
SOUTH HOLLAND DISTRICT COUNCIL 
 
Report of: Portfolio Holder for Housing Landlord and the Housing Manager 
 
To:    Cabinet – 15 July 2014 
 
(Author:  Duncan Hall, Housing Manager) 
 
Subject: Housing Growth 
 
Purpose: To consider options for a council led housing investment strategy, including 

the establishing of a Council owned housing company,  to deliver the wider 
economic benefits associated with increasing the supply of housing and 
generating an income stream to provide further community benefit in the 
future. 

 

 
Recommendations to full Council:  
 
1) That Council approve the establishing of a wholly owned housing company as a private 

company limited by shares, for the purposes of developing a range of new housing  
solutions within the district, including affordable and market housing both for sale or rent; 

 
2)      That delegated authority be granted to the Executive Director and Housing Manager, in 

consultation with the portfolio holders for housing and strategic finance to develop a 
business plan for the company.  The business plan to be presented to Cabinet on 
Completion; 

 
3)     That the initial composition of the Directors of the company be as detailed in 1.32 of this 

report; and 
 
4)    That delegated authority be granted to the Chief Executive in consultation with the Leader, 

to agree a company name. 
 

 
1.0 BACKGROUND 
 
1.1 The Council is an experienced landlord, operating to the high ethical standards associated 

with the UK social housing market. Further, the council has an advantageous position as a 
landowner of housing development land. This report proposes that building on a 
combination of this experience and assets, the council takes the lead role in a strategically 
focussed programme of house building. Enabling the council to provide a wider choice of 
rented housing in the district, influence standards for others, generate an income for the 
wider community benefit and become a Landlord of Choice.   

 
1.2 This report sets out an initial business case to develop new housing under a housing 

company model. It will cover the options that exist and why this approach is being favoured. 
The aim is to develop a range of housing, of different tenures including market sale, private 
rent (PRS), and affordable housing. The objectives of the proposals will be to: 

 

• Deliver new housing supply, on Council controlled land 

• Influence the standard of private rented housing in the district 

• Help to deliver wider growth objectives that will benefit the Council and will help 
stimulate the local economy 



 

• Generate new revenue income  for the district from rented housing, and sales receipts 
from market housing for sale;   

   
1.3 The Council has, for some time, recognised its role in stimulating and delivering new local 

housing investment. It is clear that local authorities generally are in a strong position to take 
a lead on the delivery of new housing investment. SHDC is in a particularly good position 
as a stock holding authority, with an established and successful in-house housing team 
delivering high quality social housing. The proposals set out in this report build on that 
established expertise to further develop an expanded role for the Council to deliver new 
high quality homes for rent (including affordable rented), and market sale. Homes for rent 
will create an offer of choice in the private rented sector, and will help to improve standards 
generally as expectations are lifted. The plans will help address the demand and needs of a 
growing population, and help to boost local economic growth. 

 
1.4 There are a number of options for delivering new housing,; in common with many other 

Councils, the housing company model is the  favoured vehicle., The reasons for this are set 
out clearly within this report. A summary of alternative approaches is contained in the table 
in section 2 and Appendix B of this report. 

 
1.5       An increasingly popular vehicle for many other councils is the use of a local authority 

owned housing company as a delivery and ownership vehicle for a housing development 
activity. This is a simple first step, and nationally in the past year or two a number of such 
new companies have been established. There are currently some 40 or so in place or in 
progress around the country, for example: 
 

 Companies already established: 

• Newham 

• Ealing 

• Broxbourne 

• Greenwich 

• Ashford 

• Wokingham 

• South Cambridgeshire 
 
Companies currently being established: 

• Shepway (making plans to develop a company) 

• Tendridge (making plans to develop a company) 

• Thurrock (making plans to develop a company) 
(Source: Inside Housing - 11 April 2014) 

 
1.5 Progress of these new companies is at varying stages of maturity. The different companies 

differ in structure and objectives according to local need. Latest updates of progress reveal:  
 

• The Sheffield Housing Company is a partnership between Sheffield City Council, 
Keepmoat Ltd., and Great Places Housing Group. The company has plans to build 2,300 
new homes over 15 years. The initial phase of development has started, with some 
homes already sold and occupied. The second phase has also now started. 
 

• Broxbourne Borough Council has approved proposals to establish a new company to 
develop housing for market rent. The new company, Badger BC Investments, will secure 
a loan of £5M from the Council’s capital budget over 4 years to acquire land to build new 
homes, charging a rate of 5% interest on the loan. 
 

• Newham Council launched its new company, Red Door Ventures, in April this year, with 
plans to build 3,000 new homes and acquire a further 500 homes. 

 



 

• Wokingham Borough Council has also established a housing company - Wokingham 
Housing Ltd. 

 
1.6 The principle is the same across the different organisations.  Focussed on the use of the 

Council’s position of strength as a land owner, its strong financial covenant and easy 
access to low cost finance. The approach proposed for South Holland District Council 
ensures the Authority both retains control over development and generates a financial 
return to support the District’s wider needs. 

 
1.7 A housing company is liberated from many of the constraints of the HRA. A separate 

company has greater flexibility on the nature of tenancies it can offer and whether or not it 
wishes to offer the right to buy. The flexibility can extend to units built for sale. The flexibility 
does not necessarily mean that market normalities need to be followed, for example the 
benefits to households of security of tenure could be secured through private rented sector 
(PRS) tenancies with longer fixed term durations. 

 
1.8 Following the publication of the General Housing Consents 2013, and freedoms granted 

through the Localism Act, the Government has created  a valuable opportunity for Councils 
to secure additional revenue in wider communities by making best use of  valuable HRA 
assets. The proposals represent both a tried and tested approach (see above), particularly 
in terms of operating a wholly owned company model, and a significant shift in the Council’s 
housing investment strategy. Officers will continue to engage with other councils that are 
involved in similar activities.     

 

1.9 At its simplest, the company could just be a passive property owner that is wholly owned, 
controlled and funded by the Council, effectively acting as a separate department or cost 
centre. It would not need to have any employees and could be operated and controlled 
within the council’s existing governance structures. Alternatively it could, over time, become 
a more proactive development company. In due course it could be considered appropriate 
to transfer existing or new staff engaged in development/maintenance activity into this 
company, perhaps including the Council’s existing Housing Property Services team who 
currently deliver the Council’s housing development activity through the HRA. However, a 
step by step process is recommended and it would be premature to propose a transfer of 
those, or any, staff before a company was successfully established and operational. 

 

1.10 Future options include, subject to approval, some powers delegated to this company to 
enable more streamlined decision making in respect of development and investment 
activities. Independent professional advice on appropriate governance arrangements, 
including the constituting of a development board, is being sought. Details of proposed 
governance arrangements to be formally agreed will come forward in future report to 
elected members. A challenge we may need to respond to is one of existing decision 
making processes not being responsive enough for the purposes of accelerated housing 
development.  

 
1.11 Increasingly local authorities are establishing a company limited by guarantee or a 

company limited by shares. This vehicle is distinctive from a separate Council community 
interest  company such as South Holland Homes, established in 2008, each vehicle serving 
an important but different purpose. 

 
1.12 The costs involved with setting up a company limited by shares would be minimal (less than 

£1,000), and the necessary work could be completed within 4 weeks of an instruction.  
 

 

 



 

1.13 One of the key opportunities that exist to support growth via the new company vehicle is for 
the HRA to transfer land at nil value (£1) to a Council owned company. Where the 
transfer/disposal is of vacant HRA land held for the purposes of Part II of the Housing Act 
1985, there is no specific requirement for the level of consideration paid for the land. To 
prevent any issues in respect of State Aid, disposals may include conditions relating to 
development of the land, including a minimum number of dwellings to be provided on the 
site by the company within a prescribed timescale. This will of course be subject to 
appropriate legal advice in due course. 

 

1.14 For the approach to be sustainable, a business plan will be prepared that will also cover: 

 

• appraisals based on the acquisition of land from the market  

• development financing options, risk and working with others  

• other options including the acquisition of completed affordable housing units from s106 

development agreements  

• the impact of development lost to the HRA from the transfer of HRA sites   

 

1.15 If the capacity of the HRA and housing company increased to meet new building and 
landlord ambitions there could be more opportunities for sharing resources and maximising 
opportunities to create further revenue streams for the benefit of the wider district.  
Surpluses from the Housing Company will be used to support the Council’s long term 
objectives to benefit its communities through the dividend payments to the general fund 

 
 Housing Demand 
 
1.16 A summary of key relevant findings from the current draft Sub-Regional Strategic Housing 

Market Assessment (SHMA) is included in Appendix C to this report. This demonstrates 
that sales volumes of market housing are currently 40% down on pre-recession levels, but 
that there is evidence of demand for an additional 280 market homes per annum until 2036. 
There is also a reported “critical” shortage of market bungalows. There is also clear 
evidence that the private rented sector is growing, driven by a demand from working 
households coupled with a lack of supply.  

 

 Affordable Housing 

1.17 The purpose of establishing a Council owned housing company is to develop affordable 
units as required by the HRA business plan over its term,  through a wider range of means 
than on land held in the HRA. The Council is in a very strong position in terms of its land 
holdings its status as a housing stock retaining authority housing management and repairs 
services are at hand. The development of a Council owned housing company will 
complement work with and strengthen the HRA. The company, by virtue of its articles will 
be free to operate across district boundaries. 

 
1.18 The HRA could acquire affordable housing from developers, in the same way that 

Registered Providers (Housing Associations) do – i.e. purchasing s106 units. An 
appropriate mechanism will be in place to ensure an “arms length” and equitable approach 
is taken in order not to disadvantage other housing providers and investors. 
 



 

The Business Case for a new approach to housing investment 

 

1.19 The approach proposed incorporates the following key elements:- 

 

• That firstly developing and holding units outside the Council in a wholly owned company 

enables the Council flexibility over tenure (including market rent and sales).  

• That existing land within the HRA is used to benefit the company and its objectives and 

is transferred to the company by agreement for a nominal sum. 

• The Council utilises its position to borrow at very competitive rates to finance new 

development  

• That the HRA Business Plan will continue with the same number of planned new 

affordable homes, and will benefit from a new approach to acquiring S106 completed 

affordable homes. 

• That in order to be sustainable the approach will include proposals to develop on sites 

acquired from the market as opposed to free land transferred from the HRA.  

 
The key benefits from this approach are: 

 

1. Market rents and market sales therefore enable higher returns on funds invested – 

compared to investing in affordable rent homes through the HRA. 

  

2. That surpluses generated by the Council owned company can be returned to the 

Council’s general fund, rather than be accounted for in the ‘ring-fenced’ HRA    

 

1.20 Some illustrative financial modelling has been undertaken by the housing investment team 

at Savills. More detailed site by site proposals and financial appraisals will be prepared in a 

subsequent business plan(s).  A summary of the illustrative modelling is provided in the 

sections below to paragraph 1.26: 

 

1.21 An indicative site held within the HRA was examined. Based on the Council’s prevailing 

affordable housing policy, and with reference to the competitively tendered costs of 

constructing new housing in the area, with an allowance for additional related site costs and 

associated assumptions as follows:  

 

■ 40 properties could be built of which 27 would be retained for market renting, with the 

remaining 13 meeting the affordable housing requirement.  

 

■ The 13 affordable properties would be acquired by a third party at a price equivalent to 

their construction cost  

 

1.22 An illustrative example of the above has been modelled to show the impact of funding costs 

(assume a maturity loan) sufficient to acquire 27 properties to be let at a market rent. In 

reality most sites will support a variety of tenure including market sales. For comparison 

purposes however, the modelling on this site assumes just market rent, and the affordable 

units transferred at cost. This is provided for illustrative purposes only and will be influenced 

by some key elements – for example competitively sourced build costs, all work would be 

procured to deliver value for money and to minimise those costs. 



 

Information on current rental levels suggests a market rent of £121 per week for a 2 bed 

property and £144 for a 3 bed property. Assuming a mix of 2 and 3 bed properties an 

average weekly rent for 2015 of £140 has been assumed. 

 

The modelling shows the net rent, funding costs and yearly surplus for 27 rented homes. It 

also shows for comparative purposes the surpluses produced by the equivalent number of 

affordable homes let at affordable rents (80% of market value), had this number of homes 

been built within the HRA. 

 

 
 

1.23 The graph below shows the way in which net rent and funding costs compare over a 30 

year period. The difference between returns achieved on market rent and affordable rent 

increase over time. 

 
 



 

1.24 Secondly, an initial analysis of some appropriate HRA sites reveals opportunities to develop 

up to 300 new homes. Given the potential to utilise these sites some modelling of a large 

development programme has been undertaken.  Assuming the same assumptions on rental 

income and costs, the modelling shows an annual net rent from 200 properties (assume 

100 are transferred as affordable housing) building up to £1.3m over 10 years, compared to 

an annual funding cost of £0.85m, leading to annual surpluses of some £0.45M 

 

 
 

 
 



 

The total accumulated surpluses over time are summarised below:- 

 

 
 

Market housing, site acquisition, and purchasing s106 units 

 

1.25 The financial modelling has been extended beyond the assumptions of free land transferred 

from the HRA as this will not be a sustainable approach for long term future delivery.  

 

1.26 Firstly assuming that development land is acquired from the market, and appropriate 

additional financing is accounted for,  modelling of market rented units compared to a mix 

of rented and market sale units has been undertaken as summarised below: 

 
 A site is acquired for the development of 100 new market rent properties. Modelling 

assumptions are that the new properties become available 2015 and 2016 (50 each year) 

and that the total cost including site acquisition and preparation is £130k per property. 

Additional investment £13m.  

 

• £13m investment for site acquisition and development of 100 market rented houses 

would generate £0.15m in the first 5 years and £1.5m over 20 years  

 

1.27 As above, but in each year half of the properties are sold on the open market. Modelling 

assumptions are that the additional market sale properties would generate £150k each, 

after all additional selling and development costs. Net of market sale proceeds, additional 

investment £5.5m.  

 

• £5.5m investment (net of market sale proceeds of £7.5m) for site acquisition and 

development of 50 new market rented houses would generate £0.28m in the first 5 years 

and £1.6m over 20 years  

 

1.28 The additional rewards of market sales over market renting need to be balanced in terms of 

development and sales risk. It would be useful under a council owned company model to 

establish a risk profile, and apply this on a site by site basis. The Council is in a good 

position to take additional rental units under its housing management and repairs services. 

Flexibility to temporarily manage, or even acquire an un-sold market sales units could be 

useful in mitigating sales market risks.   

 



 

1.29 Finally some modelling of the proposal to acquire S106 completed has been undertaken, 

given this is an important opportunity, and an important alternative to consider particularly 

to acquire units for the HRA.  

  

100 additional s106 properties acquired and let at affordable rent. Modelling assumptions 

are that the properties are bought in 2015 and 2016 (50 each year) at social housing value, 

and let out at a rent of £110 per week. For these properties, the rent loss due to occupancy 

and bad debts is reduced to 3%, but all other operating and finance cost assumptions 

remain the same. Additional investment £9m.  

 

• £9m investment to acquire 100 properties to be let at an affordable rent of £110 per 

week, would generate £0.35m in the first 5 years and £2.3m over 20 years  

 
1.30 In addition to the key benefits highlighted in points 1 and 2 above, the modelling of the 

approach proposed would suggest: 
 

• There is an investment case for acquiring completed built affordable units from S106 

development agreements on market developments, and so benefitting from the subsidy 

created– particularly valuable for sustaining the HRA 

 

• There is a case that using the land the Council owns (HRA) for market development, 

particularly including market sale, maximises the development uplift, and drives greater 

financial returns for the Council than developing affordable rented homes under the HRA 

 

• The approach of  will mean that more housing will be developed of multi-tenure 

composition, and it will avoid increasing numbers of the same tenure in single tenure 

social housing areas, helping achieve more balanced communities.  

 

Establishing a Company – Recommendations from Performance Monitoring and 

Policy Panel (June 2012) 

 

1.31 Before establishing a new Council owned housing company, the recommendations of the 

“Overview and Scrutiny Review of Community Interest and other Local Authority 

Companies” (June 2012) must be considered. Those recommendations are considered in 

Appendix C. 

 

1.32 The Council will need to determine the Directors to be appointed to the new company. It is 

proposed that the composition of the Directors be as follows: 

• 4 members of the controlling group 

• members of the leading opposition group 

• 1 SHDC Senior officer 

• 1 SHDC officer as Company Secretary 

 

Following the establishment of the company and the appointment of the Directors, the 

board will be able to make changes, including appointing other directors in due course, 

where the board feel it appropriate to do so. This may include seeking specific skills, for 

example a background in commercial house building.  

 



 

Sharing development risks and rewards – working with partners 

 
1.33 It is envisaged that on smaller sites, where more straightforward “Design & Build” 

approaches are appropriate, the Council could fund all the development costs. In the 
context of larger scale development, and greater risk, the Council will need to consider 
working with others under Joint Ventures/development agreements/partnering agreements. 
The Council needs to consider options that it has for development funding. Direct debt 
funding from the Council would probably be most appropriate in the first instance. It will be 
possible for the general fund to lend to the company. The rates between likely Public Works 
Loans Board (PWLB) borrowing rates and the rate at which the Council could lend on to the 
company could create another additional income stream. It would also be worth evaluating 
alternative funding mechanisms when preparing a business plan including through 
institutional investors and/or equity financing.  

 
1.34 Although there are no proposals in the report for future potential partners – this is 

something that needs to be considered particularly in any following stages of this project. 
There are advantages and disadvantages and clearly with smaller and straightforward 
projects skills may already exist and additional expertise can be bought in.  

 
1.35 It might be that the company progresses to undertake large scale development with others 

particularly in respect of sharing risk, reward and raising development finance. Another 
important factor is the benefit of commercial judgement and expertise that working with a 
partner would bring. 

 
1.36 Decisions on financing will need to be considered having given regard to the Council’s 

appetite for risk, and prevailing financing opportunities. These matters will be addressed in 
the subsequent business plan, which will also need to consider any implications relating to 
state aid. The Council needs to consider options that it has for development funding. Direct 
debt funding from the Council would probably be the most appropriate in the first instance. 
It will be possible for the general fund to lend to the company – whilst detailed advice would 
be needed, it is likely that building to keep rented housing would fall within the prudential 
borrowing rules. It would also be worth evaluating alternative funding mechanisms when 
preparing a business plan including through institutional investors and/or equity financing.  

  
2.0 OPTIONS 
 
 Each of the options listed below are considered further in a table on pages 12 and 13. 
 
2.1 Option 1 - Do Nothing (not recommended)  
 
2.1.1 The HRA has started development of new affordable housing, with the first 16 new 

dwellings currently at different stages. Whilst this approach is sustainable in terms of the 
HRA business plan, it does not create any significant new revenue streams which can 
benefit the Council’s general fund.  
 

2.2 Option 2 – Increase delivery of housing under the HRA (not recommended) 
 
2.2.1 Increasing delivery under the HRA would require an increase in capacity to sustain such a 

programme. This option does not provide the opportunity to generate income streams for 
the general fund. Additionally, the returns which could be generated from market sales and 
PRS would be greater. This option would require an increase in capacity which could easily 
be planned for given current levels of predicted surpluses in the HRA. 

 



 

2.3 Option 3 - Establish a Council owned housing company (recommended) -  
 
2.3.1 The main benefits of setting up a wholly Council owned housing company to deliver new 

housing include:  
 

• the ability to offer a wider variety of tenure types (including PRS)  

• no impact on the HRA borrowing cap 

• freedom from the HRA rent regime and the implications of the “limit rent subsidy” 
(currently, the Council’s ability to reclaim Housing Benefit is linked to the average rent 
of properties within the HRA, compared to a “limit rent”. If properties with higher rents 
are introduced into the HRA, these would increase and create risks with the limit rent 
calculations and, therefore, the Council’s ability to reclaim housing benefit costs), and 
avoids potential losses through Right To Buy 

• profits from the company can be returned to the Council’s general fund via dividend 
payments 

 
2.4 Option 4 - Develop in partnership (Joint Venture or Asset Backed Vehicle) (not 

recommended at this stage) -  
 
2.4.1 This option would require further investigation, but will be considered as part of the more 

detailed business plan, particularly where large scale development would involve greater 
risk and high levels of development finance. 

 
2.5 Option 5 - Develop through South Holland Homes (not recommended) -  
 
2.5.1 There is still potential for South Holland Homes (SHH) to develop housing, it has assets 

and money to invest. For the purposes of meeting the aims and objectives set out in 1.2, 
the operating model and associated constraints of a Community Interest Company are not 
appropriate. 

 



 OPTIONS 

 1. Do nothing 2. Increase delivery of 
housing under the 
HRA 

3. Establish a 
Council owned 
housing company 

4. Develop in 
partnership (Joint 
Venture or Asset 
Backed Vehicle) 

5. Develop through 
South Holland Homes 

Advantages • Continues to deliver 
much needed 
affordable housing 
(albeit at a limited 
volume) 

• Unlikely to have a 
borrowing requirement 
in excess of the 
borrowing cap 

• The HRA can operate 
without VAT or 
Corporation Tax 
issues 
 

• The HRA can sustain 
an increased 
programme of new 
housing within its 
business plan – 
particularly if the 
additional “headroom” 
borrowing is made 

• The HRA can operate 
without VAT or 
Corporation Tax 
issues 
 

• Avoids HRA rent 
regime and 
implications of the 
“limit rent subsidy” 

• Avoids losses 
through Right To 
Buy 

• Can create a 
revenue income to 
the Council through 
dividend payments 

• Potential to create a 
further revenue 
stream to the 
General Fund 
through loan 
arrangements 

• A Company Limited 
by Shares is unlikely 
to incur any liability 
for Stamp Duty and 
Land Tax (SDLT) on 
property transfers 
between the Council 
and the Company 

• Ability to offer a 
wider variety of 
tenure types than 
the HRA (including 
PRS) 

• No impact on the 
HRA borrowing cap 
 
 

• NOTE - This option 
requires further 
investigation, but 
will be considered 
as part of the more 
detailed business 
plan 

• Shared expertise 
amongst partners 
 

• Existing established 
company, so no cost to 
set up 

• South Holland Homes 
already owns 6 
dwellings, so appropriate 
management processes 
are already in place to 
own and let additional 
dwellings 

• South Holland Homes is 
able to make dividend 
payments to the Council 
as shareholder (albeit 
limited by the dividend 
cap – see below) 



 

Disadvantages • No benefit to the 
General Fund 

• New dwellings would 
need to be let under 
secure tenancies, 
which include the 
Right To Buy 
 

• No benefit to the 
General Fund 

• New dwellings would 
need to be let under 
secure tenancies, 
which include the 
Right To Buy 

• Any financing within 
the HRA counts 
towards the overall 
HRA borrowing, which 
is subject to a 
borrowing “cap” 

• Would not generate as 
significant a return 
given the lack of 
flexibility over tenure 
types (particularly 
PRS) 

• Would be liable for 
payment of 
Corporation Tax on 
any profits 

• There would be VAT 
implications in a 
company model 
which differ to the 
Council (which is 
able to recover 
VAT) 

• There is a potential 
“opportunity cost” of 
not building purely 
affordable homes on 
HRA land – i.e. if a 
site can 
accommodate 30 
new homes which 
would all be 
affordable if 
delivered through 
the HRA, there 
would only be one 
third of this number 
provided as 
affordable homes 
under this route 
 

• Complex 
arrangements 
needed to establish 
such a vehicle 

• Not fully under the 
Council’s control 

• Tax implications 

• There is a potential 
“opportunity cost” of 
not building purely 
affordable homes on 
HRA land – i.e. if a 
site can 
accommodate 30 
new homes which 
would all be 
affordable if delivered 
through the HRA, 
there would only be 
one third of this 
number provided as 
affordable homes 
under this route 

• Dividend cap restricts the 
level of dividend 
payments which could be 
made to the Council 

• Asset lock in place which 
means that any assets 
(dwellings) must either 
remain within the 
company or, if 
transferred to another 
body, strict criteria must 
be met 

Risks • Right To Buy – risk of 
losing homes through 
RTB (although the 
“cost floor” calculation 
would mean that sales 
out of the HRA would 
result in build costs 
being returned to the 
HRA) 
 

• Right To Buy – risk of 
losing homes through 
RTB (although the 
“cost floor” calculation 
would mean that sales 
out of the HRA would 
result in build costs 
being returned to the 
HRA) 
 

• The establishment 
of any new 
company vehicle 
involves a number 
of risks which are 
not present if using 
an existing vehicle. 

• The setting up of 
any new Council 
owned company 

•  •  



 

must include the 
actions detailed in 
the 
recommendations of 
the Overview and 
Scrutiny review of 
Community Interest 
and other Local 
Authority 
Companies (June 
2012) 
 

Conclusion • As a way forward for 
housing growth, this 
option is not 
recommended – 
primarily because of 
the lack of benefit to 
the General Fund, and 
the restrictions on 
tenure types. 
However, 
development/acquisitio
n of dwellings through 
the HRA should 
continue in order to 
maintain a viable 
business plan. 

• As a way forward for 
housing growth, this 
option is not 
recommended – 
primarily because of 
the lack of benefit to 
the General Fund, and 
the restrictions on 
tenure types. 
However, 
development/acquisitio
n of dwellings through 
the HRA should 
continue in order to 
maintain a viable 
business plan. 

• This option is 
recommended as it 
would enable an 
acceleration in 
housing growth in 
the district whilst 
being free from the 
HRA rent regime, 
implications of the 
“limit rent subsidy”, 
and potential losses 
through Right To 
Buy. 

• This option requires 
further investigation 
as part of the more 
detailed business 
plan, particularly 
where large scale 
developments would 
involve greater risk 
and high levels of 
development finance. 
However, as a way 
forward for housing 
growth, this option is 
not recommended at 
the current time. 

• As a way forward for 
housing growth, this 
option is not 
recommended. This is 
primarily because South 
Holland Homes is a 
Community Interest 
Company (CIC), which 
means it has restrictions 
on dividend payments it 
can make (the “dividend 
cap”), and is bound by an 
“asset lock”. Further 
options for the future of 
South Holland Homes 
include ongoing small-
scale development 
/acquisition, given its 
existing assets and 
available cash. 



3.0 REASONS FOR RECOMMENDATIONS 
 
3.1 To enable the Council to accelerate the development of new housing in the district in the 

most appropriate way. 
 
3.2 To increase the supply of  good quality new housing offering choices in tenure, meeting the 

housing demand and need from a changing and growing population. 
 
3.3 To utilise developable land in the most effective way, generating additional income for the 

Council. 
 

4.0 EXPECTED BENEFITS 
 
4.1 It is expected that the recommendations of this report will help to meet housing need under 

the Council’s housing authority duties. In addition, revenue streams can be generated for 
the general fund. The recommendations would enable an increase in investment capacity 
without the restrictions of the HRA borrowing cap. There could be further potential to 
produce additional income for the general fund through loan arrangements. 

 
5.0 IMPLICATIONS 
 
5.1 Carbon Footprint / Environmental Issues 
 
5.1.1 There will be implications relating to carbon and environmental issues, as this is inevitable 

in housing development. However, all schemes will be subject to planning and Building 
Regulations approval, which will address those issues. 

 
5.2 Constitution & Legal 
 
5.2.1 The Council has the power to establish a wholly-owned company through the general 

power of competence under s1 Localism Act 2011, which allows the Council to do anything 
that a private individual can do (subject to any restrictions that the law may specifically 
place upon us). Local Authority companies are commonplace, and the Local Government 
and Housing Act 1989 acknowledged this long before the general power of competence 
was granted - as it made provision for the accounting arrangements that apply to 
companies controlled by a local authority. 

 
5.2.2 Following advice from both Savills and the Council’s own legal team, a company limited by 

shares is considered the most appropriate model in this case, as the costs involved in 
setting up such a company would be minimal. The costs involved with setting up a 
company would be minimal (less than £1,000), and the necessary work could be completed 
within 4 weeks of an instruction. 

5.2.3 For HRA land, under the General Housing Consents 2013 (Section 32 of the Housing Act 
1985), “a local authority may dispose of vacant land” at any price determined by the local 
authority. It is permitted under existing general consents, therefore, for HRA land to be 
disposed of for a nominal sum (£1) to a Council owned housing company.  

 
5.2.4 For land held within the General Fund, the Council has statutory power to dispose of land 

under s123 Local Government Act 1972. The Council is able to dispose of land at less than 
market value where this is in the interests of the social, economic or environmental well-
being of the area or its inhabitants. 

 
5.2.5 Governance arrangements will be addressed in the subsequent detailed business plan. 
 



 

5.2.6 The Articles of Association for the company are being drafted, but it is proposed that they 
include the following powers: 

 
 The company will be able to: 

• Buy land and property 

• Raise finance - not restricted to, but including borrowing and share capital 

• Build housing for market sale, market rent and affordable rent 

• Sell market housing properties 

• Sell market rented properties 

• Sell affordable properties 

• Sell land 

• Procure management and maintenance services 

• Procure professional advice services for development 

• Procure professional legal advice services 

• Procure professional marketing services 

• Lend money 

• Enter into Joint Ventures/Partnerships 

• Have its own staff (should the need arise - this is unlikely in the short term, but may be a 
possibility for the future) 

• Trade in other work areas  

• Make dividend payments to SHDC 

• Build all types of housing operating as a developer (i.e. the company is unlikely to 
physically build itself, but would use the services of contractors/builders) 

• Acquire s106 units 

• Have the ability to establish Special Purpose Vehicles (given the nature of the company, 
it is likely that some larger schemes will need to use an SPV to avoid placing all risk on 
this single company, so there may be an SPV for a specific site, which may then be 
wound up once that site has been delivered, for example) 

 
5.3 Contracts 
 
5.3.1 It is the opinion of the Report Author that there are no implications. 
 
5.4 Corporate Priorities 
 
5.4.1 The proposals in this report are consistent with a number of the Council’s priorities, 

including: 
 

• To be a forward looking Council 

• To enable our communities 

• To support our local economy 
 
5.5 Crime and Disorder  
 
5.5.1 It is the opinion of the report author that there are no implications. 
 
5.6 Equality and Diversity / Human Rights 
 
5.6.1 There is potential for the proposals to mean that less affordable housing will be developed 

as a result of HRA land being transferred for development of both market and affordable 
housing. As an example, where a site could accommodate 30 new homes, if developed 
through the HRA, this would deliver 30 new affordable homes. However, under the 
proposals in this report, this would deliver a total of 30 new homes, only one third of which 
would be affordable (under current planning policy). 



 

5.7 Financial  
 
5.7.1 Some initial advice around tax liabilities for the company has been obtained from Savills, 

but further specialist advice will be sought as appropriate for the purposes of preparing 
detailed business plans. This will include advice on corporation tax in particular. 

 
“The company will be liable to pay corporation tax on its profits. There will be a number of 
deductions from rental income received by the company to arrive at taxable profit.”  

 
5.7.2 Where property is transferred between different entities, this can give rise to a liability to 

pay Stamp Duty and Land Tax (SDLT). Where the two entities are part of the same group 
of companies, there is relief from this liability. In this case, with a company limited by shares 
being under the Council’s ownership, this should enable the Council to take advantage of 
that relief. 

 
5.7.3 The preparatory work in setting up the company, including specialist advice required, has 

and will continue to incur costs within the existing Housing Strategy budget, which has 
sufficient capacity to fund this work. 

 
5.8 Risk Management  
 
5.8.1 There would be a financial risk if the HRA was to hold a significant number of affordable 

rent properties. Currently, the Council’s ability to reclaim housing benefit is linked to the 
average rent of all HRA properties, compared to the “limit rent”. Consequently, if the 
average rent increases, this would create a potential risk on the limit rent calculations and 
the Council’s ability to reclaim housing benefit costs. 

 
5.8.2 There are inherent risks associated with the speculative element of building market housing 

for rent or sale. The risk mitigation will be dealt with in the subsequent detailed business 
plan. 

 
5.8.3 There is a risk is that the government could direct local authorities to account for the 

income and expenditure of separately owned vehicles within the HRA. However, our advice 
is that DCLG seem very keen for Councils to use the new ‘power of competence’, and that 
this risk is minimal. Our investigations suggest that significant numbers of Councils across 
the country are taking this approach and accept that this risk is minimal in the context of the 
government’s growth agenda.   

 
5.9 Staffing 
 
5.9.1 As a major work stream, representing a shift for the Council in terms of its investment and 

housing strategy, there will be a need to employ or buy in appropriate additional staffing 
resources. The HRA has existing available resources to fund the initial work. Further details 
of resource requirements will be provided in detailed business plans. 

  
5.10 Stakeholders / Consultation / Timescales 
 
5.10.1 Discussions have taken place with relevant members and officers in the development of 

this report and proposals. It is envisaged that there will be an internal team to work on this 
project as it develops, and there will be additional capacity requirements as mentioned 
earlier in this report. 

 
5.10.2 Additional work is currently ongoing in respect of governance arrangements, and will form a 

key part of the initial business plan/s. 
 



 

5.10.3 Subject to the recommendations of this report being approved, it is envisaged that the 
company will be established by the end of August 2014. The business plan for an initial 
phase of development, which will include governance arrangements, will be presented to 
Cabinet in December 2014. 

 
 
6.0 WARDS/COMMUNITIES AFFECTED 
 
6.1 This report and its recommendations have the potential to affect all wards within the 

Council’s district. 
 
7.0 ACRONYMS  
 
7.1 The following acronyms have been used within this report: 
 

• PRS – Private Rented Sector 

• SHMA – Strategic Housing Market Assessment 

• HRA – Housing Revenue Account 

• LHA – Local Housing Allowance 

• PWLB – Public Works Loans Board 

• SHH – South Holland Homes 

• CIC – Community Interest Company 
 

Background papers:- Report from Savills (Confidential) 

 
Lead Contact Officer 
Name and Post:  Duncan Hall, Housing Manager 
Telephone Number:  07500 915488 
Email:  duncan.hall@breckland-sholland.gov.uk 
 
Director / Officer who will be attending the Meeting:  Duncan Hall, Housing Manager 
 
Key Decision: No 
 
Exempt Decision: No  
 
Appendices attached to this report:  
Appendix A – Summary of Alternative Approaches 

Appendix B – Information from the draft Sub-Regional Strategic Housing Market Assessment 

Appendix C – Recommendations from Performance Monitoring and Policy Panel (June 2012) for 

establishing a company 

 



 

APPENDIX A  
 

Summary of Alternative Approaches 
 
 

 HRA General 
Fund 

New 
Housing 
Company 

South 
Holland 
Homes 

     

Ability to create new revenue streams for the General 
Fund 

X � � �* 

No limits on owning private rented properties let at 
market rents to private tenants 

X X � � 

Borrowing will not be counted towards Debt Cap limit X � � � 

Separate accountable entity to provide housing 
investment projects 

X X � � 

No financial impact through Right To Buy X X � � 

No loss of Housing Benefit through inclusion of 
affordable/market rent properties on the “limit rent” 

X X � � 

No liability for Corporation Tax � � X X 

     

     

 
* - South Holland Homes, as a Community Interest Company, is subject to the dividend cap and 
the asset lock, so any new revenue streams to the general fund (i.e. by payment of dividends) 
would be limited 
 
 
 



APPENDIX B 
 

Information from the draft Sub-Regional Strategic Housing Market Assessment 
 
The below is a summary of key relevant findings for the South Holland area, contained within the 
current draft Sub-Regional Strategic Housing Market Assessment (SHMA) 
 
Market Signals 
 

• Sales volumes are presently 40% down on pre-recession levels 

• Trends in the market in South Holland closely mirror trends in the national market 

• House prices are below national averages. Correction of £16,000 between pre and post 
recession prices 

 
Affordable Housing 
 

• Clear and significant need for more affordable housing 

• 38.7% of households in South Holland cannot afford market housing without subsidy. Of 
these, approximately 20% can afford intermediate home ownership products.  

• 2.2% of households are living in unsuitable housing (i.e. overcrowded) 

• Need for 300 affordable homes per annum to meet affordable housing need 

• When looking at demographic projections need is likely to grow, with 54% of all households 
requiring affordable housing over the 2011-2036 period. 

• Modelled data shows a need for the following between 2011-2036: 
o 1 beds – 22.5% 
o 2 beds – 45% 
o 3 beds – 33% 
o 4 beds – 3% 

• However, the short-term view should focus upon delivery of smaller units in response to the 
‘bedroom tax’ 

 
Private Rented Sector 
 

• Clear evidence that the PRS sector is growing, driven by demand from working households 
coupled with a lack of supply.  

• Evidence of demand for the following:  
o Smaller rented dwellings in Spalding and Holbeach, especially 2 beds 

• Evidence that demand in Holbeach is driven from overspills in Spalding 

• Rising rents observed 

• Evidence that PRS is meeting some of the need arising from the shortfall in the delivery of 
affordable homes. Local Housing Allowance (LHA) claimants account for approximately 
32% of PRS market across the HMA. However, as a general rule actual rents exceed LHA 
rates across the HMA.  

 
Market Housing 
 

• Evidence of demand for an additional and approximate 280 market homes per annum until 
2036  

• In terms of market housing, modelled data shows demand for the following between 2011-
2036: 

o 1 beds – 3.8% 
o 2 beds – 31.5% 
o 3 beds – 46.2% 
o 4 beds – 17.8% 



 

• Evidence of market demand for the following in South Holland: 
o Bungalows to supply the retirement market (clear market signals in price variation 

between bungalows and houses in South Holland). Shortage described as critical. 
Expect demand to increase as housing market around London grows, and people 
move to the area to release equity and retire 

o 3-4 bed homes in Long Sutton 
o Smaller family homes in Spalding and Holbeach 
o Evidence that established EU migrants are driving many of the sales of new homes 

in South Holland 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
APPENDIX C 

 

Recommendations from Performance Monitoring and Policy Panel (June 2012) for 

establishing a company 

 

Before establishing a new Council owned housing company, the recommendations of the  

“Overview and Scrutiny Review of Community Interest and other Local Authority Companies” (June  

2012) must be considered. Those recommendations are considered below. 

“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” 

  

In response to each of these points: 

 

a. The main purpose of establishing a Council owned housing company is twofold – firstly 

to accelerate housing development within the district, and secondly to generate revenue 

income streams to the Council’s general fund. 

 

 b. Other alternative options are considered within this report. 

 

c. The advantages and disadvantages of each alternative are considered in the table in 

section 2 of this report (“Options”) 

 

d. The risks of each option are also considered in the table in section 2 of this report 

(“Options”) 

 

e. The establishment of a Council owned housing company is considered the most 

appropriate vehicle in this case. The reasons for this are detailed in the table in section 2 of 

this report (“Options”) 

“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.” 

In response to each of these points: 
 

a. The proposals within this report have been considered through discussions with CMT, 

the Portfolio Holder and Executive Briefing (Strategy Board), and are being brought to 

Council for final approval. 

 

b. As (a) above 

 

c. The BIS guidance notes appear to relate to Community Interest Companies. As a CIC is 

not proposed in this report, reference to those guidance notes has not been made. 

 

d. The Articles of Association will specify what the company is expected to deliver. The key 

points which will be included in the Articles are shown in 5.2.6 

 

e. As (d) above 

 

f. Governance arrangements will be addressed through the company business plan/s 

 

g. This is not applicable, as the Council will be the only shareholder when the company is 

first established 

“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” 

In response to each of these points: 
 

a. The detailed business plan/s will consider all risks before approval. 

 

b. Full Council are asked to approve the recommendations so need to be comfortable with 

the recommendations. 

 

c. This is addressed in section 2 of this report 

 

d. South Holland District Council will be the only shareholder when the company is first 

established 

 

 

 



 

e. The key stakeholders are considered to be: 

• South Holland District Council 

• Contractors employed by the company 

• Professional advisors employed by the company 

• Communities the company develops within 

• Tenants and purchasers of homes developed by the company 

 

f. Governance arrangements will be addressed through the company business plan/s  

 

g. The shareholder/s will appoint Directors 

 

h. At the current time it is not proposed that Directors receive any remuneration 

 

“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.” 

In response to each of these points: 
 

a. This report addresses the appointment of the Directors and Company Secretary 

 

b. This report addresses the appointment of the Directors and Company Secretary  

 

c. This will be addressed through training 

 

d. This will be arranged prior to the company becoming operational 

 

e. Governance arrangements will be addressed through the company business plan/s  

 

f. This is not considered relevant to this report 

 

g. It is currently intended that the company will not employ any staff 



 

The other recommendations from the Overview and Scrutiny review relevant to this report are as 
follows: 
 

• 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. 

• 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. 

• 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) 

• 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. 

• 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. 

 


