
APPENDIX 1 
 
 
 
 

 

 

 

 

 

South Holland District Council 

 
 
 
 
 
 
 
 

Review of 

 

Community Interest and other Local Authority Companies 
 
 
 
 
 
 
 
 
 

An Overview and Scrutiny Review undertaken by a Task Group on behalf of                                               
Performance Monitoring and Policy Panel 

 
 
 
 
 
 
 
 
 

JUNE 2012 



 

Contents           Page 
 
 
1. Introduction and background      3 

2. Scope of the Review        3 

3. Membership of Task Group       4 

4. Method of Review        5 

5. Evidence received         5 

6. Findings         6 

7. Analysis and conclusions       15 

8. Recommendations        20 

9. Financial implications of recommendations    20 

10. List of References        22 

 

Appendices 

A – Background note on companies 

B – Guidance on governance of community interest companies 



 

1.  Introduction and background 
 
1.1 In the drive to find more innovative ways of delivering services a number of 

options are available for Local Authorities to consider. As per the powers to 
trade under the 2003 Local Government Act1 these include the setting up 
companies, such as: 

 
� Limited companies 
� Social enterprises 
� Trusts 
� Industrial and provident societies 
� Charities 
� Community Interest Companies 
� Unincorporated associations 
 

1.2 A general note on company forms can be found at Appendix A, prepared by 
the Lead Officer for this task group prior to their first meeting. Company 
options are relatively new to Councils and experience is limited across the 
sector, but growing. SHDC have set up four such companies: 

 
� South Holland Local Housing Community Interest Company 
� Compass Point Business Services (East Coast) Ltd 
� Compass Point Trading (the trading arm of Compass Point) 
� Red Lion Quarter Community Interest Company 

 
2.  Scope of the Review 
 
2.1 The Performance Monitoring Panel agreed on 28 September 2011 to look at 

the Council’s involvement in Community Interest and other Local Authority 
Companies with particular reference to: 

 
� When is it appropriate for the Local Authority to establish a company and 

which type of company? 
� How are Directors appointed to the Company and for how long should 

appointments be?  
� Are Directors’ appointments reviewed, and if so how? 
� Training, preparation and remuneration for Councillors appointed as 

Directors (including declarations of interest)  
� Responsibilities and liabilities of Directors  
� Role of Members as shareholders 
� Mechanism for reporting Company performance 
� Process for accountability to the Council 
� What are the potential risks to the Council? 
� Inter-relationship between the interests of the Companies and those of the 

Council. 
� Responsibility of the Board 

 

                                            
1
 General Power for Local Authorities to Trade in function related activities, through a company – 
guidance on the 2003 Local Government Act, published 29 July 2004, Department for Communities 
and Local Government 



 

2.2 At an initial meeting of the Task Group on 17 October 2011, Members felt the 
above terms of reference were adequate but that background into many of the 
issues listed needed to be looked into.  It was agreed that the following points 
be added to the Terms of Reference:  

 
� How are Directors appointed to Company, and by whom? 
� At what stage were Directors appointed?  
 

2.3 The Task Group discussions ranged across a number of other areas raising 
several issues for further investigation: 
 
� When members were asked to consider the formation of companies, did 

the Authority lay out all the relevant information and expectations in order 
for members to come to a correct decision? – Why were companies set up, 
how were they set up and what responsibilities were there, particularly for 
Councillors as shareholders?  

� How were Directors appointed etc?  Were members’ skills in particular 
areas considered when making appointments?  What was the appraisal 
system for these decisions to be made? 

� When decisions were being made to set up companies, reports to 
Councillors had to be straightforward and easy to understand.  The 
guidance/information provided within reports in the past, where decisions 
were ultimately made, had to be looked at. 

� Members had to be brought up to speed with the respective responsibilities 
of shareholders, Directors and Managing Directors, and the differences 
between a normal Limited Company and a Community Interest Company. 

� The mechanism for reporting company performance – was this done 
internally or externally? 

� Why did Councillors, as shareholders, have to delve into how the company 
performed – surely this was the role of the management?   

� The reporting of data was rigorously based on what was in the contract – 
there was a need to know what was behind this. 

� If the Authority, when originally setting up the companies, had made errors 
and contracts needed to be changed, there needed to be a provision to do 
this. 

� There was more than one type of Community Interest Company, and the 
Task Group needed to establish which type each of the companies were. 

 
2.4 Members also commented that although the Community Interest Company set 

up with regard to the Red Lion Quarter was within the scope of this Task 
Group, a separate Task Group had been set up to look at the more specific 
issues around the Red Lion Quarter. 

 
3.  Membership of Task Group 
 
  Councillor Bryan Alcock (Chair) 
  Councillor Chris Brewis 
  Councillor Roger Perkins 

Councillor Angela Newton 
Councillor Robert Clark 



 

Councillor Rita Rudkin 
 
Ben Wood – Lead Officer 
Christine Morgan – Member Services 

 
4.  Method of Review 
 
4.1 The review began with desktop research and analysis of publicly available 

literature on the four companies. Various stakeholders were then interviewed 
by the Task Group, and the evidence and information received was analysed 
collectively to inform the conclusions and recommendations herein. 

 
4.2 The terms of reference are large and in many cases open ended. The findings 

and conclusions have therefore been separated into the key themes of setting 
up companies, governance arrangements and performance. These three 
themes cover all the main elements within the terms of reference. 

 
4.3 At the time of writing Compass Point Trading is a new company and effectively 

the trading/ business development arm of Compass Point Business Services 
(East Coast) Ltd. It has therefore been addressed as part of the wider 
consideration of Compass Point. 

 
5.  Evidence received 
 
5.1 15 November 2011 – interview with Mark Stinson (Principal Lawyer, Property, 

Lincolnshire Legal Services): 
 

� The Task Group considered evidence from Mark Stinson on company 
forms, the relative strengths/ weaknesses of different approaches and 
when they are appropriate.  

� The group also heard evidence on the history and background of the 
companies SHDC are involved in (Mark having been company secretary to 
the RLQ CIC and South Holland Homes). This related specifically to 
shareholder and director responsibilities in the case of CPBS and RLQ. 

 
5.2 12 December 2011 - interview with Terry Huggins (Chief Executive of SHDC 

and Breckland District Council, CPBS Director): 
 
� The Task Group heard evidence relating the background and context that 

led to the formation of the companies SHDC are involved in, hearing that 
the rationale behind each was different. 

� The group also heard how governance issues and directors responsibilities 
were not widely understood. 

 
5.3 25 January 2012 – interview with Stephen Bayliffe, Managing Director, 

Compass Point Business Services (East Coast) Limited 
 

� The Task Group heard evidence regarding Stephen’s role with the 
company, the relationship CBPS has with both SHDC and East Lindsey 



 

District Council and comparisons with his previous experience of working 
in the private sector.  

� The group also heard evidence regarding Stephen’s plans and 
expectations for the future of the company 

 
5.4 7 February 2012 – interview with Councillor Jeremy Webb (former CPBS 

Director) and Councillor Fiona Martin (current CBPS Director) from East 
Lindsey District Council  

 
� The Task Group heard evidence regarding the rationale behind CBPS 

creation from the perspective of East Lindsey 
� The group heard evidence regarding the challenges around governance, 

particularly relating to shareholder roles and responsibilities and the 
dynamics of shared ownership between the two councils 

 
5.5 7 February 2012 – interview with Councillor Paul Przyszlak (SHDC 

Conservative Councillor, Deputy Leader, CPBS Director, South Holland 
Homes Director, RLQ CIC Director) 
 
� The Task Group heard evidence from Paul regarding the appointment and 

roles of Directors, along with future challenges for CPBS 
 
5.6 13 February 2012 - interview with Councillor David Wilkinson (SHDC 

Independent Councillor and CBPS Director) 
 
� The Task Group heard evidence from David regarding his appointment as 

Director on CPBS, roles and responsibilities of Board Members and the 
challenges around governance  

 
5.7 The Task Group subsequently met on 29th February, 11th May and 27 June to 

analyse evidence and agree recommendations. 
 
6.  Findings 
 
6.1 South Holland Local Housing Community Interest Company. Set up 

stage – findings: 
 
6.1.1 This is a registered CIC, and was converted to such (previously being a local 

authority company) on 5 February 2009.  
 
6.1.2 It was set up following SHDC consideration of the 2007 Green Paper, “Homes 

for the Future”. The Council had previously attempted (via a Pre-Qualification 
process) to access Social Housing Grant (effectively capital monies to build 
new homes) via a partnership with Broadgate but was unsuccessful. Setting 
up a local authority company enables that company to access the grant. 
Moreover it also avoids pooling of rents and sale proceeds from properties 
under the government’s Housing Revenue Account (HRA) system – the Green 
Paper proposals enabled such revenues to be used to cover other costs 
including new development. 

 



 

6.1.3 Legal advice suggested that a CIC model would provide greater flexibility to 
the council to build new homes (principally the asset lock feature – ensuring 
the assets are for protected for the community) hence it was approved as the 
next step. 

 
6.1.4 In 2008 Cabinet agreed that a local authority company be set up with the 

above purpose in mind, to be wholly owned by the Council and limited by 
shares. It would be set up as a local authority company initially (in order to 
pass pre-qualification) and to be converted to a CIC at a later date. 

 
6.1.5 Essentially South Holland Local Housing was set up for a very pragmatic 

reason – to provide affordable homes outside of the HRA account and derive 
income as a result. Key dates in its creation include: 

 
� 0n 16 October 2007 SHDC Cabinet considered the Green Paper, “Homes 

for the Future” along with options to manage housing stock and provide 
new and/ or affordable housing. 

� Legal advice provided to Cabinet on 15 April 2008, and agreement to set 
up a local authority company (and later a CIC) was approved. The 
company was registered as South Holland Local Housing Limited at 
Companies House on 17 April 2008.  

� 23 July Full Council approved nominations for Directors and Memorandum 
and Articles of Association 

� The first meeting of the company Board was 29 September 2008, and a 
Cabinet recommendation to convert to a CIC was agreed.  

� 7 Oct 2008 Cabinet agree “phase I” for transferring assets 
� Feb 2011 building of 6 new developments begins 
 

6.2 South Holland Local Housing Community Interest Company. Governance 
– findings: 

 
6.2.1 The Company Directors are as follows: 
 

- George Aley (Con Cllr) 
- Malcolm Chandler (Con Cllr) 
- Paul Przyszlak (Con Cllr) 
- Gary Porter (Con Cllr) 
- Doug Best (not elected in May 2010 but still on Board) 
- Michael Booth (Independent Cllr)  
- Richard Scorthorne (SHDC officer) 
- Mark Stinson (Lincolnshire Legal, Company secretary) 
- Nigel Meiklejohn (Tenant’s Association) 
- 1x vacancy for Tenant’s Association 

 
6.2.2 The Full Council meeting on 23 July 2008 agreed that the political composition 

of the Board be 4 Conservative Councillors and 2 Independent Councillors. 
 
6.2.3 The Task Group has found the governance arrangements from an SHDC 

perspective were believed to be relatively straightforward. It was considered 
that the company itself had a clear purpose and set of objectives, and was 



 

effectively run ‘in house’ which meant little or no change in terms of 
operational decision making, flows of information and accountability (including 
Scrutiny by Members through the usual channels). It was also able to draw on 
professional advice from officers within the council as and when required. The 
day to day management also comes from within SHDC housing team, as part 
of their ‘core’ function. 

 
6.2.4 The Task Group have found that the Board are largely inactive and have not 

met for some time. 
 
6.3 South Holland Local Housing Community Interest Company. 

Performance – findings: 
 
6.3.1 On 7 October 2008 Cabinet agreed to phase I of the asset transfer to the new 

company at nil cost: five sites from the HRA with intended development of 13 
housing units. £267,000 was secured from the Homes and Communities 
Agency, to progress this, and supplemented by capital funding from SHDC 
(approved by Cabinet on 5 May 2009 and Full Council 13 May 2009). 

 
6.3.2 In January 2010 a Cabinet report informed Members that 6 new developments 

would begin in February 
 
6.3.3 Six housing units have been built and are now managed as SHDC housing 

stock, outside of the HRA. The day to day management of this stock rests 
within SHDC’s housing team. 

 
6.3.4 The business plan which underpins the company estimates a break-even 

position in terms of revenue receipts covering initial building costs to be 
realised within six years. Thereafter, all new monies would be re-invested into 
building more affordable homes within the district. 

 
6.3.5 The company is effectively a fledging Housing Association with the potential to 

manage further stock. The Task Group has found that the company itself has 
undertaken very little business (other than ad hoc sales and repairs) since the 
six units have been built. The ad hoc activity refers to the acquisition of 
housing units at Flax Mill from SHDC’s housing stock, and subsequent sale on 
the open market. 

 
6.4 Compass Point Business Services (East Coast) Ltd. Set up stage - 

findings:  
 
6.4.1 CPBS is a wholly controlled private limited company, delivering merged 

services under contract to South Holland District Council and East Lindsey 
District Council. Key dates in its creation include: 

 
� 28 September 2009: SHDC and ELDC considered a report from Sector 

and Tribal (funded via the East Midlands Improvement and Efficiency 
Partnership) outlining options and a business case for delivering more 
efficient joint services 



 

� 18 November 2009: SHDC Full Council voted in favour of merging support 
services through setting up a jointly managed and owned company 

� 21 April 2010: SHDC voted that a private limited company be set up to 
deliver merged services under contract to both councils 

� 19 May 2010: SHDC confirmed appointment of Directors 
� 18 June 2010: Compass Point Business Services (East Coast) Ltd 

incorporated 
� 20 July 2011: SHDC Cabinet endorsed amendments to The Council’s 

constitution to accommodate CPBS arrangements 
 

6.4.2 The various business case reports and Council documentation used to inform 
these decisions cited the following as the chief reasons: 

 
� Scale of savings to be made effectively meant that ‘doing nothing’ wasn’t 

an option, this model projected savings of £11.4m over 10 years for SHDC 
� CPBS would be able to adopt private working practices and culture, 

allowing it to trade, the role of both Councils would be as strategic clients 
� As the company is local authority owned it is exempt from public 

procurement legislation – the ‘teckal’ exemption – for delivering council 
services 

� This approach provides more flexibility than a purely outsourced 
arrangement.  CPBS is to be considered to be ‘internal, dependent and 
sub-ordinate’ to the Shareholders, governed by way of a constitutional 
document as oppose to a contract 

 
6.4.3 Interim management arrangements were put in place to manage the set up of 

the company. Permanent members of staff have subsequently been employed 
to run the company and realise the aspirations in the original business plans 
set out by interim management. 

 
6.4.4 Council Members had extensive involvement in shaping the outcomes 

required for CPBS before it was set up and incorporated. There is then a 
strong sense of ownership from Councillors. 

 
6.5 Compass Point Business Services (East Coast) Ltd. Governance – 

findings: 
 
6.5.1 The Board consists of the following Directors: 
 

- Stephen Bayliffe (Managing Director) 
- Terry Huggins (SHDC CE) 
- Nigel Howells (ELDC CE)  
- Paul Przyszlak (SHDC Cllr) 
- David Wilkinson (SHDC Cllr) 
- Fiona Martin (ELDC Cllr) 
- Victoria Ayling (ELDC Cllr) 

 
6.5.2 SHDC agreed amendments to its Constitution in July 2010 that included an 

additional function within the Chief Executive role stating that individual be a 
Director of the merged company. Similarly, the constitution was also amended 



 

to include the appointment of two Councillors to be Directors at the Annual 
Meeting of the Council. 

 
6.5.3 The two councils are the sole shareholders of the CPBS and therefore it is 

legally defined as Local Authority Company. The Shareholders agreement 
shows that ELDC have 63% shares and SHDC 37% which is proportionate to 
the size and initial investment from both. However overall control is 50/50 – 
each Council having one vote each. The Managing Director – the only paid 
employee of the company on the Board – has no shares or voting rights. 

 
6.5.4 The Task Group has found that a key complexity around Board membership is 

the obligation for Directors to owe a duty of care (fiduciary responsibility) in all 
respects to the Company (before that of the Local Authority)2. The Task Group 
is of the view that there is an intrinsic tension for those Councillors who are 
also company Directors of council owned companies: should the Board be 
considering a decision in the best interest of the company but not in the best 
interest of SHDC a Director is legally obliged to support the former, or exclude 
themselves from the decision making process. It is feasible that SHDC may 
not have their interests represented at the Board should a declaration of 
interest need to be made in this instance. This would appear to undermine 
some of the original intentions for SHDC helping create CPBS. The Task 
Group has not found any evidence of this situation in practice however – as far 
as can be ascertained there have been no examples of company decisions 
not being in the best interest of council decisions. However, depending upon 
which authority Directors are responding, there are different views on the 
potential for this to be a source of tension in future. 

 
6.5.5 The Task Group found that initially Board meetings of CPBS were preceded 

by informal meetings of SHDC and ELDC parties, including non Board 
Members, to discuss company business. Moreover the Group is given to 
understand that not all Board Members were invited. This has since been 
addressed and the Task Group understands all Board members are now 
invited to pre-meetings.  

 
6.5.6 Regardless of that, the purpose of these pre-meetings are not clear and the 

task group gained the impression that some had been disruptive and 
potentially damaging to the well being of the company. 

 
6.5.7 The Task Group has found that a common theme in discussion has been the 

issue of remuneration for Board Members. There is a broad consensus that 
Board Members appointed from both councils should be eligible for adequate 
remuneration. This would reflect the level of workload required and reduce any 
reluctance by potential Directors to make themselves available. There is no 
consensus however amongst those interviewed about whether the company 
or the council should provide remuneration. 

 
6.5.8 The Task Group has found that the issue of SHDC as a corporate shareholder 

is not widely understood. In a typical private sector company shareholders are 

                                            
2
 See the seven duties imposed on company directors in the Companies Act, 2006, Part 10, Chapter 
2: http://www.legislation.gov.uk/ukpga/2006/46/contents 



 

able to attend annual general meetings (AGMs) and hold the Board to 
account. In many cases they are also able – through a process and with 
sufficient support – to remove a Director3. In the case of local authority 
companies, The Council is a shareholder. This does not mean however in 
practice that individual Members of The Council are shareholders (ie. each 
Councillor does not have ‘one’ or more shares). 

 
6.5.9 The Task Group is of the view that this is inconsistent with initial messages 

concerning Councillors as shareholders, and an expectation that they would 
have to behave as shareholders would in a private company.  

 
6.5.10 Essentially then, individual Councillors are unable to hold Board members to 

account. They can only do through so The Council collectively as a corporate 
shareholder.  

 
6.5.11 SHDC has adopted the solution of a ‘shareholder’s representative’ who, 

presumably, has a mandate, on behalf of SHDC, to hold the Board to account. 
That mandate would also cover what areas of discretion the representative 
has to agree the shareholder position without referring to Full Council 
(potentially reducing the amount of bureaucracy involved).  

 
6.5.12 SHDC have appointed a shareholder’s representative although the Task 

Group feel this has not been a totally transparent process, nor is there any 
evidence or statement of what areas of discretion referred to above the 
representative has. East Lindsey District Council have not adopted this 
approach and at time of writing there is no such position within that Council.  

 
6.5.13 The terms of reference of this position needs careful consideration and whilst 

being one solution it is not the only one. Whilst the Task Group is not 
suggesting that there has been any abuse of that position it does leave open 
that possibility especially as it is understood that attendance at the pre 
meetings has included the shareholder’s representative.  

 
6.5.14 One manifestation of the lack of clarity on the relationship between Councillors 

and shareholders was negative press coverage following the CPBS AGM in 
Boston in late 2011. The Task Group heard evidence that the interests of both 
councils were represented and considerable debate ensued in what was 
regarded as a public forum concerning the details of CPBS operations. This 
was not felt to have aided the company in its endeavours. In addition, it is not 
a typical practice for a privately limited company to have an open AGM4. 
Indeed the task group was informed that there is no obligation to hold an AGM 
at all. This is clearly an area which needs clarification as well as consideration. 
An alternative forum for Councillors to be in a position to question and hold the 

                                            
3
 See section 15 of the Law Donuts guide on shareholder and director responsibilities: 
http://www.lawdonut.co.uk/law/ownership-and-management/shareholder-and-boardroom-
disputes/shareholder-and-boardroom-disputes-20-faqs#15 
 
4
 This obligation was abolished as part of the Companies Act 2006 (for privately limited companies 
only). See guidance from BIS for more details: http://www.bis.gov.uk/files/file42261.pdf 
 



 

Board to account is needed. Whilst there may be no obligation to hold an AGM 
advice appears to suggest that there is nevertheless a need for an authority 
company to be open and transparent as well as keeping stakeholders 
informed. 

 
6.5.15 The Task Group has also found evidence to suggest that the complex 

accountability arrangements and relationship between SHDC and CBPS has 
resulted in a tendency for The Council to scrutinise operational decision 
making within the company. In many cases the assumption is that CBPS are 
still delivering ‘in house’ services and should therefore be held to account in 
the same way, instead of through delivery on outcomes and outputs agreed in 
the SLAs. The Task Group heard evidence that suggested this has been the 
case from both Councillors who are Board Members and those who are not. 
Evidence also indicated that Board Members in the private sector tend to 
adopt ‘advisory’ roles – not scrutiny roles. 

 
6.5.16 In discussion, parallels were drawn between CPBS and the Royal Bank of 

Scotland who received unprecedented scrutiny of management decisions due 
to the state being a majority shareholder. This has the potential to inhibit the 
ability of the company to operate as effectively and efficiently as a private 
sector company. 

 
6.6 Compass Point Business Services (East Coast) Ltd. Performance – 

findings: 
 
6.6.1 The Management Agreement between both councils and CPBS sets out how 

the joint services will be provided from 1 August 2010 to 31 July 2020. It 
covers the provision of:  

 
� HR 
� ICT 
� Customer Services 
� Financial Services 
� Revenues and Benefits 

 
and is underpinned by a separate Service Level Agreement (SLA) for each of 
the above. The Agreement also covers details around production of annual 
service plans, agreement on adjustment of priorities and performance 
standards and The Council’s role as a strategic client. 

 
6.6.2 CBPS is essentially a successful company as one of its main purposes – the 

need to deliver significant savings – is being achieved. The Task Group is of 
the view that this is of paramount importance. 

 
6.6.3 Another aim was for the company to take on new business and generate profit 

for shareholders by delivering services to other organisations beyond SHDC 
and ELDC. Compass Point Trading – a separate legal entity and tasked with 
sourcing new business – is in existence but not yet generated any new 
business. 

 



 

6.6.4 The Task Group has found that interim management of CPBS had different 
objectives to the current management. There is a feeling that the former may 
have raised expectations regarding the ability of the company to take on new 
business before consolidating the company and its current position within the 
market. The Task Group heard evidence that suggested the company is still 
dealing with this legacy. Moreover findings indicate expectations of systems 
performance was also reported to be greater that reality and shortcomings 
were inherited by the permanent management.  

 
6.6.5 CPBS is still essentially in its infancy as a company, and although every effort 

should be made to secure outside work, the Task Group recognises that 
taking on new business is likely to be a medium term goal.  

 
6.6.6 The Task Group also considered the relationship between East Lindsey and 

South Holland. CPBS has faced some political opposition in the former and 
found itself the subject of various negative articles in the local press. In a 
practical sense this has not had any impact upon the ability of the company to 
carry out its business but there has been slight damage done to the CPBS 
brand and reputation. As 37% shareholder, that may also impact upon the 
SHDC brand and reputation. At this stage however it is not possible to quantify 
the impact. 

 
6.6.7 There is a risk however that with the passage of time and a different political 

make up the relationship between the two authorities and between the 
company could fundamentally change. This may create tensions which have 
the potential to damage the company. 

 
6.6.8 Some risks around future retention of staff have been identified by the Task 

Group. The recent loss of the ICT Director was cited as one example. 
Although the reasons behind this particular instance were not explored, the 
group is of the view that remuneration for employees of the company may not 
be as competitive as it could be – there is no bonus or incentive scheme in 
place for the management team to hit its targets. The Task Group is of the 
view this is unusual in a privately limited company.  

 
6.6.9 The Task Group has found that, as widely acknowledged, the restrictions 

CPBS has on it in terms of being a council owned company instead of 
privately owned company are an important dynamic. The findings above are 
largely symptomatic of that relationship. The management team however (with 
Board support) are putting in place various measures to be innovative within 
these parameters and the challenges around governance at the Board level 
are not deemed to be hindering the performance of the company at this time. 
However unless these issues are satisfactorily resolved (at both Councils) 
potential damage can occur in the future. 

 
6.7 Red Lion Quarter Community Interest Company. Set-up stage – findings: 
 
6.7.1 This was registered with the CIC regulator on 22 June 2009. The purpose of 

the company was to manage the Red Lion Quarter building for the benefit of 
the community, specifically letting office space and operating the food hall. It is 



 

limited by shares, initially with SHDC being the principal shareholder but later 
transferring 33% to Boston College and 33% to Lincolnshire County Council. 
SHDC retained 34% of the shares (agreed at Cabinet 7 December 2010). In 
the event however SHDC retained 100% of the shares. Share capital is £100 
divided into 100 equal shares of £1. 

 
6.7.2 The East Midlands Development Agency provided capital funding to assist the 

construction of the building, but sought no interest in sharing CIC equity. 
 
6.7.3 SHDC considerations on setting up a CIC ran alongside the setting up of 

South Holland Homes. Legal advice to the council suggested, citing South 
Holland Homes as an example, that creating a CIC provided a more flexible 
model for running this type of operation, given it provides the necessary legal 
separation of responsibilities from the Council, distance from operational 
issues (whilst still maintaining sufficient control) without inhibiting its ability to 
make swift commercial decisions. Legal advice also suggested the South 
Holland Homes Memorandum and Articles of Association could be used as a 
template to set up the company. 

 
6.7.4 Cabinet however asked for further legal advice before making a decision. After 

receiving Sector advice in February 2009, the CIC model was approved after 
dismissing a co-operative or an industrial or provident society as a potential 
approach. 

 
6.7.5 Key dates in its creation include: 
 

� November 2008: SHDC Cabinet receive legal advice on setting up a 
company to manage the building once constructed. The recommendation 
was to seek further advice. 

� 24 February 2009: Cabinet approve the CIC model following Sector advice.  
� 22 June 2009: Food Heritage Centre CIC incorporated (later renamed the 

Red Lion Quarter) 
� 15 June 2010 draft shareholder agreement considered at Cabine, proposal 

to share equity with Boston College and Lincolnshire County Council 
agreed, along with structure of the Board. 

� December 2010: Cabinet consider further amendments to the shareholders 
agreement and leasing arrangements, after taking KPMG advice on tax 
issues 

 
6.8 Red Lion Quarter Community Interest Company. Governance – findings: 
 
6.8.1 The Board is limited to 7 members – as per SHDC Cabinet decision 15 June 

2010. 2 from Boston College, 1 from SHDC, 1 from Lincolnshire County 
Council and 3 others to be appointed in accordance with the Articles. 

 
6.8.2 Since the creation of the Board several members have resigned. There 

appointment and resignation dates are detailed below: 
 

Mrs Sue Bolter (resigned 27 July 2010) 
Mr Peter Cropley (resigned 9th June 2011) 



 

Mr Kevin Pallister (resigned 29th June 2011) 
Mr Stephen Broadbent (resigned 13th June 2011) 
Mr Stephen Woolley (resigned 9th June 2011) 
Mrs Janet Hemmant (resigned 9th June 2011) 
Mr Paul Przyszlak  
Mr Howard Johnson 

 
6.8.3 The Management of RLQ has been considered by another task group and it 

sufficient to say their findings have concluded they were not robust. 
 
6.9 Red Lion Quarter Community Interest Company. Performance – findings: 
 
6.9.1 The case of the RLQ has highlighted that the approach to risk management 

was sufficient for covering all legal and statutory obligations, but did not 
address any moral obligations SHDC may have to its residents. These matters 
are dealt with within the report of the RLQ Task Group Report. 

 
7. Analysis and conclusions 
 
7.1 Set up stage: 
 
7.1.1 Setting up a company is a perfectly appropriate means of achieving council 

objectives more innovatively and effectively. However, much like building a 
house, if the foundations are not right then severe problems will occur in due 
course.  

 
7.1.2 In the case of the companies considered within this report The Council 

received both internal as well as external advice which was regarded at the 
time as sufficient for it to make informed judgements on the merits of setting 
up authority owned companies. 

 
7.1.3 However the Task Group has concluded that this information was not of 

sufficient depth or breadth to recognise all the implications, nor was it 
sufficiently understood. In particular, matters around Directors responsibility 
and training, shareholder and stakeholder expectations, reporting and 
governance arrangements were vague and consequently not subject to 
sufficient debate or challenge. 

 
7.1.4 There were in essence insufficient checks or balances to understand what 

commitment The Council was making, and no common framework or 
language to understand what the implications for stakeholders would be. This 
was compounded by an uneven passage through council for each – for 
example RLQ was only debated at Cabinet level whereas CPBS was debated 
at Full Council following extensive prior involvement of Members. Giving all 
Councillors the opportunity to debate and shape the outcomes required from 
CPBS led to much greater ownership of the company’s endeavours.  

 
7.1.5 It is clear that the companies were all set up for different reasons and with 

different objectives in mind – which is perfectly sensible. This has resulted in 
different operational cultures – as intended. South Holland Homes tends to 



 

operate much like an in-house service for example, whilst RLQ and CPBS do 
not. 

 
7.1.6 The four companies are different entities and require different skills and 

behaviours from their Board Members and shareholders. There was no 
recognition of this at set up stage however.  The Task Group has concluded 
this has manifested itself in a generic understanding of local authority 
companies and a tendency to assume that Community Interest Companies 
and privately limited companies operate in much the same way when in fact 
they are subtlely different.  

 
7.1.7 The Task Group is of the view this is particularly acute in the case of Director 

and shareholder responsibilities. It has become particularly evident that the 
roles and responsibilities of both was not sufficiently understood across The 
Council prior to set up. Although all the necessary legal advice and information 
was available, it was not clear what it meant in practical terms – ie. what was 
expected of Board Members, who the shareholders are and what was 
expected of them. 

 
7.1.8 More consideration should have been given to the ‘softer’ side of setting up 

the company – ie. alongside the constitutional and governance arrangements, 
investment should have been made in the skills and behaviours required of 
Board Members and shareholders. Given that what training there was, was 
restricted to Directors only, it is unsurprising variations in understanding may 
exist.  

 
7.1.9 There has been an inconsistent approach to the provision of training for 

Directors across the companies considered in this report. It was provided in 
the case of South Holland Homes. In the case of CPBS some received 
training upon appointment; some didn’t. In the case of RLQ it was provided 
some time after appointment. Although training should be tailored to the 
specific requirements and company form in mind, the Task Group has not 
found any evidence this has been the case. In short there appears to be no 
rationale behind the inconsistent approach to provision of training. 

 
7.1.10 Notwithstanding this inconsistency, there is a feeling amongst the Task Group 

that overall training and guidance given was a necessary but not sufficient 
condition for the role. Many of the individuals appointed to Boards have had to 
‘learn on the job’ and clarity around roles and responsibilities have developed 
over time and through experience. To some extent there is a limit to what 
training can achieve for new Directors, and previous experience of being on a 
Board of Directors is perhaps of equal if not more value. 

 
7.1.11 Appointments to Boards in the companies considered in this report were 

pragmatic and not necessarily based on the needs of the company. An 
obvious deficiency in the appointment process was a lack of consideration of 
previous Board experience and expertise in running private sector companies 
or equivalent. 

 



 

7.1.12 Whilst there is now a strong understanding of the roles and responsibilities of 
Directors from the Directors interviewed, there is a feeling that this is not 
widely understood by Councillors and officers. Any future training therefore 
should be extended to capture all stakeholders. 

 
7.1.13 Whilst it is reasonable for The Council to rely on external advice, a more 

robust approach to risk management which addresses potential failure and 
reputation issues would have helped. The Council did in each case cover all 
its legal and statutory obligations, but did not give sufficient consideration to 
political risk and reputational damage. The moral dimension is a key feature 
which sets local authority companies apart from normal companies. 
Furthermore guidance clearly suggests that Authority companies should be 
open and transparent to all stakeholders. 

 
7.1.14 The starting point for setting up a company should be clear on outcomes and 

ask the question, ‘what are we trying achieve’? A subsequent investigation of 
different forms of achieving that (through companies or otherwise) then needs 
to ensue.  

 
7.1.15 There is no generic approach, guidance or template in place for SHDC to 

consider the above when considering alternative forms of service delivery. 
 
7.1.16 Should a trading company form appear to be the most appropriate 

mechanism, a key question and challenge from the outset should be how 
much autonomy is the authority prepared to give that company. The biggest 
test to consider is whether the authority is prepared to let that company fold or 
go into liquidation (without bailing out the creditors). If the political or 
reputational risk of doing so is felt to be too great, then there is little point 
setting up a trading company as it will never operate with the same philosophy 
as do its private sector counterparts. 

 
7.1.17 A similar test applies should The Council wish to exert direct influence over 

the Board or have a desire to influence operational decision making and day-
to-day activity. 

 
7.2 Governance: 
 
7.2.1 Local authority trading companies are similar to private limited companies but 

are subtlety different in the reporting and governance activities. There are 
various interpretations and understanding regarding the complexities of 
governance in particular.  

 
7.2.2 The Task Group found that the nature of The Council as a shareholder in a 

company has been a source of confusion. This has prompted an inconsistent 
understanding of accountability arrangements between SHDC and the local 
authority companies it has involvement in. This is particularly acute in the case 
of CPBS and RLQ. 

 
7.2.3 The shareholder(s) is The Council, as a corporate body. Councillors are 

Members of the Council and part of the corporate body. Councillors are 



 

therefore stakeholders and not individual shareholders. Stakeholders  also 
covers all those who have an interest in the company or are affected by it (eg. 
members of the public who receive services). 

 
7.2.4 The policy or overall direction of a company is set by the shareholders ie Full 

Council 
 
7.2.5 This relationship between Councillors, the company and the Board is overly 

complex and somewhat under-developed in relation to CPBS. It is not clear 
how individual Councillors are able to feel ownership of the company. 

 
7.2.6 The role of the shareholder’s representative, the mandate they have to make 

decisions on behalf of the corporate body, compounded with their relationship 
with the Board is entirely unclear and potentially dysfunctional to company 
interests.  

 
7.2.7 Given shareholders have the ability to influence Board decisions and (in some 

cases) remove Directors, in the absence of clear terms of reference for the 
position of shareholder’s representative, that individual becomes in essence a 
de facto Board Member, or ‘Shadow Director’. 

 
7.2.8 In the case of CPBS pre meetings which have the effect of pre-determining 

the decisions to be made within the ensuing Board Meetings should be 
avoided. As far as the task group are aware these have not been authorised 
by the respective authorities. Involvement of this nature may well create 
Shadow Directors who would, in law, be subject to the same responsibilities 
as appointed Directors.  

 
7.2.9 The Task Group acknowledges that in the case of CPBS there is no 

straightforward solution for managing the relationship between the Board and 
shareholders, and this is new territory for SHDC and East Lindsey District 
Council. 

 
7.2.10 Typically shareholder views would be captured at a company AGM. Although 

there is no legal obligation to hold such a meeting in the case of a privately 
limited company, the Task Group is of the view that there is moral obligation to 
do so, given its owners are democratic institutions. Indeed guidance 
recommends this. 

 
7.2.11 As Full Council meetings are open, they are not an appropriate forum for the 

corporate shareholder to hold Directors of the company to account. 
Shareholder’s meetings need to be undertaken (jointly with ELDC), but in a 
closed arena. 

 
7.2.12 In order to incentivise Board Members and also reflect the nature of 

responsibilities it entails, Directors should be remunerated at a reasonable 



 

level5. The Task Group is of the view that the cost should be covered by the 
company as it is the company receiving the benefit of their services. 

 
7.2.13 Board continuity is a challenge for all the companies. This is unlike the private 

sector where the tenure of Directors is often long term, enabling stability of 
leadership and strategic direction. The link between the election cycle and 
Member appointments to the Board potentially builds in a regular turn-over of 
Directors.  

 
7.2.14 As they are all still new however, it is too early to say what the impact of a 

future election will be. It may be appropriate to also consider appointing 
independent Board Members to provide external, non-political leadership for 
the company. Remuneration would need to be provided. 

 
7.2.15 Many of the issues raised above regarding accountability and conflicts of 

interest are essentially unavoidable quirks of having local authorities ‘owning’ 
trading companies. It is impossible to quantify the impact that these 
challenges are having on performance within each of the companies for the 
time being. The Task Group is of the view however it is an important dynamic 
which could inhibit growth in future unless satisfactorily resolved. 

 
7.3 Performance: 
 
7.3.1 In setting up companies, SHDC finds itself in the position of shareholder, client 

and owner. It is unsurprising there has been a tendency on the part of officers 
and Members to micro-manage as if the service was ‘in-house’. Whilst close 
management of operational issues helps to build relationships, it is clear that 
this level of scrutiny can inhibit the ability of the company – especially in the 
case of CPBS – to act like a private sector organisation, and reinvents some 
of the restrictions facing local government which it was designed to move 
away from. In short, the approach taken so far is ultimately self-defeating. 

 
7.3.2 Lighter touch reporting by the company on outcomes, underpinned by more 

informal communications and news may be a useful way of managing 
expectations and performance in the right direction. These need to be built 
into the Articles of Association for any new company at its inception. 

 
7.3.3 The Task Group is of the view that for CPBS to operate successfully both 

SHDC and East Lindsey District Council need establish to a consistent 
relationship with the company.  Governance issues must be resolved. Given 
freedom and lack of interference the Board should ensure the company is 
successful irrespective of the opinions of some Councillors.  

 
7.3.4 There is confidence in CPBS current management team’s capacity to 

consolidate and ultimately grow the company. 
 

                                            
5
 See section 9 of BIS guidance on Community Interest Companies which covers governance – 
including remuneration of Directors: http://www.bis.gov.uk/cicregulator/guidance Although applicable 
to CICs, this seems appropriate for CPBS. This is also included at Appendix B. 
 



 

7.3.5 In all the companies considered by the Task Group, there is no process in 
place to review the performance or appropriateness of Directors. This is not 
adequate as Directors of companies are ultimately accountable for company 
performance. 

 
7.3.6 The Board of South Holland Homes appears to be adding little value to the 

overall operations of the company. Moreover it seems excessively large (9 
individuals) for the scale of the business. 

 
7.3.7 There are risks to The Council as demonstrated by the failure of RLQ to 

perform. The management and performance of the RLQ is dealt with outside 
of this report 

 
8. Recommendations: 
 
8,1 The following are divided into specific recommendations regarding the 

companies considered as part of this report and generic recommendations 
regarding SHDC’s approach to setting up companies in future. The 
recommendations should be read in conjunction with the RLQ Task Group 
recommendations. 

 
8.2 That where an alternative form of delivery is to be considered as a possible 

means of achieving Council outcomes it is recommended that an outline 
business case be prepared which covers all of the areas below: 

 
a. Clearly define what council outcomes are to be achieved 
b. Consider all options including in house, out sourced and companies 
c. What are the relative strengths and weaknesses of each in this context? 
d. Consider the risks involved within each option 
e. Decide upon the most appropriate vehicle and set out the reasons for that 

choice 
 
8.3 Where a company form is the chosen method of delivery the following template 

followed as good practice; 
 

a. Commence consideration and debate early enough to give sufficient time for 
all stages of development 

b. Involve Members at all stages from preparation of the outline business case 
onwards 

c. Take account of the advice within BIS guidance notes 
d. Clearly set out what the company is expected to deliver. 
e. Create specific Articles of Association for the particular company to ensure 

the outcomes can be achieved. 
f. Set how and when the company will report to the Council 
g. Where another party is to be a shareholder ensure that agreement is 

reached with that party and is recorded in respect of the above points. 
 
8.4 Where a company form is the chosen method of delivery Full Council consider 

the following; 
 



 

a. What is the political and reputational risk should the company fail 
b. Is this acceptable to Council 
c. What are the tangible benefits over alternative methods of delivery. 
d. Who are to be the shareholders 
e. Who will be the stakeholders 
f. How will Councillors receive information concerning the company. 
g. Who will appoint Directors (there is a presumption that shareholders will do 

so unless another reason is relevant) 
h. Is remuneration for Directors appropriate and if so at what level 

 
8.5 Where a company is to be created the following procedures be followed. 
 

a. Appoint Directors and Company Secretary in a timely manner   
b. Consider recruiting independent Directors. 
c. Ensure Directors are aware of their roles and responsibilities prior to 

confirmation of appointment. 
d. Provide a program of training for Directors on the roles and responsibilities 

as well on the Articles of Association before the company becomes 
operational. 

e. Ensure the reporting procedures are clearly defined before the company 
becomes operational. 

f. Ensure there is capacity to accommodate change notifications where 
council services are delivered 

g. Wherever possible avoid interim management arrangements. 
 
8.6 When a company is operational matters concerning delivery of a service be 

channelled through the appropriate Council Director who is the point of contact 
for Councillors. 

 
8.7 Reporting on performance of a service to the Council be done through a 

quarterly Performance Monitoring Report. Any concerns from individual 
Councillors should be raised with the relevant Council Director above. 

 
8.8 A post of Shareholders Representative be created in respect of each company 

formed with the terms of reference for that position determined by Full Council. 
(The intention of this role is to be the conduit between the Council and the 
company and between the company and the Council) 

 
8.9 An Annual Meeting of each company be convened during the month preceding 

the Council AGM. Attendees; Directors, Secretary, Manager, Shareholders 
Representative and Councillors in their role as part of the Corporate 
Shareholding / Stakeholders. 

 
8.10  The purpose of that annual meeting is: 
 

a. To review the Company activities during the preceding year 
b. To receive an up to date financial statement 
c. To review the Directors performance and position 
d. To consider any policy or directional changes and to make 

recommendations to the Board. 



 

e. To consider a report to be made public on the companies activities during 
the year. 

 
8.11 Where a company has other shareholders, SHDC hold an annual meeting prior 

to that company’s AGM to discuss the matters mentioned above to reach a 
common approach for SHDC within the AGM of that company. 

 
8.12 That in the case of CBPS, a mechanism for regular dialogue between the 

shareholders (SHDC and East Lindsey District Council) be put in place, with 
the intention of reaching (as far as possible) agreement on a common 
approach within the company AGM. This may be through the shareholder’s 
representative, subject to the terms of reference for that position. 

 
8.13 Members and Officers periodically receive training regarding companies, 

company law, the roles and responsibilities of Directors, shareholders and 
stakeholders.  

 
8.14 That a report on the future intentions for South Holland Local Housing 

Company be prepared and reviewed by Full Council. 
 
8.15 Suggest to Compass Point Business Services that their Articles of Association 
 are amended to accommodate: 
 

a. The Directors have the opportunity to receive remuneration from the 
company the amount of which is “reasonable” 

b. The Chair of the Board has the opportunity to hold the post for longer than 
one year. 

c. That the Company holds a closed AGM, during the month prior to Council 
AGM, to which Councillors in their role as stakeholders are invited. 

 
9.  Financial Implications of Recommendations 
 
9.1 Stronger project management process in setting up companies will result in 

increased officer time and costs 
 
9.2 “Reasonable” remuneration for Board Members on CPBS agreed. Unclear 

what this will be but given the company is part owned by SHDC the cost will 
ultimately fall on The Council 
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