 30 June 2010} ia foll untl December 2010,

4,90 This was impostant because acccndmg fo its balance sheet, g
of gmepema it 30 June 2010 and accoxdmg to the BIG Appraisal and pEmg
BIG Application, . 2 Smatan overdraft facility of P  and-the company's

bank had refused to increase the faclhty38 Thus, ooly a shghtly more prudent cashflow forecast
vould have been unable to pay

would have resulted in the conciusioﬂ that ,

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

491 The possible anomalies in Atlantic Engineering's cashflow forecast were not identified in the

BIG Appraisal

Conversation with the External Panellist

492 A BIG Panel, convened on 25 August 2010, spproved
. The minutes show that the panel comprised two WBC representatives, one Invest Wirral

st

et
Ty

BIG Application.

representative and one other person.

;o ' .
493 We discussed 5 with the External Panellist. The Faxternal Panellist told us

that had he-been given Atlanuc Engineering's cashflow forecast and been made aware that these

did not take account of opening balances on 2 balance sheet, he would have looked into the
smatter. He told vs that without more information and explanation concerning '_‘ope.niug.

balances", he would have "zgfised the a;bpiimtioﬂ". ‘

38 Section 3.3 of the BIG Appraisal and section 2.

© Grant Thorntan UK LLP, All righis ressrved. T Repcrt of Grant Thotnten UK LLP
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BIG - Eualssuw (ENABLING AND LOCAL
comps‘rmom)

LOCAL GOMPETIT!ON

0

> - Application included an executive summary which stated that:

e e e T T T
e el

business conmmunity g of Wirral. It would be published quar !erly and

43

ands to launch a magazine serving the -

d:.rmbured Jree of charge, 1o the owne:/decwmn maker at each of

Wirral's 8,000 businesses.
R E

Al revennes will pe génemfed through a range of paid-for
advertising. options, creating a uniguely targeted platform for

business to business marketing in Wirral, [our emphasis]} "

5.2 % s BIG Application included a praject description stating that:

© "We plan to start wafking on the Wirval Business Magazine [ohr
emphasis] in Novembgr 2010, giving us 11 weeks to put the first
edition together to latnch i the New Year. We have identified a
local journalist with experience of Wirral's business contmunity
four emphasis] to work alongside our existing editor, Banja and

write the magazing and we will also be recruiring an experienced

sales person, who fogether Witk the company director Melissa

(with. 12 years marketing experience with H’:rra! businesses [our

emphams} } wa!l promote and sell the first issue®

¥ peragraph 2.2 of the Let's Go BIG Application
# paragraph 2.6 of the Let's Go BIG Application )

& Grant Thornion UK LLP; Al rights resarved
Stricily private and conﬂdenﬂal
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The distribution method of CEETETDRRSEE «  will be
similar to Schpbl Select: we will purchase the names and contact
numbers of every business in Wirral [our emphasis] and contact
‘each business by phone to obtain the name of thé owner/vigin
decision-maker. This will form our distribution list and magazines
“will then be poly wrapped (giving us the opportunity to sell direct
flyer distribwtion} and addressed béforq being sent by Royal-Mail

to each named recipient.”

53 g Submitted sales forecasts in support of its BIG Apphcauon These included forecast

sales for a

January 2011 _ -
sales forecasts shown in Section 2.7 of the BIG Apphcatlon whcxeby zevenue appeats to have .

been forecast exclusively from advertising,

54 @EZZEEP - BIG Apphicaton did not specifically address where it would generate its sales.
However, based on the comments incladed above, it seems likely that many, pcrhéps the

majority, of forecast sales were anticipated to come from Wirral. It seerns to us, thesefore, that

P(G Application failed the local competition test as salcs were pnmmjls' (or.'

ex uswely) toa lo cal ma.tkct

5.5 We havc d13cussed this feature with WBC staff and have been told that =; mtcutioh had

been to begin with o business magazine in the Wirral, and thea to roll it out throughout the
North West and then the remainder of the UK. Such 2 model would have been broadly
consistent with an earlier publication which had beea supported by WBC (a public;nion knowa
as §chool Select), On that basis, sales might have been genefatcd pnmaﬂly outside of the Wirral.

-However these plans were not rcﬂectcd in the EaEEEsD plxcauon
56  We have spoken to @555 » directors and have been told that they had undesstood that they
would ot be eligible for a grant to promote their new business magazine. We understand that

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

support businesses which gcncmtcd their custom in the Wicral We uaderstand from

that they were encouragcd to 2pply fora BIG on the basis that there wasn t an existing business

on the Wirral offenng this product.

© Grant Thornten UK LLP, Alf tights reserved. h Report of Grant Thorntan UK LLP
. . .~ dated 2 May 2014
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MEETING WITHTHE EXTERNAL PANELLIST

2 with the External Par;eliist and whethet S 's ap:piicat.iou had

We discuss'ed

510

. been achieved within the local marklet ’

57
fulfilled the ' local competition test”". The E*:tcmai Panellist explzined that, in his view, the panel
took the view that aa application should succeed provided that this was not at the expcnse of -
emstmg local competttzon '
5.8  The External Pznellist gave us a copy of Document 11, being a flow chast titled "Local
Competition Rule Decision Process” and esplained that he and the panel had addeessed
applications in the context of Document 11, An extract from Document 11 is ificladed here:
Is company activity
unique to Wirral?
Is the project unique No ‘ '
o Wirsal?
No
Yes ' '
e SRR
Isthe majonity of ‘ No
theircustom outside | .~
Wtral?

Thus, on the basis of the flowchart, the local competition rule was passed if "the company

“activity” or the ! pxo;cct" was unique to the Wirral. On this basic TR pro;ect passed the

. local competition test. However, the flow chart is not consistent with thc criteria submitted o

WBC's cabisiet 25 this stated tbat the local compcntxou test could oaly be passed if an apphcaﬂts

".mle.f are 'nor primarily to a local market or be primarily at the -

expense aof local businesses.”

—

Given the content of @@pﬁcaﬁon, WBC might reasonably have been expected to have
BIG application would have puma.uiy

secognised that the sales to be achieved from (GBS

| © Grant Thornton UK LLP, Al righls ressrved. I Repont of Grant Thornton UK LLP
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As such, on the basis of WBC's own criterda 4s discussed at paragraph 5.9, the cysas
application should not have succeeded, It appears to have succeeded bevause guidance givezll to

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

We have spoken to the WBC ecﬁployee who was responsible for drafting both the BIG criteria
and the Aowchart discussed sbove. ‘He has adviséd;tha'c gzs5F pplication did not fail the
local competirion test as it was unigue to Wirral, We note that this is on the basis of the flow

chart discussed at paragraph 5.8, which does not seflect the wording of the eriteria submitted o

WBC's cabinct as discussed at paragraph 5.9.

PROJECT SUGCESS
The BIG criteria dttached a5 Document 2 state that:

]
"Businesses should be able to demm:stmte that they have exhausted

all other convermonal soyrces of, fundmg available to ther."

WBC's BIG Appraisal concerning  &5555 5 app].i.cat'ion stated thathl

“the company refurned a reasonable financial return af the end of -
their last financial year which ended 31 December 2009 with a
tumover « EEEEEEHd a el prc;ﬁr (GEEEET Current assels
and labilities were approximately in. balance at £103,000 and
£104,000 respectively but this leaves little capac:ily in terms of cash

ava.ﬁabﬂit)'. .

5.15 EZ=2e=S% management accounts for the period ended 30 September 2010 show that by that

L 516

point, it had net assets o.'@ including the following curtent assets:

o cash at bank in hand" of less than &3
o trade debtors « R '
Sections 2.7 and 3.1 of % : BIGs Application showed that &S5z had 2 pro]ect which

would have cost s BIG apphcauon shows thet it anucxpatad spcﬂdmg the

Hepon of Grant Thornten UK LLP
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517 The BIG Application made no reference to thc ctforts GZEEED had taken vo obtain fundmo

from “other conveational sources”. This was not pointed out in the BIG Appraisal.

5.18 We discussed the steps taken to obtain dlternative sources of funding wit) gggess, 's directors
who have told us that they had been declined an overdraft by their bank and that they had been

© asked to prbvidc evidence of the same by WBC in support of the application. We have asked
G o proviqi; us with this docimentary evidence but this has not been forthcoming, We

have also-rcviewed the files collated by WBC but conld not locate 2 copy of such evidence.

ALLEGED CONFLICTS OF iNTEREST
519 Tt 'has been suggcstcd to us that the BIG Apphcahon which was paid tO@ ) mvolvcd a

N Ll

conflict of interest. We have, therefofe, reviewed Compamcs House recards for ~

a5
s=svho have been @

These show that the company is owned by

=ind the members of the BIG- Pancl who approvec%

% BIG Apphcatmn We do aot know whether or not othes mfozmatton is available that

B

© Grant Thornton UK LLP. Al tights resarved. . . Report of Grant Thornton UK LLP
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R T S LA

“"audited accounts for the previous year and six months

With refevence to

- management accounts”, the application stated*:

“no compl:ance accounts have P been submitted. Management

accozmts for Apn! 2009 to March 2010 are enclosed.”

However, this would ot ‘seem to have been st BIG Application as an

interoal WBC emsul dated 15 Decemnber 2009 ('Document £2) stated;

"Thénk's Jorihe appl ica!iér_: Jrom

As stated above, we have not had access to Enterprise Solutions' records concerning the BIG

programme @d do not know ‘what records they may have in support of the advice provided by '

Entetpsisc Solntions to €% is paid fo:: by WBC. However, WBC have provided us

wlth a schedule titked “Project Time Spe.nt Report“ for === (Document §), whom we

vnderstand had beea 4 sub~cont1actor to Enterprise Solutions. This includes an entry on

15 April 2010 which includes the narrative:

"Referral fron. @ggEmReview ApiiEEEEsy) [our emphasis] and
Fins and meet With _ egimpereee! and IR > 1veck to

discuss how to proceed.”

It also included the nareative for 21 April 2010:

' review progress .

. "Met with
to date and decide how to move forward. Agreed I would fop and
Gy for.

tail App, update Financials and pass hack te

submission,”

Report of Grant Thornton UK LLP
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The files retzined by WBC include historie accounts for " amETREEED

o year ended 30 November 2009; and
° year ended 31 March 2010,

We have been unsble to establish when these wege submitted by ;
However, it seems likely that the numbers for the year eaded 30 November 2009 were not
submitted i in support of the BIG application dated 5 May 2010 but may have becn ‘submitted in

support of the application which had been received in December 2009, This is because, as
==med application referred only to the historic

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

We note that Mz Lamb signca his appﬁcation (Document 9) to state thae,

"I confirm thay, to the best of my krww!ea’ge, the mfmmanon above

is corvect and given in good faith. "

SIMELAR!TiES IN THE HISTORIC RECORDS

Jocumcnt 10) mcludcd profit and loss

[ e

T )

The finaacial data provided by
accounts, discussed from paragraph 6.10 and balance sheets, @scussed from par:agraph £6.15,

Repaort of Grant Thornton UK LLP

Strictly private and confidential. dated 2 May 2014
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PROFIT AND L.OSS ACCOUNT -
6.10 ‘'The profit and loss accounts provided by GEEEE ¢ summarised in the following tble:

" Year ended ' Yeat ended  Diffesence
30 November 2009 31 March 2010

Turnover

Less’

Purchases

Site expenses ]
Sub-contractor® /staff

Iﬂsﬁrm;::c
Telephone
Otherst

" Gants receivable
Net profit/Profit for the year

4 support of ts applicatidn were

6.11 ‘Thus, the trading accounts provided by
almést identical. A close inspection shows that site expcnses ~were recorded as bemg i

both sets of accouats, but included as an “expense" in the accounts for the year ended

30 November 2009 and a cost of sale in the accouats for the year ended 31 March 2010.

-‘_:._; um g -

612 , It is highly unlikely that &£ recorded such sirmilas results inctading exactly the same
turnover and profits dwmg the two pmods for which it provided accounts. These siroilarities

were not identifigd in the BIG Appraisal.

1 Sub{ontracto:s costs of £1,860 in the accounts to 31 March 2010, staff costs in thc accounts fot the
year eaded 30 November 2009

. # including depreciation

®& Grant Thornton UK LLP. AII rigiits rsserved ’ . Repurt ot Grant Thornton UK LLP
: . ’ ; s dated 2 tay 2014

Stiletly private and ccnfldemial
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Grants .
As shown in rhe table, both sets of }nstouc accounts submitted by 8
grants mccwable of £500. This appears o have been reﬂected in the coucspondmg BIG

referred to

Application (Documcat 9) which stated:

"The businsss was set up in December 2008%,

Support ﬁom Wirmfb:z advisers was very valuable in the early -

. days as vas the start up grant of £500. 16

Assuming that the grant was rccaived in December 2008 then it might’ teasonably have been
: 5 hjstouc accounts for the year .ended 30 November 2009.

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

set of historic accounts which refer to the pcriod from April 2009, Tlus apparcut anomaly was

. not reflected § in the BIG Applalsal

BALANCE SHEET
g provided balance sheets as at 30 November 2009 2ad 31 Maxch 2010. These.

s

were also very similar to one another

30 Nove:ﬁbet 2IOO9 31 March 2010 Difference
£ 4 4

Fixed assets

Stock )
Accounts receivable
Bank o
Liabﬂ_idcs

Net profat for the period
Capital introduced
Drawings

# Paragraph 2.2, second sentence .
# Pasagraph 2.3, second paragraph

© Grant Thoraion UK LLP. All tights resarved, ’ " Feport of Grant Thornton UK LLP
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6.19

6.20 .
" application (see the quotation at paragraph 64). We have referred te

6.21

622

6.23

BUSINESS INVESTMENT GRANTS 52

- balance sheet
3aaL balance had

The sutnmary above shows that thece was only one difference in CEREEERE

as at 30 November 2009 2nd 31 March 2010 where [tie ety

decreased by jts accounts receivable had increased by the sprae amount.

Bfrepaid a customer but still considered the debt o be

This would inply that . g%
'outstand.ing (enabling cash to decrease to the same extent as debrors increased).

MEETING WITH G 8
We met with @8>  and showed him copies of the two sets of historic accounts which he -

appeass 10 have sﬁb;nittcd.

In doing so, we asked GEESP with whom he had dealt af Enterprise Solations whes applying
for his BIG. gzgmaeb said that although he could not recall names, he did refes us +gHE® wnd
Mike., He stated that L FEEEE might

"ring & bell...but wounld be guessing”.

&=, made no reference to he@3' who appears o have worked on |@@E® 5 joitial

n mose detail in
a report which addresses the I8US programime and recornmend that the con‘esponding pact of

that report is read in conjunction with this one.

who had prepared his accounts. He stated that it might have been his book

We askec EESSS

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

showed to him:

"“wouldn't have been pulled ow of the alr..niust have been

realistic.”

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

= told us:

“that probably would have been me”. 4

gze=mytold us:

In discussing the similarities in the two sets of historic accounts

"vou're asking the wrong person..double duich lo me..not

something I've done.”

é Grant Thornton UK LLP. All rigt{ts resarved, - Report of Grant Thornton UKLLE
. ] ] - dated 2 May 2014
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83

6.24 &5t b also told us that he had dismissed his‘bbok keeper because of ercors she had made.

6.25

6.26

627

6.29

6.30

the BIG Panel.

- Bteletly private and conildential,

When asked onice more regarding the preparation of the accounts subsmitied to WBC a0d who

had prepared them, gEmemm stated:

“don't know...ir's obviously a mistale.”

We seat @tﬂpcdnom‘s of our meeting with him and asked him to identify emors or areas

which may have been incomplete. We have asked® 7« for a response several times, but .

have not yet had one.

CONCLUSION
It is not clear to us why the BIG Appuraisal did not identify the fact that two sets of historic

accounts which contain such similac results and such a simflar balence sheet was not reported to

&
P

We have discussed this wnh the External Panellist who sat on the BIG Panel quch appxovcd
1 BIG Apphcauon on 27 May 2010 (along with two WBC LCPLCSE-ﬂt‘a.ﬁVCS, one’

llnvest,}Xf,m,ral reptescn_tatwe and one other petson). We showed the External Paneliist the two

D ind he stated:

sets of historic records submitted by

“same net profit in the same period from the same

sales... Nonsense”,

We discussed the inclusion of a £500 grant (see from patagraph 6.13) in both sets of histonc
sccounts, with the External Panellist and asked what the Panel's decision m[ght haye been had he

bacn aware of this apparcnt anogoaly, ke stated:
"No, take it away".

" he has described the similarities in the two sets of historic accounts 2s

In speaking tc ©

"obwbﬁ.f_b- a m}méa".

.

@ has statedm CEEaT Application thatt

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

given in good faith."

_ Report of Grant Thoraton UK LLP
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6.31 In doing so, @S appears to have been referring to the second set of historic accounts
which refer to 2 perdod from Apul 2009 to March 2010. These ate very sitadlar to an earlier set

of accounts which referred to the year ended 30 Novernber 2009.,

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

SRR

submitted by & » the grant would have been rejected.

’

6.33  Whilst 2 lcgal reatter and somcthmg which could only be proved with (among other things)

access to h 5 sooks and records, it might be said that the set of acconats attached

to, . BIG Apphcatzon could‘not have been submitted in good faith".

6.34 We note that, of 2 project which was aotcipaied to have cost G b.ls included ma:ketmg
" costsof @'bemg 2 ploglmmne of marketing actmucs which were:

"enrrently in development with Wirralbiz". |

7
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RECOMMENDATIONS

We have included a secies of recommendations in this section of ot repost

SAMPLING AND CONSIDERATION OF CLAWBACK

Our review of BIGs has been limited to 2 small selection of applicatons, based on the claims
made by former employees of Enteprise Solutions, We do not know whether ous findings are

represeatative of the wider population.

reviewing six applications, it is unclear whether  the documentation submitted by

in

25 'ad beea made in good faith, WBC should consider.

e éxp‘mdmé the selection of BIG Applications under review such that is statistically significant
and representative of the wider population; and

®  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 a view to gain for himself

or another or with iotent to cause [oss to another,—

{a)destroys, defaces, conceals or falsifies any accousit or

any recotd ot document’ made ot required for any

accounting putpode {our ernphasis); or

(b)in ﬁ:nishipg information for any purpose produces or
makes use of any account, or any such record or doctiment
as aforesaid, which to his knowledge Is or may be

misleading, false or deceptive in 2 material particulay;

Whilst 2 legal matter 2nd something which could only be proved with (among other things)
“books and records, it might be said that elthec or both of the two

EETE =,

ety

access to.

sets of accounts submitted by SEemeserem involved the "falsification of documents made
for an accounting purpose”. We would, therefore, recommend that this matter be reported to

the Police.

® Grani Thornton UK LLP. Alf rights reserved. A Report of Grant Thornton UK LLP'
. ‘ dated 2 May 2014‘
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7.6

77

7.8

7.9

7.10

7t

56

In the event that the Police (or any other party) does not seek ro investigate this matter then we

SEEREER) are given the opportunity to respond before making

wouid recommend that )

. this report avaitable to any parties other than WBC.

CRITERIA
We recommend that WBC reviews the cateria used to consider ‘curcent and future grant

applications (o ensute that these do not zefer to definifions of iegal terms which are ambiguous.'

COMMITTEES

Ta order to consider BIG applications, WBC set up a panel made up of internal 20d external

pancllists. As far as we can tell, the way ia which the paael would reach its decisions and
whether the Pahcl's decision would be by wvote 2nd, if so, whether a simple majority or a

unanimous decision should be zequired for an 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 are used to address grant applications,

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

appropriate decision making procedure.

We would also recommend that WBC reviews the stationesy used concerning applications for
figancial support from businesses to ensure that WBC's sequirements are realistic. For example,

. * N
and depending on the circumstances, it can be unrealistic to expect a recently created company

o have aundited financial statements. . ' .

Finally, we would recommend that WBC ascertains whether the documentation and guidance
notes provided to the people who appraise, approve or review applications ace consistent with

the crteriz approved by \Y’BC’s-cabij‘:}c't.

It is WBC's responsibility to consider the recommendations made in this report and, also,

whether.and how it implements these fecommiendations.

'Gw&%fﬂ;*ﬁ; L L

Grant ’fhomtqn UK LLP
Liverpool '

" 2 May 2014
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