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SUBJECT: 

 

PURPOSE:  

Contract variation 

 

To propose that the purchase price included within the existing 

contract is amended by a supplementary agreement for affordable 

dwellings in phase 3 tranche of the development 

 

KEY DECISION: Y  

 

WARD(S) AFFECTED: All 

 

EXEMPT REPORT? Yes. This report is exempt by virtue of paragraph 3 of Schedule 12A 

of the Local Government Act 1972 because it contains information 

relating to commercially sensitive information 

 

SUMMARY 

In 2019, Cabinet approved a business case for this scheme relating to the acquisition of 19 S106 

units. SHDC entered into a contract with a developer during 2020. The first four homes within 

the contract completed and handed over to SHDC during 2020. 

 

During 2021, the developer made the authority aware that due to the increased cost of building, 

it was not viable to deliver the remaining affordable homes at the contract price.  During 2021, 

Portfolio Holder – Assets and Planning made a decision to increase the contract sum for the 

seven phase 2 units in this development.  This decision relates to an increase in the contract 

sum for the eight phase 3 units. 

 

This report is seeking approval to amend the existing acquisition contract to increase the 

purchase price for the phase 3 units, by way of a supplementary agreement. The amendment is 

in accordance with the adopted HRA Housing Delivery Framework. 

 

RECOMMENDATIONS 

1. To delegate authority to Deputy Chief Executive – Corporate Development (S151 

Officer), in consultation with Portfolio Holder for Assets and Planning, to approve the 



increased cost as shown in Appendix A (relating to tranche two and three of this 

development scheme) from the approved capital programme in accordance with the 

HRA Housing Delivery Framework. 

2. To delegate authority to Deputy Chief Executive – Corporate Development (S151 

Officer) to agree any contractual matters (including any terms and conditions which 

may represent a minor variation to the scheme set out in this report) such as signing 

the supplementary agreement to the existing contract, utilising RTB sales receipts for 

this project and other incidental actions that may be required, in consultation with 

the Portfolio Holder for Assets & Planning. 

3. To note and support the decision of Cabinet in October 2019, which delegated 

authority to the S.151 Officer to agree the contractual matters and associated due 

diligence and valuation required to purchase the properties and to complete matters 

relating to the marketing and sale of the shared ownership properties included 

within the acquisition. 

 

REASONS FOR RECOMMENDATIONS 

1. To support the delivery of new affordable homes in the district. 

2. To accord with the Council’s ambition to meet housing need as the homes subject to this 

report are of a type and in a location, which is appropriate to meet local need. 

3. To provide a positive financial return to the Council. 

 

OTHER OPTIONS CONSIDERED 

 

Not to increase the financial purchase value from the contractual position.  

This option was not preferred because build costs have increased, and the developer has 

indicated that they are unable to deliver the homes for the contract price. This option would not 

secure the delivery of these much-needed affordable homes. The revised contract price will still 

provide a positive return on investment for the authority.  

 

 

1.0  BACKGROUND  

 

1.1 In October 2019, Cabinet approved the business case for a scheme in Holbeach. The 

approved project is for the acquisition of 19 S.106 designated affordable homes from the 

developer.    

 

1.2 South Holland District Council entered into a contract to purchase the 19 homes in July 

2020. The contract was phased in three delivery tranches with target completion dates in 

October 2020, October 2021 and October 2022 with longstop dates also agreed. 

 

1.3 Despite the challenges of the Covid-19 pandemic, the phase one dwellings completed in 

September 2020 with the delivery of four shared ownership homes. All four homes have 

been sold to shared owners and are occupied.  

 



1.4 The pandemic had a profound impact on the construction industry impacting the 

availability of labour and materials, and build costs.  Data from BCIS indicates that building 

costs have increased significantly, and statistical reports from the Department for Business, 

Energy and Industrial Strategy (which provide monthly statistics on building materials 

prices) indicate that, for the year August 2020 to August 2021 materials prices increased by 

22.4% and for September 2021 to September 2022 the increase was 13.5%. 

 

1.5 In 2021, the developer made the authority aware that due to increased building costs, they 

were unable to transfer the seven phase 2 homes at the agreed contract price. Portfolio 

Holder for Assets and Planning considered the information provided by the developer 

alongside national information regarding building costs, from BCIS and BEIS. Portfolio 

Holder for Assets and Planning made a decision that the price to be paid for the phase 2 

dwellings should increase. Accordingly, a supplementary agreement was entered into with 

the developer, which increased the contract sum for the seven phase 2 homes. 

 

1.6 In March and May 2022, the seven homes in phase 2 completed. The dwellings comprise 1 x 

4-bedroom detached house, 2 x 3-bedroom semi-detached houses, and 4 x 1-bedroom 

houses. All property are rented tenure and are now let and occupied.  

 

2. REPORT 

 

2.1 The phase 3 dwellings comprise 8 x 2-bedroom terraced houses.  6 are rented tenure and 2 

are shared ownership tenure. 

 

2.2 During 2022, the developer made the authority aware that they were unable to transfer the 

eight phase 3 homes for the agreed contract price and asked the authority to increase the 

contract sum for those dwellings. The contract set a target date for delivery of the phase 3 

properties in October 2022 and a long-stop date of July 2023. However, the developer has 

not made progress with the construction due to the feasibility of delivering the homes for 

the contract price.  

 

2.3 Relevant Cabinet members considered the developer’s request and reviewed the latest 

BCIS data, as summarised in paragraph 1.4 of this report. Members accepted that there has 

been a significant rise in building costs since the contract was entered into. 

 

2.4 Members acknowledged that the existing contract price was negotiated in 2019 and was 

not in accordance with current values and considered that the contract sum should increase 

to take account of the increased building costs and to ensure the delivery of the much 

needed affordable homes. Accordingly, a revised price has been agreed with the developer, 

subject to formal approval.  

 

2.5 This report proposes that the authority enters into a further supplementary agreement in 

relation to the phase 3 dwellings, to establish a revised contract sum. A financial evaluation 

is provided at Appendix A which shows that this scheme will still provide a return on 

investment for the authority if the revised purchase price is paid.  



 

2.6 The long-stop date for delivery of the phase 3 units is July 2023, as per the current contract. 

Contractual matters to be delegated to Deputy Chief Executive – Corporate Development 

(S151 Officer) will include the possibility of extending the long-stop date.  In this event, the 

supplementary agreement will not only confirm the price to be paid for the phase 3 units; it 

will also establish a new long-stop date. The developer has indicated that the houses are 

due to be ready for handover in September 2023, and the long-stop date will reflect the 

delivery timescale.   

 

3. CONCLUSION 

 

3.1 South Holland District Council is in contract for the acquisition of 19 S106 designated 

affordable homes. Tranches one and two have already completed and dwellings have 

handed-over to the authority.  

 

3.2 There is significant evidence of the increase in building costs since the start of the 

pandemic, both as a result of the pandemic and wider economic factors. The developer of 

this site has indicated that it is not feasible to deliver the phase 3 dwellings for the agreed 

purchase price.  

 

3.3 A revised price has been agreed with the developer for the tranche three dwellings and the 

parties will enter into a supplementary agreement to formalise this revision, subject to the 

recommendations set out above being approved.   

 

4. EXPECTED BENEFITS TO THE PARTNERSHIP 

 

4.1 The acquisition of affordable homes in this location will align with the Councils ambition to 

provide good quality affordable housing for residents of the district and meet housing need.  

 

4.2 Confidential appendix A indicates that the scheme will still provide a positive financial 

return to the authority.  

 

4.3 Entering into a supplementary agreement with the developer will ensure that the 

affordable homes on this site can be delivered. 

 

5. IMPLICATIONS 

 

5.1 SOUTH AND EAST LINCOLNSHIRE COUNCIL’S PARTNERSHIP 

 

5.1.1 None 

 

5.2 CORPORATE PRIORITIES 

 

5.2.1 The recommendations contained within the report will make a notable contribution to the 

realisation of the Council’s corporate priority around ‘Your Home’. 



 

5.2.2 The scheme supports the objectives in the Corporate Plan 2019-23 in relation to the 

delivery of housing solutions to meet local needs and aspirations and to ensure that our 

residents are enabled to live in high-quality housing no matter the tenure. 

 

5.3 STAFFING 

5.3.1 None 

 

5.4 CONSTITUTIONAL AND LEGAL IMPLICATIONS 

 

5.4.1 In October 2019, Cabinet approved a business case relating to the acquisition of 19 homes 

on this site.  Council subsequently amended the HRA Capital Programme to include this 

project as a named scheme. 

 

5.4.2 In July 2020, SHDC entered into a contract with the developer which included a fixed price 

for the 19 affordable homes. Four homes on tranche one and seven homes on tranche two 

have already completed and are in SHDC’s ownership. 

 

5.4.3 Advice has been provided by SHDC’s appointed external legal representative for this 

scheme. The advice indicates that in accordance with the terms of the existing contract, 

South Holland District Council is not under any obligation to renegotiate the fixed price 

contract. The developer would be in breach of contract if the tranche three units are not 

handed over by the longstop date of 31st July 2023. Should the developer default on the 

existing contract terms South Holland District Council could seek costs and damages in 

relation to the breach. Relevant Cabinet members have considered the legal advice and 

consider that legal action for breach of contract will not secure the delivery of these much-

needed affordable homes and the delivery of the homes should be the priority. 

Additionally, the revised contract price will still provide a positive return on investment for 

the authority. 

 

5.4.4 If the recommendations set out above are approved, the authority will enter into a 

supplementary agreement with the developer for the tranche three dwellings. 

 

5.5 DATA PROTECTION 

 

5.5.1 None 

 

5.6 FINANCIAL 

 

5.6.1 The funding to meet the increased cost is available from the approved HRA Capital 

programme for schemes subject to formal approval. 

 

5.6.2 A revised financial evaluation is contained within Confidential Appendix A of this report. 

This confirms that the Council will achieve a positive financial return on the investment, 

based on the revised price for the tranche three units (also taking into account the total 



price paid for the phase one and two dwellings). The financial evaluation includes the 2019 

rental levels for affordable rent tenure units on tranche three; this is to enable comparison 

of the return on investment assumed in November 2019 when the scheme was approved, 

with the revised return on investment based on the higher purchase price for the phase 3 

units. However, rent levels have increased since the original financial elevation was 

prepared, as have the market values and this will increase the return on investment.  

 

5.6.3 Any additional on costs, such as an increase in Stamp Duty, can be met from the approved 

scheme contingency.  

 

5.6.4  Confidential Appendix B shows the financial evaluation of the scheme, approved by Council 

in 2019. 

 

5.7 RISK MANAGEMENT 

 

5.7.1 Exceptional market conditions arising as a result of the pandemic have impacted on 

building costs. The developer is unable to deliver the tranche three affordable units in 

accordance with the contract sum.  Whilst legal advice has indicated that the authority does 

not have to agree to a revised price for the homes, this would create a risk that the 

affordable homes will not be delivered.  

 

5.7.2 Future new build contracts negotiated will consider increases in construction costs at the 

point of entering contract. 

 

5.8 STAKEHOLDER / CONSULTATION / TIMESCALES 

 

5.8.1 Consultation with relevant Portfolio Holders took place during 2022 and members 

acknowledged increases in building costs since the authority agreed the contract price with 

the developer.   

 

5.8.2 The target timescale for delivery of the tranche three units October 2022.  However, this 

has not been achieved. The contract has a long-stop date of July 2023 and the developer 

has indicated that this date might not be met.  The dwellings are currently scheduled to 

complete and handover to SHDC in September 2023. The supplementary agreement may 

establish a new long-stop date to reflect current delivery timescales. 

 

5.9 REPUTATION 

 

5.9.1 None 

 

5.10 CONTRACTS 

 

5.10.1 The Council has entered into a contract and is under obligation to purchase the 19 

affordable homes for the agreed contract sum. A summary of the legal advice relating to 

the existing contract is set out in paragraph 5.4.3 of this report. 



 

5.10.2 If the recommendations within this report are approved, authority will be delegated to 

Deputy Chief Executive – Corporate Development (S151 Officer), in consultation with 

Portfolio Holder for Assets and Planning, to approve the increased cost as shown in 

Appendix A (relating to tranche three of this development scheme). It is anticipated that 

any revision to the contract sum will be via a supplementary agreement, signed by the 

authority and the developer.  

 

5.11 CRIME AND DISORDER 

 

5.11.1 None 

 

5.12 EQUALITY AND DIVERSITY/ HUMAN RIGHTS/ SAFEGUARDING 

 

5.12.1 None 

 

5.13 HEALTH AND WELL BEING 

 

5.13.1 As set out in the SHDC Corporate Plan 2019-23, delivering housing solutions to meet local 

needs and aspirations, and ensuring that our residents are able to live in high quality 

housing are priorities for the authority. Ensuring the delivery of the much-needed 

affordable homes on this site will support the authority to meet these objectives. 

 

5.14 CLIMATE CHANGE AND ENVIRONMENTAL IMPLICATIONS 

 

5.14.1 None 

 

5.15 LINKS TO 12 MISSIONS IN THE LEVELLING UP WHITE PAPER  

MISSIONS 

This paper contributes to the follow Missions outlined in the Government’s Levelling Up White 

paper. 

Housing By 2030, renters will have a secure path to ownership with the number of 

first-time buyers increasing in all areas; and the government’s ambition is 

for the number of non-decent rented homes to have fallen by 50%, with 

the biggest improvements in the lowest performing areas. 

 

6. ACRONYMS 

 

6.1 RICS – Royal Institute of Chartered Surveyors 

 HRA – Housing Revenue Account 

 

APPENDICES 

Appendices are listed below and attached to the back of the report 

APPENDIX A Confidential financial evaluation 

 



BACKGROUND PAPERS 

No background papers as defined in Section 100D of the Local Government Act 1972 were used 

in the production of this report. 

 

CHRONOLOGICAL HISTORY OF THIS REPORT 

A report on this item has not been previously considered by a Council body. 

 

REPORT APPROVAL  

Report author: Caroline Hannon 

Caroline.Hannon@sholland.gov.uk 

Signed off by: Matthew Hogan, Assistant Director - Strategic 

Growth and Development 

Matthew.hogan@sholland.gov.uk 

Approved for publication: Cllr R. Grocock, Portfolio Holder for Assets & 

Planning 

 


