¢ Appendix 1
Scope of work - Financial due diligence (2)

nem.. pase : nosama on the neture of the cost base (i.e. fixed or variable) and key trends idenifiied. Highlightwhich: oﬁ:@mm Sﬂm are Ed.&ama by :.&m.md nm_.zmm
and the key terms with those suppliers.
' Gomment on the composition of centraf costs including management recharges and costs shared with any related parties siich as propesty {LCCyand IT
: cosis (BT).
| Comment on the basis and consistency of the allocation of these costs over the Historical Perigd.

3 R : \ . ==
| S1aff costs ! Comment on staff costs with referance o headeaunt and the smployment tarms of key employees, in particuiar note the difference in terms of Liverpoo!
City Council and BT employees and headcount by depariment.

Comment on the basie of remuneration of key employzses inctuding benuses and pension contributions

Summary of the underlying earnings of the business :62653 nor-recuning fems identified through the courss of our work including: i
- BT management charges H

| Underiying earnings

<  Provision movements }
Comment on the underlving saies and earnings mm__n by LCC contracts, BT contracts and other third party contracts/ trading. i

“mﬁmmmamﬁn _Coaamngn.&mx@ mmmcanm_c:m ammn_s&m Emwmﬂmon %Gmmﬁm gammﬂ Sumaa:_m_.wm_mmgam_,ommamqmaweao:wmﬁm:a oqan_mma .uomﬁmoq
i the Budget Period. In particular comment on the key drivers of budgsted margin growth.

Comment on the level of profitability budgeted from existing contracts in the context of historical resulis.
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Appendix 1
Scope of work - Financial due diligence (3)

. Analyse and commenton the composition of key items onvihe balance sheet at 31March 2014 and at the latest available date, including:
i .noum_._.mm_ net debt . fixed asset profite,
1o |+ ageing of debtors and creditors

|- Prepayments, accruals and indirect tax creditors

_ « Deferred income and resiricted cash balances / other creditors

m - significant one-off items and cash, debl or debi-like ftems {including dilapidation provisions or related party balances with LCC and BT)
- Comment specificatly on the accounting reatment of contract revenues and costs held on the balance sheet.
| - Anzlyse and comment on the leve! of provisions required for bad / doubtful debt.

| . From discussions with management summarise the existence and level of contingent iiabilities and capital commiiments.

| Quality of cash flows _ Analyse and comment on monthly working capital trends and comment on potential one off / non trading adjustments during the Historical and Current
| Trading Periods.

| | Analyse and comment on ressivable days and pavable days in the historicai period.

| Camment on the underiving working capital requirement based on the monthiy working capital profile.

| tf available, summarise and commenton the forecast working capital and cash flows for the Budget period. !
B2014 KPMBLLP, 6 UR hiniisd liability parinenship 27t 2 membar finz of the KPRIG stwer af indsperdunt menbar fiims Sfitiatsd wilh KPMG intnmatinns! Cooperathve ["RIMG infamationai), a Swiss entiy, Al ights messved, 22
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Appendix 1
Scope of work - Corporation tax due diligence

wMM;Gowmﬁoz tax ' Summarise the status of open corporation tax returns . -
. Comment on the potential impact of any material ouistanding issues in open computations arising from corespondence with HMRC

: Summarise the tax payment position for FY13

| Summarise any material tax atiributes carried forward at the end of FY13 and commenton their availability for use in future periods |
| Commenton the corporation tax implications of transactions between the companies and the Direclor/Sharehoider
| Comment on any elections for tax concessions or similar arrangements which have been accepied by HMRC _
| Commenton the basis of the corporation tax and deferred tax provisions included in the siatutory accounts for FY13 i
__ Analyse the effective tax rate for FY13 and commenton material variances from the relevant statutory rates |

”_ Review the reasonabieness of the current and deferred tax calculations prepared by the business/ its advisors for the annuat FY'14 accounting period for |
| @ach company “

D 2014 KPME LU, a UK imiled fisblidy parinership aod a mamber fim of the KPME netsork of indepandent itz Bem g aifillated wih KRG | oo (EPMG It ional™), 8 Swissantily: All ighis resened.
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. Appendix 1
Scope of work - VAT due diligence

mc.s marise %m C7 <>q mmm,mﬂ_»a: status of LOL and 853@3 on s&mnﬁq alt registration obligations have umﬂ: Su.,um_wa with. m:n.uqm é:mﬁwa _.U_. is
+ of has been a member of any cutrent or previous UK VAT groups
 Summarise the VAT treatment applied to mnvEmm”.Bmum.ww. LD

_ Commenton LDU's VAT recovery status and the application of any partial exempticn methed, where appropriate

_ | Summarise the status of all UK VAT rstumns due for submission and payments required in the 'ast year

_ _ Comment on any VAT errors identified and vaiuniary disciosures notified to HMRC in the i35t 4 years and comment on whether appropriate controis have
_ i been introduced to prevent reoccurrence _m

i i Comment on LDL's most recent HMRC VAT inspeciion. Surnmarise the cutcome including whether additional ligbilities and/or penaities wers imposad |
| and controls introduced fo prevent regeciirence |

__ Comrment on the VAT treatment adopted by LDL In refafion to property interests including any ongoing obligations to carry out VAT Capilal Goads
_ qrnamwaﬂcm.ém._ﬁmaai.ﬂrﬂm:mawuoamno*ﬁ:mﬁmwmm:.«Eams_ﬁmﬂ_gauaﬁmﬂfaﬁgﬁm

Comment on any VAT planning arrangements that LDL has been involved inand whether such arrangements have been disclosed to HMRC
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KPHIG Tal+44 (C) 161 B38 4000

Mm:ﬂa_:m : ,.macammm..snﬁ Frut +44 (J) 187 248 4006
tjames’ . 4630 Manchester 42
MANCHESTER G

W2 6DS

Private and confidential
Liverpoot Ciry Courctl
Municipal Buildings
Dale Street

LIVERPOCL

L2 2DH

For the attension of Becky Hellerd, Peter Casterton and Paul Jones

. DRAFT
2 July 2014
Dear Sirs
Project Router
In accordance with our Framework Agresment dated 2 July 2014 (‘our Engsgement Lagter’), we

enclose our report on the propesed acquisition of Liverpool Direct Limited dated [1Ruly 2014, As
siated in our Engagement Letter. you have agreed that this fina! writtenteport supersedes all
previous oral, dsaft or inierim advice, reports and presentations, and that no reliance witl be placed
by you on any such oral, drafk or interim advice, reports or presentations other thun at your owmn risk
The scopz of work set out in our Engagement Letter is aitached as Appendix 1 to thereport, This
derails the agrend seope of our enquiries, directed at those issues which you determinedto be crizical
1o your investment, You should note that our findings do ot constinite recommendations to you as
1 whether or not you should proceed with the proposed transaction. The Important notice on page 3
should be read in conjunciion with this ietter.

i - e lload Pt I Enclt M CUENBT
LEAnE K e e st L ey B o i o,

Our report is for the benefit und information of the addressees only and shouid ot be copied.
referred to-or disclosed, inwhole or in part, withoot our prior written consent, except as
specificatiy permitted in our Engagement Letter. The scope of work for this report included a5
Appendix | has been agreed by the addressees and to the illest extent permitted by law we
will net acespt responsibility or liability to any other party {including the addressees’ legal
and other professional advisers) in respect of our work of ihe repart.

Yours faithiully

KPMGLEP
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Our work commenced on 11 June 2014 and our fieldwork was completed on 2 July 2014. We have not underiaken to update our report for events or circumstances arizing after that
date,

I preparing our report, our primary source has been Liverpool Direct Limited and BT picintemal managementinformationand represeniations made to us by management of Liverpoo!
Direct Limited and BT pic. We do not accept responsibility for such information which remains he responsibility of management. Detsils of our principal mnmcﬂmmma_.__macamm are sel out
on page 7 and we have salisfied oursslves, so far as possibie, that the information presented in our report is consistent with other information which was made available to us in the
course of our work in aceordance with the terms of our Engagement Letter. We have not, however, sought to establish the reliability of the sources by reference to other evidenca.

This engagement is not an assurance engagement conducted in accordance with any generally accepied assurance standards and consequently no assurance epinion is exprassed.

We draw your sttention to the significant limitations in the information available to us. Management information available was restricted to specified documents on page 8.

Our report makes reference to "KPMG Anzlysis”: this indicales only thal we have (where specified) undertaken ceriain analytical activities on the underlying data to arrive st the
information presented; we do not accept responsibility for the underlying data.

The analysis of 'underlying’ earnings and working capital is for indicative purposes only. We have sought fo fllustrate the effect on EBITDA and working capital of adjusting for those
items identifiad in the course of our work that may be considered to be ‘non-recurming’ or ‘exceplional’ or otherwise unrepresentative of the trend in EBITDA and working capital using

riteria established by the management of Liverpoo! Sity Council. However the selection and quantification of such adjustraenis is necessarily judgmental. Because there is no
authoritative literature or common standard with respect 1o the salculation of ‘uniderlying’ earnings and working capital, there is no basis {o state whether ail appropriate and comparabla
adjustments have been made. In addition, white the adjustments may indeed relate to items which are ‘non-recuriing’ or exceptional’ or ctherwise unrepresentative of the trend. it is
pessivie that earnings and working capital for future periods may be affected by such items, which may be different from the historical items.

The prospective financial information set out within our report has been prepared by BT ple (Q1 FY15) and Liverpool Direct Limited (FY15 budgsi); we do not accept responsibilily for
such information. We must emphasise that the realisation of the prospective financial information is gependent on the continuing validity of the assumptions on which it is based. The
assumptions wili need to be reviewsd and revised to refiect any such changes in trading pattems, cost structures or the dirsction of the business as they emerge, We accent no
responsibility for the realisation of the prospective finenciat information. Actual resulis are likely to be different from those shown in the prospectivé financial information because events
and clreumstances frequently do not occur as expected, and the differsnces may be material.

The directors of 87 ple ar Liverpoo! Direct Limited have not read our report and have not confirmed the factual accuracy of this report, as they have not yet besn requested to do so.

We accept no responsibility or liability for the findings or reperts of legal and other professional advisers even ihough we have referred fo their findings andfor reports in-our repert.

This Repor! is provided i confidence and i ciraulation and usa are limtsd - ses Nelice on r—a 3,
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4
 Notice: About this Report

This Feport has been prepared on the basis sef out inour engagement contract with Liverpoal City Council (ihe Client”) dated 2 July 2074 (the “Services Contract”) and shouid be read
in conjunction wiih the Services Confract.

Naihing in this repert constituies a valuation or legal advice.
We have not verified the reliability or accuracy of any information obtained in the course of our work, otiier than in the limited circumstances set out in the Servicas Coniract.

This Report is for the benefit of the Clisnt only to give preliminary considerations io the findings available based on fieldwork camied oui up to the date setoutin the Report and for no
other purpase.

This Report has not been designed to be of benefit to 2nyone except the Client. In preparing this Report we have not taken info sccount ihe interests, nésds or circumstances of anyone
apart from the Client, sven though we may have been aware thet others mightread this Report. We have prepared this Repart for the benefit of the Ciient alone.

This Report is not suitzble to be retied on by any parly wishing to soguire rights against KPMG LLP {cther than the Client) for ariy purpese or in any context. Any parly other than the
Client that obtains aocess 10 this Report or 2 copy (under the Freedom of information ACt 2000, the Freedom of information {Scotland) Act 2002, through the Client's Publication Scheme
or otherwise) and chooses to rely on this Report (or any part of if) does so at its own fisk. To the fuliest exdent permitied by law, KPMG LLP does nict @ssume any respansibility and will
not aceapt any liabiity in respect of this Report to any parly other than the Client.

in particutar, sng without imifing ihe general statement above, since we have prepared this Report for the benefit of the Client alone, this Repont has not besn prepared for the benafit of
any other iccal authority nior for any other person or organisation who might have an interest In the matters discussed in this Report, for example those who work in the deveiopment,
construction or conference cenire operator sector or those who provide goods o services 1o those wiio operate inthess sedlors.

Messe note that the Services Contract makes this Report confidential between the Client and us. It has been released to the Clienton the bagis that it shall not be copied, referred io or
disclosed, in whole or in part, without our prior written consent. Any disclosure of this Report beyond what is permitiad under the Services Contract will prejudice subsiantiaily ihis firm's
commerciai interests. A request for our cansent to any such wider disclosure may resuit in our agresment to these disciosure restrictions being fifted in part. if ihe Client receives a
request for disclosure of the product of our work or this Report underihe Freedom of Information Act 2000 or the Freedom of information (Scatiand) Act 2002, having regard to these
aclicratie disclosure restrictions the Client should fet us know and should not make a disclosure in response o any such request without first consulting KPMG LLP znd {aking into
account any repressntations that KPMG LLP might make.

S04 KPMG LLP, a Ui s lobility p Hip ard @ meniberfim of the KPMS nebwok of indspendent firms affilisad with KEMG Intemational C ive CKPMS jaral), = Swissanity. Al ighls resenad. 3
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ALTL Arena and Convention Cenire Liverpoc!
FYXX Financiaiyear ended:31 March 20XX
HARC Her Majesty’s Revenue and Customs
FiF Human resgurces’

T information technoloygy

ice Liverpoo! City Council

LDL Liverpool Direct Limited

LGE Local Gevemment Schemie

Outtum Two months actual 2nd one month forsczst
trading ending 30 Jurie 2014,

PAYE Pay as you earn

The three . months ending 30 June 20X
Sia Security Industry Association

SPA ‘Sale and purchiase agresiment

TSA Transitionalservices agreemeant

VAT Value added tax.

) = Swhsyantly. Al rights mseread
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The contacts at HPMIG Page
in connection with this

report are: Inroduciion 8

I Executive sturmunary 9

Transaction Services . .
I i nchester, Appendices 16
MG LLP

Tek:

Fax

Transaction Services

#anchester, KPMGLLP

SE014 KPMS LLE, 3 UK imies hability perinanehio amd o rmemberdian of ihe KPMLS netwoc of indepansiant metberfinhs affillmed wilh KPME infemational Coopsrative [EPMG intamialional”), @ Swiss antit
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Introduction

KPMG LLP 'KPMG') has been engaged by Liverpcal City Council {“LCC™ to comment on the proposed acquisition of Liverpool Direct Limited from BT plc.
The report has been prepared in accordance with the terms of reference in our engagament letier dated 2 July 2014 which has been agreed by the members of LCC and is inciuced
as Appendix 1 10 this repori,

Cur report is provided sotely for the benefit of parties referred 1o in our engagement jetter and must not be quoled, copied or referenced to or distributed. in whole or in part, without
priorwritten consent. We will not accept responsibility to any other party to whom our report may be shown or who may acquire 2 copy of our report.

This report has been produced solely for the The sources cof informationused are noted, wherever possible, in During the course of aur work we have hiad access to the
purposes of addressing our scope of work set the report. We have not sought to estabiish the refiabifity of these foilowing individuals:
out in Appendix 1 10 our Engagement Letter. sources by reference to evidence independent of management. v Becky Hellard, Director of Finance LCC

We have, however, reviewed the information produced and have

T incipal oo wrenort is as follows: : : : e ; : :
The principal focus of our .h.T ort is w foltows. aglchoa Giis ' so far as possible, that the information & Peter Casterton, Head of Cosparate Financs LCC
@ mﬁ__w,_w_,ﬁ_mé of Eﬂw underlying earnings of the presented is consistent with other information obtained by us 2 Paul Jones, Strategic Finance Manager LCC
busingss highlighting non-recurring items during the course of the work undertaken to prepare this report. R . .
identified through the course of our work; . . e > = Elaine Holmes, Group Finance Manager LCC
i The findings presented in this report are based on certain key : o, e
& Analyse and commenton the composition  souress of information as follows: @ John Roberts, BT Financiai Controlier LDL
of key items on the balance sheet at < . ; id FACEIR A st .
' el e = Historical management accounts at corporate and porticlio = David McElhinney, Chief Executive Officer LOL
3{March 2014 and at the Iatest available : ' <l 1
date; level (FY13 and FY14); = Richard Keenan, BT project manager
& Comment on the potential impact of any 5 Statutory aceounts (Y13 and FY14); Aswe :mq.m not v@.» mmn:mﬁmn H,.nm contents of our report
material outstanding issues in open 5 Offsetreconcifiations (FY13 and FY14); have nct been reviewed in detail by the directors of BT and
computations arising from cormespondgence » Incomeforecast (FY15); " P.n__r .iso nave nat confirmed in writing the factual accuracy
with HMRC. - = ' of this report.
= LD workpapers (prepared by LDL management}(FY13and
Fy1i4d); and
s Salary figures (FY11 to FY14).
22014 ¥PMG LLP, 8 UK fimited Eability partrershio and » memberfim of the KFMG nebwark of rdependent mamberfams aifinted with KEMG Int isnal Cooperstiv ﬁ&u@._m..m. ai), @ Swissenlity. All ighis rasened D W o
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LOL's key financials have

Key financiais

been extracted from ! Fvid Q1 FYis !
management information. [£'000 Actual Actual  Catwrn| | m.nmm.,,w
The FY13 financial data {Revenue Working capital
] ] wm&ﬂm invoices 75,742 81,847 18175 Trade debicrs - gross 8,815 9,365 €.956
presented has been {Movement on defened revenue 928 468 271  [Prepaymentsfaccruad income 2,257 2,400 2.803
reconcijed to the audited ?&cmﬁ.ﬁﬂ _offest w (158) < iTrade craditors (147) &1) {1,904
statutory acscounts. 'Total revenye 76,670 82418 16447] |Accrued expenses. @874y (3281) (3,228
i{Cost of sales - internal (BT) Geferred income {6:417) {8.147) (5,226)
Q1 Y15 is based on two W..mqmn teansier (38,378} {35.549) 4,682)] |External VAT creditor (2.668) 2,079 (813
months actual and one 1Cost of sales - exizrnal . {Netdebt
month forecast and was | Wqﬂowu (e <>.d . . ﬁmm.ﬂuw... (46,251) am.damw. Cashat bank . 8,308 4,365 ﬂcm
{Prepaid / {accnied) expenses 1.550) (367) i5; lintragroup creditors - BT treasury (2,856) - 2,047
prepared by BT pic. |Movement on prapaid expenses 57 57) 2531 lintfagroup creditors - lgnite Solitions 28T {4007 (a.58 {3,238
Lo . , Year end adjustment/ Sank charges (160) (24)} |Netassets 10 10 18]
A high fevel FY15 budget ebeiater i omn i i m% H ot — _
fias baen received from LDL Cotl of ssies - extemal 141.253) {48, 565; (11,765)] ;
and is presentsd in Met profitiioss) &) e g
Appendix 3. LDL is forecast mm_. EEMMW —_— s _— Fr13 ﬂmw
break i BV 4 SrEnuelCC . Bz 118 - £1008 Astual Actusi!
to break even n FY18, Cost of sales - internal (BT} ﬁw.u@mu. memx&u ﬁ.?mmww ) e ey m.o_mmm d8.457|
Cost of sales - extemnal {LOC) {49 .Nmu\v m.«mnm.mww {11,785) Cash paid o LCC {48.698) (54,452) w
bt profitfiioss) 4 o uﬂ i S af Oﬂﬁrﬂmﬁnﬂ third parly {1,096} (1,128
Sowve: - Managament aciounis at capors ol _ Cash pre BT recharges 40,432 42,8791
1Cast paid to BT - TRan costs lestimate) (19,574 i nm.wen
Estimated aperating cash fiow (a) 200558 & 257|
Cash paid to BT - other cash transactions (15.,019) (30,1473
Baok charges 168} B
Nal casfy inflowi{outiow) 4,379 {4,5430
Now (e Onesting cash flow has bacn estinaed by deducing BT Then PEL tosis exiiudng
margin and overhesd recharges, as a proy for BT opersiing cash costs.
Source: M . i, it ezl
D4 KPME LU, 2 UK Iimited imoility 5 Nipard 2 firm of tha KP#G netwoncof indep firms sfillatod Wi KPRIG & sticnal Oosperdive (KPIG & L &S by, Al Bl e 8
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| Underlying earnings

| Based on information and
_ dialogue from both BT and LDL,
the underlying profitabifdy of LDH
has ranged batween £7.8 miition
in FY12 and £12.1 miliicnin
Fyid

| However, this includes an add-

. back of BT's Titan recharge

| relating 16 cverhead and margin.

Additional overheads required in

| telation to sefvices currently

| provided by BT {inciuding
insurance, legal and HR costs)

. would need to be considerad by

| LCC and could be significant.

The coniracts cuirently being
| hegotiatad with BT {including the

Headiines
Financial {1)

£p00 O'turn
Profit/{loss) - - -
|ST overhead and margin 1 15503 20827 2500
Cther adjustments )
(Offset reconciliation difierence Z (28843 425 il
Nen recurring 'Change’ income 3 - {4.449) -
m_umuﬁau refresh 4 < (2001 -
|Estimated cosis on deskinp refresh 4 ~ 4800 -
DCL Arena chargss 5 + 208 5
BT funding contribution 5 “ 560 -
Dizcount included in BT chames 7 700 200 .
Reduction in LDL contract vaive 8 {5.,500) (5500) -
Elgrmznt of BT profit 3 i [ B
Adjusted hm.um» bafora E&.wﬂemg LCC overeads STB18 12383 1,989

tr_

I Bouenel Mormg

We have identified a number of potential underlying eamings adjustments:

[ m numbar of services ars Eaaamn
. at groupievel by BT, including
linsurance, legal costs, HR, [T and |
 treasury. LDL should considerthe |
| incremental cost of providing these

| services.

| LCC should consider further

_ mn_cmgﬁne underlying eamings

8 _: respect of the incremental cost of
:m& ‘contracts with BT (TSA, LGS

_ and SIA).

| Discussions with management

| indicatethat LDL was loss-making
lonan underlying basis in Q1FY15, |
i | However, we note that @1 FY45

| Includes a £1.6 million invoice that
| relates to FY14. We recommend |
i that value Is sought from BT forthis
. invoice, as considerad in more _

This Report s provided in confidence and its circulalion and use zre linviled ~ see Notice on naqe 3,

' TSA, LGS and SiA) could inform | i i :
this analysis by deductingthe | 1. Abreskdown of the Titan charges for FY13 and FY14 provided by BT identifies the slement relatingto | dstail on the following page.
| annual cost of the TSA fram | overheads and margin {see Appendix 5}. A breakdown of Q1 FY15 charges has been received ina !
| underlying samings | different format, however we note af wmhm_ £2.5 million of ‘management charge’ payabie to BT in this | _
{spproximately £2.0 mittion). _ period. BT are unabie to separately identify the element relating to overheads from the margin, and 4 |
P . I LCC should consider the quanium of incremental overheads required to suppert LDL, i _
| FYi5is forecast by LDL to breai | 5 T .
even (see Appendix ). 1 2. Timing differances on the recognition of offset costs billed by LCC (see Appendix 6). Q1 FY15includes
£1.6 miltion of invoices relating to FY14. We Understand that this drove an underlying loss in May 2015.
LDL management have forecast for LCC to fund this loss, howeaver we recommend that some value is
sought from 8T to fund this invoice. i
L |
BINIAKPMG LLP, 2 UR lmited _:o____- pEnersiip and 3 mambarfinm of the KPMG nebeorl of independant mesnber firms offitaies with KPS i Coof TP | i%), a Swiss anlity. All dignts resaned, 10



¢/ Headlines
' Financial (2)

| Underbring earnings _ % FY15 budget revenue is £9.5 million tower than FY14. We understand from H.mnm@mwmaﬁﬂﬁwm isdueto | Wenote that under the proposed
a £5.5 miflion reduction in LCC contract income (see 8, following page). and £4.5 miliion of non-recurring | 31 March 2014 locked box
change regussis to the Affordabliity Contract. LDL management explain that the change reguasts were | completion mechanism, there wili
fulfitled with existing staff, and as such there is unlikely to be a significant level of incremental costs. | be limited opportunity for LCC 1o
' 4. £2.0 miflionof one off income recognised in relation to & deskiop refresh programme. BT management _ %n_r_wmwwwwmw%ﬂucﬁw mp:mmﬂﬂmxmn .
| mﬁaamﬁﬁ_ profitabiiity of approximately 10% on this contract, i.e. £1.8 million of deskiop tefresh costs were | o oo e fuil dis n_c. et
m inepedinEYS, . : related party transactions, and
5. £0.2 millionto reflect 3 one-off additional payment in FY 14 relating to the ACCL Arena (£0.4 millionin FY14 | transactions outside of the course
7 compared to £0.2 millionannuaily in the forecast). of normal business is made by BT
) in Q1 FY15 prior to completion,
| 8. £0.6million relating to a one off capital contribufion made to BT in the year in respect of the Notre Dame P 4 _
| deployment. _ |
7. £0.2 miliion (£0.7 million FY13) (o refiect an agreed discount on LCC invoices that will not recur post deal
i and is a non-cash accounting adjustment.

| 8. LCC has reduced the LDL contract value for FY'15 by £5.5 million. This wili reduce the underlying

{ srofitability of the company in future periods. We understand that the post deal business plan prepared by
managemant of LDL includes some proposed cost saving initiatives (inciuding headcount reduction), so the

i overall net impact may be lower than this, sithough we have not had sight of this business plan. m

._w.Em"cnom“_m_mqmﬂ&oﬁrmqmumm:naﬁumﬁcrwrmﬂaomC%ﬂm@:ﬂzmm@ﬂgﬁ_.mqnumﬁwmamw_“
! be higher refiecting 2n element of buili-in cverhead and margin recovery for BT. i
! TSA - the annuatisad cost of the TSA could be £2,0 million; if BT overhead and margin of £2:5 million for Q1

| FY15 is added back, 2 quarter of the TSA (£0.5 million) should be included correspondingly. :
| Our analysis is based on managementinformationfor FY13 and FY14. Detailed historical management |
| accounts have not yet been received from LDL / BT. Furthermore, only limited, high level data has been _
provided for Q1 FY15. _

@0t KPR LLF, 2 UK finilec Tiabifiy pastismstip 870 5 mermber firm of the KPMS netwarkof indesendent membar firma #ffilizied with KPHG intemational Gooparative (KPMG infamational’), 2 Swiss antlty. All dghts ressned. 11
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Headlines
Financiai (3)

e
m.ﬁ‘w.r. s i M._ A

| Het assets We have identified 2 number of i We recommend that LCC seek
_ ’ i i polential adjustmentsto the reported | value from BT for the nel debt
tLDL has nat debtof £3.4 | EE AR . Sriing.capital R net debt at March FY14: | of £7.5 million at 30 June 2014,
tnillion at March FY14, - . . . —  which represents the £3.4
| based on the analysis and - || -2ve febtars ] 9.365 © 83850 4 At 31 March 2014 accruals ' million reported March 2014
. diglogue from BT ang LCC. | [Freneyments / acorued income 2406 > 2800 inciisdes two “debt fike" items hield | oo L L S
| |Trade creditoss (61) £, B on account for LCC: | RESTOR PR Sio Wmpactol
This includes £2.8 millionof | laccnied expenses 4 (48)  {5,193) {3.241) . . | mqn.:ﬁ:mh drawings taken by
provision held on accountin | |Defered incomes (B.147) - (6147) = AE£28millionprovisionheld | BT in June.
8 "Mayor's fund” and £0.3  lexternal VAT crediter (2.,079) =~ 2,079 onaccount for LCC as a i The additional net debt of £4.1
. miliion of revenue shase [Werking capital 3,428 {3,193) 235 Mayors Fund', relating to | million appears 1o relate to:
| tiability owed 1o LCC.. {Met deb historical billing surpluses -
' in addition. LDL had £4.q | 1Cash atbank - 4386 4,366 which are yet to be offset t & A reduction in net working
jinpddition, LDL had £a.4 | Bl et . 4581) @500 against LCC costs; | capital from March 2014
mitiion of cash at 31 March | == : : A | ey i s :
y Net diebt i = (225} (225 y | (E1.4 million) taken in cash |
F 5014 and owod BT £4.8 I TS = =4 = A£0.3 millionacorual relating | by BT
| rilien in respect of Titan | e - i g2 aa) : to 'revenue share' heid on i ’
' costs. } [Other net debt considarations ; account for LCC: and ' & Anincrease in amounts
_ | 1Offset cost difference at Mar 14 B = _ s g .
g - _ . SeR e .. . duelc LCC (£1.4 million)
. We note thet BT took | Indjusted not debt {3418} = A £0.2 millionaccrual for offset | .
i ] e { & - : — et — 3 .. : . takenim cash by BT.
| drawings of £12.0 millionen | Seums:  Menspement ecews ot fovsl, manag Frese involces. !

' 30 June 2014, increasing net I . ! i =i i 2 e o .. m Profitin Q1 above the
' debt i0 a potentiai £7.5 “. Net debt currently includes £4.6 million of Intragroup creditors owed to BT and Ignite Solutions. An element of this. agreed £2.5 mitlion

balance may be working capital in nature relating lo ongoing services provided by BT. Based on FY14 Titan costs managementfee and BT

N

| ol excluding margin and overhead (£14.6 million) on 30 day credit terms the working capital element could be £1.5 R et i |
raifiion ezch month including VAT. LDL should consider the proposed credit terms with 8T in assassing the fevel _ 1. Smiliion). 4 !
of warking capital inciuded in this balance. i - g

3. Atthe year end, an LCC offset reconciling invoice of £1.6 million was only partly accounted for by LBL (an ¥ Sond\PRRRauee.
: accrual of £0.2 millionfor offset invoices has been made at March 2014), The remaining£1.4 mitlion should have | This exciudes any pension _
beer recorded at 31 March 2014, however this would result in a reductionin BT profitsand a reductionin the BT | considerations. }
intragrotp creditor by £1.4 million, and as a result there is no net impact on net assets or net debt. { |

G014 KPMG LR, a UK iimitan iabsiity oortrersitio and & memer frm of the KPRAG natwork of indapendsnt member firms afilizted with KPVMG Intem stienai C: poretve ("KPMG onEl, & Swiss entity. All dghts ssened 42
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Headlines
Financial (4}

| We note that there is no ‘working capital’ adjustment proposed on complefion. The March 2014 working capital positionof £3.4
. LDL has reported working | million compares {0 an m«maom.o* £3.2 million for FY 14, with 2 relatively large quarter-end VAT liabilily offset by increased year-
capitalof £3.4 miionat 3t | o rade debtors (see Appendix 7).
* March 2014, This compares | LDL had average working capital of £2.2 millionin FY14, and a working capital swing of £2.8 million (£6.4 milfionin FY13}, and
4o an average of £3.2 mition | appropriatefunding should be in piace at LCC to fund LDU's working capital profile. Working capital seasonality is driven in part
! for FY 14, with a maximum | by the payment of VAT liabiiities following each quarter ending March, June, September and December. The average VAT
- working capital swing of £2.8 | batance in FY14 was £1.2 miliion, with an average quarter end balance of £1.8 miition.
| rnifiion. |

ey

- Woriing capital

&2014 KPMG LLP, 2 UK timited tability partiamhip and & becfin of the KPS nelwerk of indspandent member firms afiiztad with KPMG inismations Cooperaiive CKPMG ntemational’), 2 Swiss oniity, Al nghts ressved,
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i w:m,zmwm Emﬂ mmﬁmv
L DU's post deal business
. plan shows & breakeven
result for FY18

= ravenue of £72.3 million, reflecting a £5.5 million reductionin LCC contract vajue and a lower level of changs requests to

| w  amore detailed financial forecast sefting out expected changes in LDL's income and cost profila.

a BT have advised that in previous years, BT charges have besn derived “at cost” to LDL, as 2 BT subsidiary, and have
included discounts that may not necassarily reflect end customer market prices. itis mxmmﬂma that post deal, any services
procured from BT willbe at a Em:@.noﬁ than has been seen historicaliyic av_.mmma afecovery of BT ‘overheads and an
elemant of profit. A summary of *schedule 2” costs has been prepared by BT, representing BT and Third Party costs which
were historically incurred by BT and are expected to novate fo LDL. This indicates annual costs of approximately £15.0

= Incremental overheads o replace servicss currently performed centrally by BT (e.g. legal, HR and IT) will also nead o be

Headlines
Financial (4)

| We T.mﬂm noumuo_m:ma ihe forecastincome and wxﬁﬂaﬂgm for LOL for FY'13 and conciude that, based on cumently available _ LDL ang

information, LDL could achieve a break even result for FY15.
We understand that 2 post deal business plan has been prepared by LDL. This includes:

the Affordability Contract;
planned operational headeount, including potential savings by function and salary;

3]

One Stop Shop depreciation recharge); and

As noted previnusly, we would expect LOL's costs ¥ be higher post-deal:

million, compared to £43.0 millionincluded in Titan costsin FY14.

= Costs associated with the TSA with BT will reduce ungerlying earmings on a temporary basis during the transitional perod
untit  permanent solution for the back office services is established. The TSA suggests costs of £2.0 million for the 12

montivs following the iransaction.

considered.

LCC should

| closely monitor

_ performance against

{ budget p

cperational plan to deat with costs currently incurred by LDL and indirectiy funded by BT (including ACCL Arena casts and |

d ensure the underlying
| results for LDL are
. maximised.

ost deal fo

Tip e 2 ey firm of tho KFRIG network of indepandent member finms siiiated with KPMG & 7 i Coopérativy [FKPMG §

©2044 KPMG LLP, a UK limitad Sebility parirs
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- Headiines
Corporation tax

e

i Corporation tax filing

" LDL has filed comoration tax returms for all periods up o and including the year ended 31 Masch 2013 and hence s up to date | LCC seek a specific indemnity within the

_ with the filing of its corporation tax retums and, per the submitted retumis, has no outstanding corporailon tax fiabiiies. | relevant legal documentation frem BT
' As such, tax retums for periods ug 1o and including the year snded 31 March 2012 are culside the enquiry window and are {Cap 3%@@5 .JWWWM._M _,.M__mw m.
| affectively agreed. The tax refum for the year ended 31 March 2013 is currently epen bt 1o date no HMRC enquiries have besn | &oﬁxﬁmﬁ i w Be Vot _
j raised: . o . ]  enouiry in 1o transactions between LOL |
. A copy of the tax retum for the year ended 31 March 2014 has not-besn provided and its understood this is el to be finalised. ! and BT Group :
| ftis noted LU have nistorically refied upon BT Group rescurces lo undertake the corporation tax housekeeping. | A generai indemnity is sought from BT
i _ === ; A R i g o= ; ; : ™ Group for any other tax liabilittes which
| Pricing of transaciion | A tax sensitive matier has been identified in refation to the pricing of transactions between LDL. and BT Group, in particular | could arise in reiation to a fime when
: DL and BT G t - . . e 5
: SstneEnIERRIAGd el | = There haye bean significant vansactions betwsen LOL and BT Greup companies during the periods in which LDL hes been | LDL was owned by BY Group. _
controlied by BT Group. | A clause s includes within the relevart |
! | ] 1] #immm < OO and |
| !y Dosureentation has not been provided fo support the pricing and ams fength nalure of thess transastions. There is an 1 Ww%% mﬂnmﬁ,._msﬁ_oh ME m?" wwma w%..ﬂw _
I ! inherent risk that AMRC oould enquire as to whether these transactions have been undertaken o an anns’ length basis. { heid by BT Group shaukd these be b _
m_ under the ‘transfer pricing’ tax provisions, _ anawm@ by Br.ﬂu_hgﬂm the am_m nw m
= LDL management have confirmed the transactions are in fine with BT Grotp practicz and have been underisken on the | sompistion {e.g. should infonmatien be
| same basis over the last 11 yease. ILis noted hat HMRC have not historically challenged this position | requested by HMRE eic)

| z
| LCC request that BT Group file the SAQ |
S : _ | certification for the year ended 21 March |
| Senior Accourding Officer  As LDL is currently pant of the BT Group and henice treated as a farge company for tax purposes there are specific cbiigations | 2674 on behalf of LDL before 50 June

(*SALY} requiremants requiring 2 ‘Senior Accounting Officer ('SAD') to certify to HMRC that the systems and conirels of the company are adequate | 2014 (or dale of compizstion of the

| for tax purposes (including corporation tax, VAT and PAYE). { fransaction should this be later) andfor

Hlsge A . - - _ , : . | BY Group sgree io complete the

Two natifications are required, one on behalf of the Indiidual confirming they are the SAC and ane for the company confimning | retevant SAO cedification within the

L5 Mo olher corporation tax sensiive matters have been identified.

| the systems are adequate. Each notification has a £5,000 penalty for noa compliance. | relevant statutory ims limit covering &l
| BT have confirmed thal the relevant SAO cerlification has been filed on behali of LDL for all refevant periods up fo and including “ period for which LDL was pait of the BT
| the yesr ended 37 March 2013 | Group. _

_ it is understood the SAQ cerlification for the year ended 31 March 2014 is yet to be filed with HMRC. This should be fisd enor | _
! before 31 December 2014. |
| As the test for SAD iz based on the company's priof year position, LDL will continue o be within the SAO regime for at lzast the. i
 ysar ended 31 March 2015, during which the company was controlled by BT Group for the period 1 April 2014 1o [date of
i completion].

2074 KPMG LLP, 2 UK iimied bty partnenship 206 2 member finn of ths KPHG network of indepantant membsr fams affilaled with KPMG sonat G the {KPMG ¥ ienal). a Swissently. Al Aghts msanvad, 15
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' Headlines
VAT

st el :

VAT compliance ' LDOL is registered for VAT as a memberof the BT VAT Group (registration number 245 7193 48). LDL provides turnover details ta BT on a
guarterly basis o enable BT to include LDL's VAT informationon the BT VAT Group retum. LDL subsequently reimburses BT for the net VAT
liabitity attributable to LBL. i

| BT has confirmed that it is not aware of any VAT disclosures or other correspondence with HMRC relating to LDL in the past four years.

Supplies made by LOL Managemant has confirmed that LDL suppiies services (to LOC and other third parties) that are treated as being subject to VAT at the standard
i | rate and that LDL is entitied to fuil VAT recovery on business expenditure (subject to normal rules governing input fax recovery).

- Suppfies of goods and services betwsen LDL and other members of the BT VAT Group are disregarded for VAT purposes, |

| ¥AT group implications | Following completion of the proposed transaction, LDL will not be .,ma:ﬁ%mnnmaw BT and witi not satisfy the mmwmu.&@ requirements fo remain a
: i member of the BT VAT Group. Thersfore LDL will need to be removed from the BT VAT Group with effect from completion of the propesed
 transaction (and LDL will need to be separately registerad for VAT from that date).

| VAT group members have joint and several labiiity for the VAT due to HMRC by the representative member of the VAT group. We therefore

' recommend that the sale and purchase sgreement contains appropriate warranty and indemnity protection in respect of historic VAT lizbilities.

' This protection should cover any VAT liablfities for which LDL is primarily liable, as weli as any secondary VAT liabilities for which LDL may be

| Jointly and severaily liabie {in other words VAT liabilities in respact of any entity which has also been a member of the BT VAT group at any time
| in the past four years).

It should be noted that (i) warranties and indemnities may not provide absolute protection against unexpected VAT liabilities, and (ii) this VAT due
| diligence sxercise has oniy eonsidered DL {and no other member of the BT VAT group). “

| : ’ )
- Any supplies between LDL and BT after complefion of the proposed transaction will no fonger be disregarded for VAT purposes and may be
| subject to VAT at the standard rate.

622074 (MG LLP, 2 UK limfeg fiaoiity pantnemhip and 2 member imn of the KPMG network of independent mambar fitns sfiieled witt KPMG inlemationsl Cocporative [KPRG Viamationar), a Swissenilly. All rights resenaa. 15
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Appendix 1 i
Engagement letter and scope of work

@014 KPMG LR, 8 UK fimited Labiiity parterstip and 2 member fim of ihe KPRIG nitwork of indépendant memberfinns affifiaied with KPMG Intemitional Cocpsrative TRPMG nfemations"), 5 Swiss entity. Al rights resened.
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| Financial overview of
LDL

5 Appendix 1 ,,
Scope of work - Financial due diligence (1)

| Summarise the reported P&L, BS and CF for the historical w.:u »owwﬂmm@mq.aa.._.sac%auxmwm. for each service jine/ revenue sirsam for LDL,

| Accounting
| fundamentals

Understand the key accounting policies naa.mawan the financial &&mimsﬁ and comment specifically on the revenue recognition policy for contracts.
| Also comment if these policies have bsen consistently applied during the Historical and Current trading period.

| Aralyse any relevant reconciliziions perforied at 30 March 2013 and 30 March 2074 between management accounts and the audited financial
- statements and comment on the nature of any significant reconciling items.

| From enquiries of management, provide an overview of the accounting function and describe the key accounting procedures performed on a monthly and |

. annual basis.
- Comment specificaily on transactions relating to third party contracts which may be invoiced vig Liverpoo! City Coungil.

Contracts

| Commenten the key drivers of historical revenue m:u.m_.omm margin development, by mmm.mﬂom 1o major contragls, including LCC, SIA(BT), Amay,
| Giandale and educztion customers.

' Camment on any customer and supplier dependance during the Historical Period.
| Read the iop 10 customer and suppiier contracts and summarise the key terms of service, remaining contract period and value where stated.

Thiz Repart is provided in confidence and ts cirsulsticn ang use ane limiled — see Notice on peoe 3,
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.1 Appendix 1 |
Scope of work - Financial due diligence (2)

 Costbase | Commenton the nature of the cost base (ie. fixed or variabls) and key trends identified. Highlightwhich of these costs are provided by related parties |
| and the key terns with thoss suppliers. i
| Commenton the composition of ceniral costs including management recharges and costs shared with any refated pariies such as property (LCCyand IT
: costs (BT).

Comment on the basis and consistency of the alioeation of these coslts over the Historical Period.

Staff costs Comment on staff costs with reference to headeount and the employmentierms of me @uvﬁmﬁm in particular note the difference in terms of Liverpoo! |
City Council and BT employees and headcount by depariment, !

! Comment on the basis of remuneration of key employaes including tonuses and pension contributions

i 2

Underiying earmings .. .. Surnmary of the underlying earnings of the business fighlighting non-recuning items ideniified through the courss of our work including:
1o BT management charges
i = Provision movements

_ | Commeant on the underlying sales and sarmings spiitby LCC coniracts, BT contracts and other third party coniracie / rading.

| 2045 Budget | Comment on the key assumptions used in ihe preparation of the FY15 naa.mm._ in particular sales and gross margin by contract and overhead costs for
i | the Sudget Period. In particular commenton the key drivers of budgeted margin growth. _

| Cormment on the tevel of profitability budgeted from existing contracts in the context of historical results. |

9014 KPNE LLE, a Ui fimied liabifty panmership and  fasmbes firm of the KPMG natwork of indep nibes fims aliatad with KPMG intemationst Cooperativa (WPMG intematicnal’), o Swissentity, AN rights 1d 24
- B o~

This Report is provided in confidencs and its Sirculation and wea are fimited — sea Notics on page 3.

e, S-EEMML NV o



Appendix 1
Scope of work - Financial due diligence (3)

Ew» mmmmﬁm snd Analyse and comment on the composition of key ftems on the balance shest at 31 March 2014 and at the |atest availahl date, including :

| potential net debt |« fixed asset profile,
items +  ageing of debtors and creditors

Prepayments, accruals and indirect tax creditors
Deferred income and restricted cash balances / other creditors
significant one-off items and cash, debt or debi-like items (including ditapidation provisions or related pariy baiances with LCC and BT

.m Comment specifically on the accounting treatment of contract reventies and costs held on the balance sheet.

E.m_qmm and comment on the level of provisions required for bad / doubtful debt.
i | From discussions with managerment summarise the existence and level of contingent liabilities and capital commitments.

Quality of cash fows ” Analyse and comment on monthiy working capital e.m..aw and commenton potential one off / non trading adjustments Bﬁ:@&m Historical and Current

| Trading Periods.
' Analyse and commenton receivable days and payable days in the historical period.
- Comment on the underiying working sapital requirement based on the monthly working capital profile.
: available, summariseand commenton the forecast working nmc.ﬁ and cash flows for the mno_mﬂ period.

B 2014 KPMG LLP, & UK fimited fiabiiity psrnersiiip and a mumbarfirm of ins KPMG network of indspenden membierfims afiliated Eﬁ«-ﬁ.ﬁm gﬂ Toopsrati ﬂ_nuz_m ! fional’), & Bwiss entity. Al fghits resarved.
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w ﬂoaoﬂma@z A mcaamzmm the status of open corperation tax returns

nm..aa_mnﬂon the potential impact of any material outstanding issuesin apen computations arising from corraspongdence with HMRC

mcaaﬁzmmz.é tax payment pesition for FY13 _
_ | Summarise any material tax attributes cartied forward at the end of FY13 and commenton their availability for use in future periods _
| Comment on the corporation tax implications of transactions between the companies and the Director/Shareholder !
m CSomment on sy elections for tax concessions ar similar arrangements which have been accepted by HMRC |
_ Commant on the basis of the corporation tax and deferred tax provisions included in the statutory accounts for FY13
_ Analyse ihe effective lax rate for FY13 and commenton material variancas from the relevant statutory rates

| Review the reasonabieness of the current and deferred tax calculations prepared by the business/ its advisors for the annual FY14 accounting period for
_m each company

2014 KPME LLE, mcxwa?uiﬁqgnﬁmﬂugg?u Qggﬂfggéaﬂ:g&ﬂmmﬁ.ﬁggmg:& Cooperative TKPMS Intamational’), a Swiss enfity. &l nmzmﬂmgﬂn 23
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7 Appendix 1
Scope of work - VAT due diligence

E S e

plied with, Enguire whether

S e

0 i g £ S
ve been com

VAT . Summarise the UK VAT registration status of LDL end comment on whether all registration obli
or has been a member of any current or previous UK VAT groups

Summarisethe VAT treatiment applied to suppiies made by LDL
: Comment on LEL's VAT recovery status and the application of any partial exemption method, where appropriate
| Summarise the status of all UK VAT returns due for submission and payments required in the last year

_ Comment on any VAT errors identified and voluntary disclosures notified to HMRC in the iast 4 years and comment on whether appropriate controls have |
._ been introduced to prevent reoccurrence

_ Comment on LDL's most recent HMRC VAT inspection. Sumimarise the outcome including whethsr additional iiabilities andfor penalties were imposed |
' and controls infroduced to prevent recourrence _

i t Comment on the VAT treatment adopted by LDL in relation to property interests including any ongeing ebligations o carry out VAT Capital Goods
_ " Scheme adjustments and whether any options to tax have been made in relation to property interests

__ Comment on 2ny VAT planning arrangements that LDL. has been involved in and whether such amangements have been disciosed to HMRC m

%

gafions ha

BRI HPMG LLE, 8 UK timited izbility partnership and 2 masmbecfion of s XPMG nstwark of ingdosndent mamber fimms afistod wik KEMG Sooperatie (‘KPMG biemational), & Swizsentiy. All riphts reserved. 24
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Appendix 2

e Permgt eccounts  Per draft sials 1
item Por mgtaccounts  Perdraftstats  Diff} [Currentassets _ ,
Tumaover 32,118 82,118 @y iTrzce debtors 9,385 9354 11
Admin expenses Prepayments 2400 2450 -l
intermnal (inferco) (35,548) (35,549) -1 |Cash 4.268 4371 E.u_
External {45,559) ta5.568r oy iTow! cument assels 16,13C 16,135 (&)
Tota! admin axpenses (22,118) (82.118) (@ |Currsnt Kabilities !
07 oy |Treds creditors {81) 82 11
Aosrued expenses {3,241} 3241 ]
Deferred incame {6,147) {8.147) (&
Extemal VAT craditor (2.679) (2.078) 2 ~
Lo Pormgtaccounts  Perdrafistais D] |Imtercompany (4,561 @y o
Turnaver 75,670 78870 0 Otber creditors . - Amuw 5
Admin expensas Y oﬁ_ cusrent fiabilities (15,120) {16,125 5
Intemal {intsrc) (35.3786) (35.384) @y Net asseis 10 10 9
Extemal (41.233) {(41.285) g
Tokzl admin expenses (78,670) (76,670) o ;
Operating Profit e AlO) PR T 1 Kma Permgiaccounis  Per draftstats Diff
Scasre  SERAGHY SCoOUNTS. Munags 2 rporals [sval Current assets
Trate dablers &515 5815 (0
Prepayments 2,257 2267 2
Cash . 8,308 8314 {5
Total current assets 18,181 18,186 )
8 (47 (145) 1
(2.874) (2,874} {0}
B.217) {6.417) a |
Extemat VAT craditor {2.689) (2.668) ¢
intercompany {6.083) {6.083) ic)!
Cther craditors & 5 |
Total current liabilitles (18,171 {(1B,176) 5 ¢
Mst asseis 10 190 g
Souwrse  Stuiony 9o o olits et corporate Jevel
G4 KPMG LLF, 3 UK fmbed iabhily partnership and 3 mamber fiom of the 1PMG X of g T e mifilated with KPAMG i Cooperstive (HPEMG ), & Swiss entity Al Aot iossned, 25

Thus Raport is prowded i denne and its G

v Lse afE mited - 22 Natcs on page 3,



_ ”*. Appendix 3
FY15 budget

FYid
£700 Actuai Artual ;
150 revenue ", T5IE3 81,479 72,030
ird pary revenue LEZ 388 220
ﬂ,, avement on defsred revenue 928 488 -
Adjustmen - [i88) 3
Totl revenue 75,670 82,118 74,250
Coot of sates - BT
w._.,_..._.u..._ party supplier costs m (12, 748y (5252 L1
1BT productsisenvices H (4 Bpa Ars X
1ET rescurce costs {1,508} {1,455) I3
| Decsunt (700} . f200y A6}
8T margin ang overhead 1 (15.543) {z0.827) {25000}
Caost of sales - external ;M..lunu.u e |..|. [ ———
|LEC employes costs i (3388 {38,360) 143 53}
Other LCC costs {2578 Gdse) | kasy]
LCC rzconciting itern 2,884 {£25) -
One stop shop funding {534) {554) -
8T tundirg centribulicn - i560) -
LACOL Arena charges - (a0 o
Other thind patty suppliers v {10E1 (875) T
Additional costs P SRR
Chznge costs $ - - %mm.ﬁw_
IGT investment 3 - - 8 53
Teiephany { “ ‘ Mw.amwm
Software i - - (24003
1 Developrnent i - - {zoom
mI.u...?_m"S Maintenance m - - {2,603}
fademim _ - - {5,180}
Staff Training ' - - {736}
Otner costs K £
Prapald / accrued expenses {1,530) {387} -
Movamant on prepaid expenses a7 &N -
Bank chaces (a0} (i} “
Siher moverpents iR 190 ~1
Kt profit ) [ 1)
LEY4S ynderlying adiostments ]
BT management charge HE =1
I75A costs L (zoas)
e
2014 KRG LLP, & LK fim lled Satility sarinership and @ somberfian of 81 KPMG netwsdk of ndepsndent masber s sffifated with KPME inlemational Cooparative TKFIME inferational™), 2 Swissestity. All nght ik

This Report is providad in sonfitdencs and ils circuiation and us aie jimiwd - ves Notice on o=eg &,




Appendix 4 |
Net debt update — July 2014

[PM TO INCLUDE BANK A/C TABLE]

£400 Reported debt
Net debt at March 2013

Cash 4,366
E@E

Mayors Fund (2,848
LLC profit share (348;
FY14 LCC reconclling item (199}
irtercompany crediter {4.581)
Net debt at March 2013 (3,419}
{July update

(BT drawings {11,950)
_meu._
iRapayment of intercompany creditor ‘..sinmnw.mf_
“anmmrama_ for unaccrued invoice “,..a-.ma.mrmmm» w
|QY management charge 2,569

Q1 costs 2,182
IMet BT drawings
mb&:mnm& nat debt

Source:  Managament accounts sl corparate tovel,

2059 PG LLP, 3 UK imites liohily sartreiship sin & metnberfim of ihe KPMG netwerk of indggandent member fims affilated with KPMG b ionai Ceop CKPMG intemational’), @ Swissentily, All ights resoned.

This Reporl Is providsd in confidents 3nd s clroulation and wis ars fimiled—ses Nelice'en page 3.



' Appendix 5
Titan charge

Third party supplier costs 5252
B producisisanvices . 3,715
IBT resourse costs 586 1,455
Discount N - T00 200}
{{BTovemsad and margin i S AESTALS
BT Chaiges . : - 5,577 P uﬁ»m&mm
Sourez: BT -omipay charms fe
Historicaicharge

Historically, specific BT services have been provided to LDL at cost with any remaining profit being
extracted by BT in the form of an additional ‘BT cverhead and margin’ charge:

We have added back the overhead and margin charge as pari of our underlying eamings analysis
prasented earlier inthis report,

Future ammangements

Contracis negoliated with BT relating to the post-deal period (LGS, SiA and TSA), may be at a greater cost
to LDL 1o represent contribution iowards BT overheads and an element of profit. This will be reflected in a
reduction in ungerlying earnings in future periods.

in addition, you should consider the potential need toreplace key BT staffor inciude lemporary resource
requirement in the TSA.

V214 KPMS LLP, 3 UK Imited abilily cannershin and a member fumm of 1he KIPMG nel of indag i alisted with KPS intemationst Cooparative (KEMEG Isrighoriad”), o Swissantity. A rghts maared,

This Report is prndded in confidencs ard its sirculstion and use are lnited - see Natics on pong 3,
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Appendix ©
LCC QOffset calculation

500 N FY13 £Y14]
Coats as recorded by LCC
Empioyses 33,108 39,960
iBremisas 533 486
ITranspor 156 148
Bupplies Ti8 1,485
Bervices 988 1,210
agsncy & Transfer 278 -
Racharges 182 457
Taiz! other expendiire 2,888 3,498
| Total offsat . 40,562 43458
Costs as recorded by LDL 3
Per managemeni infermation ) 38,078 43,882
Differsnce 2884 (425) 4

Source:  Mensgement sccourisat covporats level, LD offsal reconciiiedion

Basis of preparation

We have compared LDi cosis as recordad internally, to costs recognised

by LCC.

There is a discrepancy between LCC offset costs as recorded by LCC
and LDL relating fo timing differences on the recognition of offset costs

billed by LCC.

\We have reclassified costs into current period in our underiying eamings
analysis presented eartier in the reporl. LDL management agree in

principa! to this reclassification.

This Repart is pravided in confinence and its wirculation and use are limited — see Notlice an page 3

92014 KPMG LLP, a UK fimited liskiity parnsrship and s memberfien of the KPMG netwoms of indepandent membarfin s aifilizied with KPHIG intematinesl Cooperative ("KPMLE Imemalicnal’), 2 Swissantily, All Aghts ressrved.
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Natworking capital
15,060 %
l}
10,000 4
 E—
5,000 t”ww i

£'006

(5000 <
12
{10,000) 4

o
-—
&

=3
-

Aug-12
Sep-12
Qct12
Mov-12

s Trade deblors
mure T rade creditos
Deferred income

Adjusted networking capita

klanagement accotnts

Source:

Dac-12
Jan-13

Feb-13

Mar-13

May-13
Jun-13

Apr-43

Jul-13
Aug-13

Sep-13
Oct13

Moy-13

Basic of preparation
Following a revisw of tems included on the LDL balance shest, we

Feb-14
Mar-14

o
=5
=
s

Dec-13

Prepaymenis/{accrued income)
Adiusted acerued expenses
External VAT creditor

hawve identified a number of balances within réported working capital
that are debt iike or non-recurring in nature (as discussed sarlier on
pags 13 of this report). We have thersfore adjusted the reporied
working capital figure to excluds these tems.

" Sisted netwarking casitalis
= . 200 : 2 vigherha the. |
[ Minimum (2,668) {2,104) (8133  |Wiinimum (1.547) | 5
Maximm (389) (420) (348)  |Maximum 4885 _ _
| Average {5,222) (1.181) {504)l  [Average 1,516 _
AL pevicd end 12,668} {2,075 313 Af 31 March 2830
{Peiicd end variange to aversge {1.447; (a87) {305 Period end variance to average Ta04 1
Source:  Management acenunts at corporate leve! Soursal Managament accounis at corpora unel Sl
©2014 KPS LR, 214K imited bability parmership and & mmber firn of the KPMWE nobuork of indapandent mombar s silisted with KPME Intsmitionat Coaparative (KPMG b )e s v.-All ighis 30 )
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| Appendix 8
Batance shest detail

Bevenue accrusd to offest discount {10,800 {12.600)
Discount applied in invoice 15,8500 16,000
Revenue deferred 45.080) {13,500),
Contract refresh discount applisd in inveice 7050 12,5001
Total o 2,200 2,400

Sours:  Manegiment sccounts 5 comarste I2vel

g6t _ :
[iAccomodation/mayor furd (2,646} 176481
! [Estimated profit share (220) {348}
1, jOffsst reconcifistion ok neyl
AT BREGEY 55T . G~ g 148y
PWC invaice @) ©
Towl 2574) 3241)

Source;  MarmgEment Rosounts &t torporate el

& 2014 KPMG LLP, 2 UK limitad ability partnarship and 2 smemberinm of e KFMG natwart: of indepandant marmber finns afiloted with KPMG Honal Cooparative CKPRG int lnnar), @ Swissonlity. All ights resenead. 31
p=]
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Appendix 9
Staff costs

ooin . Actual _Actual
{Tota! salary costs . nia 30,907
Tolal employes costs 38,108 32,960
[Aporoximate no of employees 1,170 1,175
Cost per employes
Salary (£'000) nia L3
{Total cost (£060) - 326 34.0
Mote:  Thia ie &n %y fe Sost per smplojos 25 eniployes numbers Hsve only besn provided =
Miztch 2013 and Ap z014. X
Soule:  Management SCOooSs at corporate favel
214 KPNG LLF, s UK limited sy pactnarsiip 3 5 obermiserfem of the KPAAG nelwork of ncspencdant mimber s afiisted Wi KPHIG ifermaivinal Gosperstive CKPMG ivematonaly, a Swiss antiy. Allights reservad

This Report i prosadad m confich Gl

fean and uge wre fimitod — s Nobice on reas 3.



wmcuv:mw name charge {£'008} Service provided Payment igrms Contrast tems
{Computacenter 441 Rardware! service 42 days Contract expires 31.3.14 {to be extended for 9 months for raduced service and ACCL)
{BNP Padbas 398 MFD Hardware and Services. 30 days 13 months from 31.3,14

Source:  Managemeni sCooiatts at cotporate lesei

Keay suppliers
Computacenter and BNP Paribas are the only third party supoliers with a significant charge to the P&L through the LCC offset cost line in FY14.

The Titan charge in £ 14 inciuded a value of £9.2 million (£12.7 millionin FY13) in relation to third parly suppliers. This line represents ail third parly
suppier invoices associated with the services and goods supplied o Liverpool contract procured through BT, inciuding Customer Premises
equipment (CPE), 1T eguipment hardware, software, licences, suppori/maintenance, postage, courier costs, stationary, moblie and blackberry
rentals and usage charges, training courses, accraditations, audit and professionai fees, conitacior fees, consuliancy.

These senvices are expeciad to novate (o LDL post deal and the timing and practicality of this novation should be considered as part of the TSA.

L2014 KPMG LLP, 2 UK limited zbility partrership and & member fiam of the KPMG network of idependent member fims affiiated with KEMG intemational Cooperative {(KPAMG international), & Swiss entily. All righls ressnd. a3

This Report is provided In corfidence srd ifs cinculalion and use ame limilsd — ses Nofica on paga 3.



Key aceounting policies

5

9

Kl

L]

PR

+.DU's key accounting policies are set out in the statutory accounts:

Turnover from iong term cordraciual amangemenis is recognised based on the percentage of completion method. For long term confracts, as the
performance pattern is not straightline, turnover is recognised as services are provided, usually on an output or consumption basis. In the case
of fime and materials coniracis, turnowver is recognised as the senvice is rendered.

Costs related to delivering services under fong term contractual arrangements are expensed as incurred.
Prefitis not recognised upless the financial outcorne of 2 confract can be estimated with reasonabla certainty.
Deferred income comprises services that have been invoicsd in advance of the sesvice or goods being fully delivered as ordered.

Trade debtors are stated in the balance shest st estimated net realisable value. Net realisable value is the invoiced amount fess provisiorn for
doubtful debi. Provisions are made speacificaily where there is objective svidence of a dispute or 2n inability 1o pay. An additicnzl provision is
made basad on an analysis of balances by age, pravious losses experienced and general economic conditions.

Accounting practices

=

3

LDL preduce monthly management accounts, whilst BT are respansibie for the production of both statutory accounts and forecast information.

BY Treasury is responsible for settling ail outstanding inveices in relation to services perfermed and goods provided by BT Globai Soiutions
{Ignite). A creditor balancs relating to ignite is allowed to build up, alongside a corresponding positive cash balance in LDL, which is then cleared
on a periodic basis.

WENL KPMG LEP, 8 UK limited Tability parinssship 2nd 5 memberfim of s KPMG of indapsndent Larfirms afilisied with KPMG Inismat € iiva ("HPMG 5nalT, @ Swiss antity. All rights rasenvet.

This Repert is provided it confidencs and its circidation and use are limitad —sea Nobea on raqge 3.
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Headlines

LAt i e il : i e e e e e 45

This is an issues update
furtherto our draft red flag
veportdated 2 Suly 2014,

This document should be
read in conjuncion with hat
report Furthenmore we draw
your aftention to the draft

We have been engaged by Liverpoo! City Council to assistin understanding the financial position of Liverpooi Direct limited, as part of the
proposesd acquisition.

Our work has focussed on the balance sheet as at 31 March 2014. As you are aware, this has identified a lack of consistent accounting and
record keeping. Furthermore, there are & range of queries from our work, your own queries and the Chief Executive of LD which remains
unresofved.

Despite being provided with a restated balance sheet 2s at 31 March 2014, thers remains uncertainty around whether the nef asset position is
accurale. This is supported by further information we have received on the 30 June 2014 position, which highlighted bajlances that should have
heen accounted for as at 31 March 2014, We note, that detalied work has niof been carried cut on the 30 June or 31 July 2014 balance sheets.

Wewould strongly recormmend that a complete set of accounts are prepared, with supporting evidence and reconciliations, for both LCC and BT

transmittal ltter and to review and censider.

important notice within the

report dated 2 July 2044,

£2014 KPMG LLP, 2 UK limited liabifity pirinerhip snd o member firm of S KEMG notwork of ndependert member finns alfifialed with KFMG iniemational Cooperniive (KPS int ional’), & Swi rity. A4 nghis reservad. . o

Tris Report is provdded in cirfidanss and s cimidation it cse 3 mided —see Nolica on sage 3,



Headlines
Balance sheet reconciliation

The March 2014 balauge ; 5 5 / : ; SN
shaet has heen restated with | Sajes credit - Revenus share !
: - I Remove pre- JE impact for calcs rebased

3 netimpact of 2 reduction _ Accrue for existing I Zopnied Viodwe = Lioib% L TR |
in the BT Ignite Solutions ! Mar-14 LCCoffset  offsetyear 13/14 change robate (other serviceto adjust adjust  Mantdl
creditor of £0.4 million. izg60 Reportsd rec invoice  end accrus! control receivable)  1.25%cash ment menis Restated|
Worldng capitat i

{Trate debtors - gross k] 9,365 - - {310) - - - 31 8.055 “

\Prepaymanisfacoiued income 2,400 - - - - - - - 2.4001

Prapaid expenses 2 o 5 2 2 887 . - 8E7 887/

Trade creditors (81} - - - - - - - Am*.x

Accrued expenses 3 (3,241) {1,204) 129 - - 385 = {4,321 {4,563}

Deferred income (8,147} : - < - - - - - (6.147)

External VAT creditor (2,075} 317 = 52 - ~ - 268 (.70

Mot debit "

Cash at bank 4,365 - - - - - ~ - .&.mmmm

Intragroup creditor (BT treasury) - - - - - - - - -

intragroup creditor {ignite: 4 {4,581) - - . ~ - 375 ars 14,2185}

(et assets 10 (1E87)  _ dss _ _ (3se) _  @gr 388 a5 19

The fcliowing adiustrnents have been made lo the 31 March balance sheet:
1. An amount of £0.3 iliion (gross of £0.1 million VAT) decrease in trade deblors to reflect the previously disputed job evaiuztion invoice (see
Appendix 1). We are unaware as to whether this adjustmentnow removes the dispate in full,

2. An additional £0.9 million prepayment to refiect an expscied Vodafons rebate as referenced in LDL's notes (see Appendix 2). This effectively
reduces the impact of disputed items on the Ignite creditor. As you have aiready noted, the rationale for why this rebate benefits BT oaly, is
unclear. Furthermore, there is nic support for the actuat value of this rebate. We suggest LCC includes this in their disputed items.

3a. The accounts previously showed an acerual of £0.2 millionin relation to the LCC offset reconciliation which was disputed. The accounits now
show an amount of £1.9 million relating fo the LCC offset reconciliation invoice (gross of £0.3 million VAT) and ine reversal of the existing LCC
offset accrual of £0.2 million. This amountis no longer disputed and should be included in net debt.

3b. The restated balance sheet now shows a further £0.4 million reduction to accrued expenses, which relates to the Mayor's Fund and revenue
share accruals. There is no support for the rebasing of this calcuiation. As this reduces net debt, we recommend that you query this
adjustment {and nole you have aiready ssnt some gueries to 87).

4. A £0.4 miflion reduction in the Ignite intragroup creditor, to reflect the net impact of the above items.

E2014 KPME LLP, 5 UK limied imbility parinarsiip and & mamber firm of the KPME network of indapendeat memberfinns mflillabed whn KERG icngl Coop CEFMG ional®), a Swi ity, All fights resaived, 2

This Repgon 12 provided in confidence ard s ciroulation undd uso are limied ~ see Nolice on peae 3,



The restated net debt
position now reflects the
adissted 31 March 2044
halance shest fogether with
our previous findings on the
3G June 2044 sccounts dat
have been comminicated to
you via email

We have not underiaken
work o the 31 Juiy 2014
accounts and our work on
the 30 June 2094 bajance
shuet is not exhaustive.

Net dobt at Msrch 2074 : t
Cash 4.366

Debt

shayor's Fund {2,381)

LCC profit share (2291

FY 14 LC0 offsut reconciiing fteniy {1,804}

Defered income of LDL relating to commiiments of LDL 1o LCC (8o

Historical provision for apprenticeship scheme ﬂmmou._
Hinleregmpany sreditor (4,216)t
IMet debt st March 2044 ) {5,564}

Juns update ol

BT drawings {11,950)

iLess: m
m Repayment of intercompany creditor 4.218 3
{Q1 managament charge 2,500 -

Q1 costs 3.315

Nst BT drawings {1.914)

BT charges paid iwice (June 2014) (200)

Historical amourts owed by LCC 1o LDL {eg JE as agreed) ) 400

Adiusted net debt {7.5841

The following definition of nat debt includes items that we have come
across in the course of our analysis and should be used as a guide for
riegotiations with BT, There may be other issues {including those that
were identified by the Chief Exec of LDL) that you may wish fo discuss.
1) A £2.4 miltion provision held on account for LCC as a ‘Mayors Fund’,
rsiating to historica! billing surpluses which are yat to be offsst against
LCC costs;

2) A £0.2 million accrual relaiting fo ‘revenue share’ held o accountfor
LCC; .

3) A £1.9 million accruat for offset invoices.

4) Deferred income of £0.8 million relating to commitments made by
LDL 1o LCC.

5) A £0.8 million provision for historical obligations o LCC for the
apprenticeship scheme, adult services traiming and children’s services
raining.

6 Amounts owed to BT Ignite Solutions at March 2014, Net debt
includes £4.2 miilion of intragroup creditors owed to BT and ignile
Solutions. An edement of this balance may be working capital in nature
relating to ongoing services providad by BT. Based on Y14 Tian
costs exciuding margin and overhead {£14.6 milfion) on 30 day oredit
ierms the working capital element couid be £1.5 miliion gach monih
insluding VAT. LDL should consider the proposed credit lerms with BT
in assessing the level of working capital included in this balance.

7} Drawings in the period to 30 June inciuded a cash sum of £12.0
miliion extracted by BT to cover the following items:

& BTGS managementcharge of £2.5 million;

= Other Titan ‘third parly pass through costs’ of £2.8 miilion (leaving
an cutstanding balance of £0.5 million al this date);

= Charges under the TCA of £4.8 million {fo reflect the eriginal
creditor balance 2t 31 March 2044, before adjustments), and,

= A BT treasury VAT seiilement of £2.1 miilion.

8) A £0.2 million provision in relztion to BT charges in June 2014 that
are repeat charges of costs paid by LDL in 2013/14.

9) A £0.4 miliion debior in relation to amounts owed by LCC 1o LDL.

D014 KPMG LLP, 5 UK iimited isbiiity partnssanip and a memberfinn of the IPRG netwark of independant member firms afifisted with KPMG iremational Coop

Thiz Repant 1s provided in confidence and its siroutation and use are limited — see Notice an page 2
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Headlines

Updated findings (1)

Orﬁﬂn&:m issues | Per email, the following tems still remained unresolved as of 14 August 2014:

| A£0S8 millionprovision | 1) BT ignite soiutions creditor of £4.6 millionis overstated by ?. 1 million due to accounting errors {understated accrual to LCC L= Partiallyresclved
- inreiafionto a historical for the year end offset reconciiiation, understated provisions overstated _:,.,Qnﬂma LCC) I

m_ Msmwﬁw%wmmwo__u e | 2) The accrual for amounts owed to LCC of £0.2 millionfor the year offset reconciliation is understated by £1.4 million, o i
| accounts at 33 March | 3) Provisions for historical obiigations to LCC for the apprenticeship schems, aduit ssrvices training and children's services & lnresolved

2014, training {currently nil) are undersizted by £0.8 million.

.3 Amounts invoiced to LCC at 31 March 2014 in respect of historical Hems (8.g. job mcmmcmg:v of £1.5 million are dispuied and {
the debtor is overstated by £ | milfion.

-w  Parlially resolved _

' Various further Additional issues were raised by the LDL chisf executive per your email of 20 August 2014 . These ifems are addrassed below;
| outstanding iter s raised ' . . — _
by LDL's chief executive | 1) Ne SIA, LidH, L&Q or Knowsley MBC provisions (ictal value £0.03 million) i
i are also yet to be | 2} Vodalone - £0.5 million cash bonus (subsidy payment due) plus unconfirmed value for the revenue rebate have not been & Unrasolved
! refiected in the | providedto LDL. - [figure of £0.9 million has now been added to prepaid expenses] A figure of £0.3 million has now bean '« Padial e
. acoounis. | added to prepaid expenses, however we have not had confirmation that this cutstanding balance is now fully | %, T A

| accounted for. { :

3) Cisco overcharging ~ Overcharge of £0.2 million to be returmed plus support cost overcharge of [£6.04 miilion]. = Unresolved

- 4) David McEihinney salary — BT have not paid £0.1 million salary (April-August 14).

. | 51 LCC believe that an intercorpany recharge will be raised for (¢) LDL Directors paid in ©CL March 2012 which shouid be.
| 1 ageinstLDL. Estimated at £0.05 Million.
|

»  Unresolved
e Unresslved

DI04 FPMG LLP, 3 UK Timfled abilly partnarship and @ member fim Rqﬂﬁngm:mggﬁ%amﬂiﬂgw%iﬂw%.n jonal Coaparative TRPME Intsimatic umgﬂgfaﬂﬂﬂi 4

This Hepor is pravided in ear o2 and i clrouinticn and usa ars fimibed — sea Molice on page 3.



Headlines

Updated findings (2)

_ Onw.\»m:n%m _mwaam mumo._mmwa;ﬁacmmmaam __

Various further & £2.5million Mayoral Fund provisicn as at 31.03.14. This figure has been adjusted down to £2.4 milfion,

|
! mcwmm.ma_am .WSMHME ' & £0.4 million Profit share provision as at 31.03.14. This figure has been adjusted down fo £0.2 miflion. | @ Partially resolved
: s chief executive | “ )
| mwm also yet to oe 'z £0.2 million Offset reconciliation provision as at 31.03.14 understated by £1.4 million - relates to non-payment of invoice LCC | = Partially rescived
refiected in the X1501296490 £1.6 milfion (£1.9 million gross). This figure has now been adjusted to £1.8 million. __ W Resoived _
| AcCounis. | w  £0.04 miltion third parly accrusi- BSF Computacenter as at 31.03.14 — This has since been paid in June 14. i @ Immaterial? _
‘= £8,000 third parly accrual — PwC invoice— aﬂm.mm.madocnﬁ, ._xmnm,._m__m m.._.mmz._ of2/14 mw.E., 15¢ , x 't mi&w _
'w £1.3 million 2013/14 ICT Investments with no provision. This potentially iooks to be an “off-balance sheet” item and & Unresolved “
' could impact upon net debt N ]
| i i :
‘& £0.84 miilion Apprenticeship under spend with no provision m = Ui i
_ | O i
‘@ £0.19 million Aduit Services training under spend with no provision . ) _
l'a Unresolved |
,“
|

Y 2013/14 LCC debtors

= £15,000 Parking Services discount

© = 2013/14 invoice 352732 inciuded the disputed £0.24 millionagainst BRG24128. There was an agreement for a £15,000
| discount to seitle theissue. The £15,000 has not been set aside within provisions.

| = £0.35 million overstated Job Evaluation impact- (now adjusted for) m
L~ invoice 352732 included & £0.77 million charge for the impactof the Job Evaluation (JE) between Cct 12-Mar 4. Thishas | ® Partially resolved

baen disputed as LCC befieve it has besn overstated by approximately £0.35 mitlion. No JE adjustment should be paid as | _
LDL made a 25% GM in 2013/2014 also the staffing affordability budget is wall under spent. We are unawars as to _

|

_

—~¢

_
i . _
| = £0.03 million Children's services training under spend with no provision w

|

' & Unresolved

12

" whether this adjustment now remmoves the dispute in fuil.
‘= £0.19 millicn Director's Buyout ,_

- invoice 352753 was disputed on the grounds that ithad to govia the offsets and that £0.19 milionwas based on &
| directors when it should have only been 5. A request has besn made to BT to issue via the offsets {for 2013/2014) and
i withdraw the involce, No response to date.

a Unresglved

B 2014 KPMG LLF, 5 L% imited iniilidy MEfEhiE 2nd 1 barfinn of the KPME netwark of in

nt mamberiimms shilisted with KPMG intemational Cooparative (KPMG infsmational™, 3 Swiss entity. Al ighis resenved.
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Headiines

Updated findings (3)

Omﬁﬂzn_:u _mm«_mm m. TITAN Intercompany recharges 2013/14

u  £2.74 million Closing third Party Accrual - Require detail of what 3rd parly invoices are covered by this £2.74 millionaccrual.
£0.06 mitiion Closing iBuy Feed Accrual- This acerual is sysfem generated and is due to the over receipting of purchase orders in
iBuy. The accrual is invalid as it simply requirad the closing of the relafing purchase orders in the system,

Various further __

| =

_ = Confirmation is reguited that 2013/14 SIA winning business charges are correct - In Novi3 and Mari4 in particular revenue siream
i

i

_

_

| gutstanding items
raised by LDL's chisf |

executiive are also yel
io be refiected in the :
appears unusually low (£38,000 and £1,000 respectively).

accounts.
; w  Confirmation is required that 2012/13, 2013/14 and 2014/15 OCL charges are correct. It appears no print or postage has besn

charged.
18 TITAN intercompany recharges 2014/15
_" z £2.5million Management Fes

I — LCC agresd fee for @1 2014/15 but LCC has no evidence of BT being engaged with LDL for this period. No contast by BT with
" m:«.ﬁm&a@.c:Urm.qmnB_._s»m:»maocmnnmmamm:n u§_§39§8n~g0§

w £0.57 million prepayments reclaimed in Apnii*14

~ Evidence that the relating invoices were previously paid in full 2013/14 via TITAN, however no evidence that they were then
credited back and treated as a prepayment on the balance shest. Without supporiing evidence it would appear the invoices in
cquestion have been paid twices.

= £0.08 million charged in P2 but no supporiing data provided
Retated to May TITAN cherges, Gavin Hooker advised supportingdata would follow but not received,
= £7.53 million Unidentified pass through third party costs in P3. No datz provided by BT
@ £0.08 million External Billing for Q1 with no svidence (Knowsley MBC/LIVIHALRD)
P = Q1 OCL reveniue recharge
- £30,000 was credited back for April & May, no svidence of June recharge (£30,000 outstanding) or print/postage..
= Q1 SiA revenue recharge

— Only £26,000 recharged back to LDL for April 14.There is no validation of these costs.- No evidence of SIA recharge for
May/June/ July.
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Supporting analysis
Restated balance sheet

." Previously :

_ Mar-14 reporied Adjusted Jun-id]

il Restated movements  movements  Restated

m.ﬂcqxim capital . i

| Trade debiors - gross 80545 {1,483.7) - 7.,600.8
Prepaymentsiaconied income 24000 50.G - 24500
Prepakd expenses 886.9 18515 (288.1) 24432
Trade creditors {61.5) {1.848.3) - {2,0049.8)
Acorusld expenses {4.562.T) 2154 6135 (3,732:8)

1Deferred income (6,147.4) z21.4 s (5,826.0)]
External VAT craditor {1,708.7) 1,376.7 (317.4) (B850.4}
Net deht 1
_Omma at bank 42657 {4,385.7) - 9.0

Lintragroup craditers - BT treasury - 28458 - 28439
intragroun creditors - Ignite Solutions (B7) £4,215.8) 1,405.5 s {Z.508.8)
Net assets 10.8 9.0} 8.0 14.0
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