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1 Introduction 

1.1 Purpose  

This document presents the indicative business plan for the first 18 months 
operation of a new arm’s length trading company of Shepway District Council 
(SDC), set up to lead the regeneration and housing activities across the district 
and to be able to trade for profit. 

This document is presented as an addendum to the Business Case which sets 
out the rationale, governance structure, key financial principles, financing 
options and risk analysis. 

This document focuses on the financial projections for the first 18 months of the 
Company’s operation, its initial activities and operational costs. 

The Business Plan financial projections for the Company do show a substantial 
front loading of expenditure during this initial period whilst the Company gets 
established and begins to build its programmes of activity.  In this respect, the 
level of activity projected for the first 30 months represents just the initial 
programme, and the Business Plan shows that the Company will need 
additional activity in the medium to longer term to ensure sustainability and 
contribution to the Company’s overheads and operating costs.  

1.2 The Regeneration & Housing Company 

In principle, SDC is looking for the Company to provide an important delivery 
vehicle for the Council to assist with: 

1. Promoting new employment and housing investment across Shepway - to 
bring forward new development sites and encourage private sector 
investment, potentially by entering into joint venture agreements which will 
help unlock private sector investment;  

2. Leading a dedicated ‘Housing Acquisitions & Rental’ programme - an 
acquisition and conversion/refurbishment programme to provide residential 
properties for the Council to let to families at rental levels close to or just 
below market rates; and  

3. To introduce the ability for the Council to deliver profit-making activities via 
the Company, with an initial focus on grounds maintenance services, but 
with the intention that this might expand to bring in other services over time. 

The Company’s activities will complement the separately approved £30m 
Housing Revenue Account programme charged with bringing forward 300 new 
council homes over the next 10 years. 
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The Company’s initial focus to help it get up and running will be an initial 
housing acquisitions and rental programme of up to 15 units, and a vehicle 
through which the Council can invoice for grounds maintenance activity 
undertaken for a variety of private and some public sector clients (e.g. schools, 
hospitals, business parks).    

1.3 Structure of this Business Plan  

The rest of this document focusses on the detailed content of the initial activity 
and sets out the indicative financial model for the first 18 months of the 
company’s operations. 



Shepway District Council  
Regeneration and Housing Company   
Indicative Business Plan – Addendum to Business Case  
Final – July 2014 

 
 
 

 
8 

2 Initial Focus – first 18 months programme 

2.1 Activity 1: Housing Acquisitions, Conversions and Rental 

2.1.1 Rationale & Objectives 

The rationale for the programme is founded in the Council’s Corporate Plan 
which has set an objective of stimulating the supply of housing and raising 
housing completion rates across the district to more than 400 units per annum.    

In 2013, the Council launched its HRA programme to build 300 new Council 
owned homes over the next ten years, funded through the Housing Revenue 
Account (HRA).  The Regeneration and Housing Company will allow the 
Council to complement the HRA programme with more commercially focused 
activities – starting initially with a local housing acquisitions and conversions 
programme for rental purposes, but longer term, with the aim of getting actively 
involved in land acquisition and assembly, working in partnership with private 
sector developers and perhaps even building housing for private market rent 
and sale.  

The objectives of the initial housing acquisitions and rental programme are: 

 To build a portfolio of residential property within the district, starting with the 
financing, purchase, refurbishment and letting of an initial fifteen properties.  
This programme is scalable and ultimately the objective would be for the 
Company to have a larger portfolio to support the supply of affordable and 
near market level rental properties; and 

 To increase the stock of decent housing owned by the Council (through the 
Company), and through the Company’s activities encourage the private 
sector to respond; and 

 Provide the Council (through the Company) with the flexibility to have a 
range of rental tenures across its portfolio stock - which it might use to 
reduce the long term cost of emergency and temporary accommodation to 
the Council, or to be able to make available good quality market rental 
housing for families either at or just below market.   

This programme will also provide a facility for the Council to address the 
following corporate priorities: 

 Improving housing conditions across the district;  

 Reducing the number of long-term empty properties in the district (should 
they be targeted through this programme); and 

 Assisting the Council in meeting its statutory housing duties and affordable 
housing targets. 
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2.1.2 Precedent Activity – Shepway Settled Home Initiative 

The Settled Home Initiative was a programme of acquisitions undertaken by 
Shepway District Council in partnership with a local housing association, Town 
and Country Housing Group (TCHG), between 2010 and 2012.  It is considered 
to have been reasonably successful.   

This programme can be considered a pilot for the proposed Acquisitions 
Programme, directly acquiring homes to address shortages in three and four-
bedroomed accommodation.  

In total, eight homes were acquired by TCHG using Council grant funding of 
£340,000 and private finance guaranteed against future rental income. The 
Council funding was provided from Section 106 developer Affordable Housing 
contributions. Properties were purchased, refurbished to Decent Homes 
standard and re-let to families in housing need – initially on assured shorthold 
tenancies at the Local Housing Allowance level with potential to transfer to 
shared equity at a later date. 

2.1.3 Programme Activity Components 

The Housing Acquisition & Rental Programme will involve the following 
component elements: 

 Property identification, inspections, attendance at auctions; 

 Works schedules & cost estimates for conversion / refurbishment; 

 Property negotiation and acquisition; 

 Legal conveyancing; 

 Appointment and management of a building contractor; 

 Management, monitoring and agreement of payments during the 
refurbishment works process; and 

 Appointment of a managing agent (East Kent Housing, internally, or 
externally sourced) for lettings and on-going management. 

2.1.4 Property examples that might be appropriate  

Below is a selection of properties identified by the Council’s housing team 
recently on the open market that might be appropriate for consideration within 
the Programme. 
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Sample of indicative property types for acquisition 

     

2 bed, Hawkinge, 
£155,000 

3 bed, Folkestone, 
£140,000 

3 bed, Folkestone, 
£135,000 

3 bed, Folkestone, 
£125,000 

3 bed, Folkestone, 
£140,000 

 

2.1.5 Team skills 

Consultations with the Council’s housing and property teams indicate that the 

existing teams will need additional capacity to resource the activity of the 

Company.   

The following roles have been identified: these may be sourced internally, 

provided by a neighbouring authority, or procured externally: 

Role Tasks Assumed capacity 

needed for initial 

programme of 15 

properties 

Property buyer Liaison with selling agents / property press 

Sifting of potential opportunities 

Viewings (probably at least 2 per property, 1 

with building surveyor) 

Equiv. 30 days 

Building Surveyor First viewing, estimate of works cost 

Following acquisition preparation of schedule 

of works and more detailed estimate 

Set up contractor framework 

Preparation of works tender 

Management of tender process, appointment 

of contractor 

Management and monitoring of contractor 

works   

Completion and handover 

Equiv. 4 months work = 

0.3 of a FTE role 
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Agreement of management and maintenance  

Legal Acquisition conveyancing 

Assist in setting up contractor framework 

Standardise refurbishment contract 

Management contract agreement 

Potential to be provided 

in-house or outsourced 

to ABC (with expertise in 

this area) against a fixed 

price contract 

Management On-going management of properties Market benchmark of 

10-15% of rental 

income. Options 

available on solution 
 

2.1.6 Basis for cost assumptions 

The HRA new build programme is now under way (pilot phase) – £30m 

investment for c. 300 units over 10 years.  Each property is costed at £130,000 

construction cost. Payback period of 30 years. 

Assumptions per property are: 

 Property acquisition for say £110,000-£125,000;  

 Conversion: £15,000 - £20,000;  

 Fees: £10,000 fees; 

 Total, say £150,000 per property. 

This approach to modelling investment has been used as a benchmark for the 
initial programme.  Officers consider this to be a robust and thorough approach 
which will be kept under review as activities get underway. 

2.1.7 Scale of the potential programme 

Starting initially with 15 properties over the first 18 months, the objective would 

be to scale up capacity to a higher level over time in order to secure economies 

of scale, etc.  Initial thoughts are that this could rise to a level of between 25 

and 30 properties per annum. 

2.2 Activity 2 - Trading Activity 

Discussions have demonstrated an interest for a number of potentially 
profitable Council services to be operated through an arm’s length trading 
company of the Council to provide new sources of income to the Council.   

For the initial eighteen months’ programme, the focus will be on the established 
and well-run Grounds Maintenance activity.  The rationale for this is the ability 
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to operate at a profit and compete for external contracts; returning a new and 
increasing income stream back to the Council via the Company.   

Discussions with the manager of the Grounds Maintenance function indicate 
that his approach would provide a corporate shell to enable him to invoice for 
‘private’ work (e.g. schools, business parks, housing associations).  The 
mechanism and process for re-charging Council costs associated with the 
delivery of this ‘private work’ back to the company will be factored in to 
subsequent financial reports to Council. 

Other issues to note include: 

 A dedicated team for this ‘private’ work would only be established once 
capacity and per annum turnover has grown to £100,000; 

 The model for operation will be: 

 to compete for local contracts (e.g. schools, business parks) against 
other operators (e.g. Kent County Council Landscape Services); 

 to sell specialist services (e.g. tree services, Japanese knotweed 
removal) to generate profit (indicative - £25,000 in 2014/15 + an 
additional £5,000 target has been set for the coming five years); and 

 a longer-term aspiration to grow the capacity of the ‘private’ works 
function to c. 10% of the Council’s Grounds Maintenance team’s 
operating budget i.e. £250,000 per annum). 

 The Company will be used for targeting organisations primarily, 
householders just for specialist services (e.g. Japanese knotweed and tree 
work);  

 Pulling marketing material together – a simple mail drop of a pdf leaflet; 

 Proposed trading geography for the ‘private’ grounds maintenance activity 
will extend beyond Shepway to include Ashford, Thanet, Dover, and 
Canterbury; 

 Staff resources – initially work will be resourced on an ad-hoc basis from 
current staffing compliment - currently 4 managers, 1 admin, 1 technician, 
46 core operatives, and 18 seasonal operatives;  

 The flexibly to increase the size of the workforce will depend on work 
levels, with an intention to appoint a dedicated team only once the work 
levels can show themselves to be self-sustaining;  

 Exploring the potential for joint contracts – exploring joint working with 
Ashford although this will not operate through the company; and 

 The potential to expand to cover all tree work for East Kent Housing ALMO 
outside Shepway. 
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3 Company start-up, operating costs and working 
capital facility 

3.1 Start-up costs 

The Business Case identified c. £5,000 of start-up costs as outlined in the table 
below, assuming that the costs associated with preparation of the Business 
Case and legal governance, and senior officer time has been funded by the 
Council directly as part of its economic development function.  The start-up 
costs themselves for the Company are therefore relatively minor, but include: 

 

Please note figures above are inclusive of VAT. 

3.2 Company operating costs 

The Business Case covered in some detail the principles of the costs:  

 Recharging for overheads and staff resourcing; 

 Taxation issues; 

 Directors’ remuneration; and 

 Management accounting, internal and external auditing. 

3.2.1 Recharging for Overheads & Staff Resourcing 

The Service Level Agreement between the Council and the Company provides 
for the Council to assist the day-to-day operation of the Company by making 
available: 

 Staff resources – the assignment of Council appointed staff to resource the 
Company’s programmes of activities, senior management time and any 
administrative support provided; 

 Accounting, legal, procurement and internal audit services; 

 Communications / PR / Media relations; 

NEWCO START-UP COSTS Yr 1 Yr 2 Yr 3

2014/15 2015/16 2016/17

6 months

START UP COSTS

Incorporation costs 1,200          

Branding, stationery 600             

Accounting system purchase 900             

Accounting system initial training 1,800          

Ongoing Accounting Systems 480             480                480                

Sub-Total Start-up costs £4,980 £480 £480
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 Accommodation and premises; 

 ICT systems and telephony; and 

 Appropriate insurances, including public liability insurance and indemnity 
insurance for the Company directors.  

The Council will invoice the Company quarterly for these services on a 100% 
cost recovery basis.  The Business Case indicated that consideration will be 
given to deferred payment to help the company to get established. 

The Company’s overheads and operating costs have been assessed within the 
Business Case at c. £76,000 - £90,000 p.a (depending on how staff resourcing 
costs for Activity 1 – property buyer and building surveyor) are accounted for.  
These will need to be kept under review by the Board, and the build-up over the 
first 3 years of operation is shown below (excluding Activity 1 and 4 as noted).  

 

Note: Year 3 included as approval sought for working capital to support the first 30 months of the 
Company’s operation. This will be reviewed in line with business plan needs. 

Note a degree of caution has been taken with regards the level of staff 
resourcing for the staff time that will be needed for driving the activity of the 
Company.  Clearly a balance will have to be found between providing the 
Company with sufficient staff resources to get the Company’s activity and 

NEWCO OPERATING COSTS Yr 1 Yr 2 Yr 3

2014/15 2015/16 2016/17

6 months

Chairman's remuneration 1,978          4,055          4,156          

Other Director's remuneration 2,082          4,268          4,375          

Insurance 1,000          2,050          2,101          

SDC Lead Officer time recharge 14,400       29,520       30,258       

Activity 1: Professional Support East Kent Housing -              -              -              

Activity 4: Grounds Maintenance -              -              -              

Admin Staffing - including Board admin (time recharge) 936             1,919          1,967          

Facilities Costs (premises, IT access, telephone) 600             1,230          1,261          

Provision of ICT Support (SLA with SDC) 1,080          2,214          2,269          

Accounting Support (SLA with SDC) 3,750          7,688          7,880          

Legal Support (possibly external) 2,100          4,305          4,413          

Internal Audit 4,200          2,153          2,206          

Board expenses 900             1,845          1,891          

External Audit -              2,460          2,522          

Annual accounts - property stock valuation -              615             1,261          

General contingency 6,000          12,300       12,608       

Sub-Total Newco Operating costs £39,026 £76,621 £79,167

Note:  Costs  for Activi ties  1 and 4 a l lowed for elsewhere within activi ty financia l  model l ing. Activi ty 1: 

Year 1 £12,000, Year 2 £24,600
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portfolio build underway and keeping a careful control on costs given the 
relatively modest first target outputs for the programme.   

It will be the role of the Board and the lead officer to ensure that best value 
during this initial start-up phase is achieved. 

3.3 Working capital facility 

Assuming that approval is secured to the proposal to set up the Company, the 
proposal is that: 

 Internal borrowing will be used to provide a working capital loan.  Detailed 
financial modelling has assessed this as up to £300,000 to support the 
Company’s first 30 months of operation, calculated as £215,000 for the first 
18 months of the Company’s activity up to the end of 2015/16, and a further 
£73,000 during 2016/17.; 

 The working capital loan will be charged at 1% above base, so will use 1.5% 
initially although this is likely to rise moving forward.  This will need to be 
included in the final business plan assessment to ensure that the interest 
rate benefit to the Company (when combined with the investment loan) 
stays within the de minimis limit of 200,000 euros within any three year 
operating period to ensure State aid compliance. 
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4 Indicative Financial Model  

4.1 Indicative financial model for the Company 

An indicative financial model for the Company has been prepared with external 
accountancy assistance commissioned from KPMG. This has considered: 

 Six scenarios for financing the principal activity of the company – i.e. the 
housing acquisitions and letting programme, evaluating a series of 
scenarios flexing whether 100% or 90% loan finance, and a mix of 
assumptions around property rents at either affordable, i.e. Local Housing 
Allowance rates or full market rents, or a combination;  

 The level of working capital, and therefore working capital facility needed to 
support the Company’s operating costs, given the position outlined within 
the Business Case that the initial acquisitions programme of 15 units 
represents just the initial phase of activity; 

 Other traded income, principally from grounds maintenance activity that will 
be invoiced through the Company; 

 A summary of the Company’s key financials for each of the six scenarios, 
including: 

 Net Present Value assessment 

 Internal Rate of Return 

 Total earned interest 

 Working capital requirement (whole life, and for the modelling 
purposes, the assumption that no further activities are brought under 
the operation of the Company)     

4.2 Activity 1 – Housing Acquisitions & Rental Programme – key 
modelling principles / assumptions 

4.2.1 Financing options 

The business case considered three options, and a number of variations 
therein, for financing the Company’s capital investment needs for the proposed 
first eighteen months of the Housing Acquisitions & Rental programme.  
External accountancy advice from KPMG’s report to the Council is noted where 
appropriate: 

 Option 1: 100% shareholder equity, provided from SDC’s capital reserves. 

 KPMG’s advice is that although from a transfer pricing perspective 
this option would not raise any issues, they do note that it is unusual 
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for commercial property companies to be funded with 100% 
shareholder equity. 

 Option 2: 100% loan finance: 

 Option 2a: SDC loan to the Company, provided from SDC’s capital 
reserves; 

 Option 2b: SDC loan to the Company, with capital provided via SDC 
prudential borrowing; 

 KPMG’s advice is that although some businesses may be highly 
leveraged, few, if any, commercial businesses would be 100% debt 
financed, as lenders would typically expect a business to have some 
equity capital to provide a cushion for unexpected risks. KPMG have 
also highlighted that if a business is considered to be excessively 
financed from debt, HMRC is likely re-characterise some of the debt as 
equity for tax purposes meaning that not all of the interest would be tax 
deductible.  

 Option 3: Mix of loan and shareholder equity finance from SDC capital 
reserves 

 Option 3a: 90:10 loan : equity 

 KPMG’s advice is that a mix of debt and equity is the preferred option 
from a transfer pricing perspective and the most consistent with the 
arm’s length principle.   

 This advice also includes a recommendation that 70:30 debt equity 
split is likely to be considered appropriate from an HMRC perspective.  
The Council has considered this, but its preference is for a 90:10 loan: 
equity as this is advantageous from the Council’s perspective, and the 
Company will simply need to make an adjustment within its accounts 
accepting that 20% of the interest paid to the Council is unlikely to be 
tax deductible. 

The Business Case considered the pros and cons of all three options, 
concluding that option 3, a mix of loan and shareholder finance, on a 90:10 
loan:equity basis, from SDC capital reserves would be the preferred option for 
financing the first 18 months of the programme.  

4.2.2 Key financial modelling principles / assumptions 

The following principles / assumptions set out the basis for the financial 
modelling:  

 Model design and structure - the financial model has been based on the 
robust and known HRA financial model, amended accordingly; 
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 Scale of first 18 months activity - acquisition, conversion, letting – 5 units 
during the remainder of 2014/15, 10 units during 2015/16; 

 Capital cost - £150,000 per property, 15 units, total £2.2875m needed; 

 Assumed rental levels - for modelling purposes, the following 
assumptions have been assumed: 

 Affordable rental levels, Local Housing Allowance (£143/week 3 bed 
house), equivalent c. 80% market rental value; 

 Market rental levels, (£750 /month for a 3 bedroom house, £172/week). 

 Void assumption: 5% void loss on rental returns; 

 Inflation - built into the modelling at 3% p.a rent, 2.5% capital and repairs 
costs; 

 Return on loan / equity finance from SDC reserves: 

The analysis within the Business Case concluded that the interest rate on 
loan finance provided to the Company from SDC could potentially be set as 
low as 2.7% (and still be considered State Aid defendable within de minimis 
limits for lending of up to £2.5m over any three year period). 

However, such a low interest rate position would not be advantageous from 
the point of view of the Council, and therefore the following assumptions 
have been made within modelling undertaken: 

 Affordable rental levels, Local Housing Allowance, interest rate on SDC 
loan finance to be charged at 4% p.a; 

 Market rental levels, interest rate to be charged at 4.88% p.a, in line 
with the EU’s reference rate methodology; and 

 Equity finance - interest rate set at 0%, assumption that equity is repaid 
from capital growth. 

 Length of loan and annuity basis – if utilising prudential borrowing, 50 

year annuity loan basis, allowing for the statutory Minimum Repayment 

Provision (MRP) requirement.  However, as the proposal is for the first 18 

months of acquisitions to utilise SDC reserves, the statutory MRP 

requirement does not apply, however the model does still assume 

repayment of the principal on a similar annuity basis;  
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 Repairs and maintenance assumptions: 

 1st 5 years repairs, maintenance, voids, bad debts set at 11% as HRA 
model;  

 Years 6-10 enhanced maintenance - additional £500 / property per 
annum; 

 Year 11 onwards additional £1,000 / property per annum; 

 Management costs - assumed £100 / property per annum. 

4.2.3 Assumptions check / Financial model health check  

The Business Case outlined that Ashford Borough Council are in the process of 
launching a dedicated but similar housing company.  This has been set the 
initial objective of delivering 12 properties over its first two years of operation.  
SDC’s finance team has consulted with Ashford Borough Council’s finance 
team to compare the assumptions underpinning SDC’s model with Ashford’s 
model. SDC officers have also spoken to a number of other local authorities 
who are also setting up similar companies. 

During the course of the business case preparation, SDC also appointed 
KPMG to carry out a health check on the initial financial modelling undertaken 
for the Company and to provide their assessment of the working capital that will 
be needed to support the Company’s overheads.  KPMG have also built a 
financial cashflow model for the Company which can be used going forward to 
help monitor the Company’s performance.  KPMG’s observations about the 
Company’s cashflow performance are as follows: 

 Assuming working capital support, the base case shows the Company 
achieving a positive operating cash flow from 2017 onwards.  

 However, the operating cash flows are not able to meet its financing 
obligations (interest and principal payments) until 2052, because the model 
as built shows the Company buying only 15 properties and managing them 
for 50 years without adding any new properties; and the Company being 
highly leveraged at 90% loan funding.  
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4.3 Activity 1 – Housing Acquisitions & Rental Programme – modelling 
scenarios 

Input sought from KPMG also included building a financial model and providing 
advice on the most tax efficient approach on an acquisition portfolio combining 
both LHA rent and market rent, whilst also maximising returns to the Council.  

A total of six financial model scenarios have been run, as follows: 

1. Base Case – 90% loan funding at 100% LHA rent;  

2. Scenario 2 – 100% loan funding at 100% LHA rent;  

3. Scenario 3 – 100% loan funding at 100% market rent;  

4. Scenario 4 – 90% loan funding at 100% market rent;  

5. Scenario 5 – 100% loan funding at mixture of 50% LHA rent and 50% 
market rent; and  

6. Scenario 6 – 90% loan funding at mixture of 50% LHA rent and 50% market 
rent.  

A summary of the Company cashflow in terms of rental income, interest and 
loan repayments to be made on building a portfolio of 15 properties are shown 
below.  Note, this excludes the overhead position of the Company which is 
brought together into a consolidated financial analysis at section 3.5. 
 

4.3.1 Scenario 1, Base Case – 90% loan funding at 100% LHA rent 

 Financing Option 3: Mix of loan and shareholder equity finance from 
SDC capital reserves (90% loan, 10% equity from SDC reserves) 

 90% loan:   £2,058,750 at 4% p.a interest, capital repayment 
basis 

 10% equity:  £228,750 

 Table 4.1 overleaf sets out a summary of the financial model showing that 
the Company can sustain an on-going operating surplus (albeit small) from 
Year 3 charging rents at 100% the Local Housing Allowance rate, equating 
to 80% of market rents.  

 By the end of Year 5, the scenario has accumulated a deficit position 
totaling of c. £90,000, with the scenario not achieving a positive cumulative 
cashflow position until Year 15.  
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Table 4.1: Scenario 1, Base Case 90% loan, 10% equity, rents at 100% LHA rate 

 Yr 1 
14/15            

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Surplus 
Cumulative 

surplus 

Rents received before 
financing 

£8,884 £73,204 £113,100 £116,493 £119,988   

        

Interest charges @ 4.0% 
(on loan) 

(£27,000) (£82,127) (£81,438) (£80,721) (£79,975)   

Principal repayment on loan (£5,577) (£17,233) (£17,923) (£18,640) (£19,385)   

Housing rental expenses (£15,687) (£36,679) (£12,957) (£13,068) (£13,182)   

        

Net operating position (£39,380) (£62,835) £782 £4,064 £7,446 By Year 3 By Year 15 

Cumulative surplus 
position 

(£39,380) (£102,215) (£101,433) (£97,368) (£89,922)   

4.3.2 Scenario 2 – 100% loan funding at 100% LHA rent 

 Financing Option 3: 100% loan finance from SDC capital reserves 

 100% loan:   £2,287,500 at 4% p.a interest, capital repayment 
basis 

 Table 4.2 overleaf sets out a summary of the financial model showing that 
the Company can sustain an on-going operating surplus from Year 9 
charging rents at 100% the Local Housing Allowance rate; 

 By the end of Year 5, cumulative deficit position of c. £138,000. The 
cumulative position does not move into surplus until Year 21. 

Table 4.2: Scenario 2 - 100% loan, rents at 100% LHA rate 

 Yr 1 
14/15            

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Surplus 
Cumulative 

surplus 

Rents received before 
financing 

£8,884 £73,204 £113,100 £116,493 £119,988   

        

Interest charges @ 4.0% 
(on loan) 

(£30,000) (£91,252) (£90,486) (£89,690) (£88,861)   

Principal repayment on loan (£6,197) (£19,148) (£19,914) (£20,711) (£21,539)   

Housing rental expenses (£15,687) (£36,678) (£12,957) (£13,067) (£13,181)   
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Net operating position (£43,000) (£73,875) (£10,257) (£6,975) (£3,594) By Year 9 By Year 21 

Cumulative surplus 
position 

(£43,000) (£116,875) (£127,132) (£134,107) (£137,702)   

 

4.3.3 Scenario 3 – 100% loan funding at 100% Market rent 

 Financing Option 3: 100% loan finance from SDC capital reserves 

 100% loan:   £2,287,500 at 4.88% p.a interest, capital repayment 
basis 

 Table 4.3 below sets out a summary of the financial model showing that the 
Company can sustain an on-going operating surplus from Year 3 charging 
rents at 100% of the market rental rate; 

 By the end of Year 5, cumulative deficit position of c. £108,000. The 
cumulative position does not move into surplus until Year 16. 

Table 4.3: Scenario 3 - 100% loan, rents at 100% market rental rate 

 Yr 1 
14/15            

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Surplus 
Cumulative 

surplus 

Rents received before 
financing 

£11,105 £91,061 £140,006 £143,506 £147,094   

        

Interest charges @ 4.88% 
(on loan) 

(£36,600) (£111,393) (£110,658) (£109,888) (£109,080)   

Principal repayment on loan (£4,858) (£15,053) (£15,788) (£16,558) (£17,366)   

Housing rental expenses (£15,733) (£37,054) (£13,523) (£13,636) (£13,752)   

        

Net operating position (£46,086) (£72,440) £36 £3,423 £6,895 By Year 3 By Year 16 

Cumulative surplus 
position 

(£46,087) (£118,527) (£118,490) (£115,067) (£108,172)   
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4.3.4 Scenario 4 – 90% loan funding at 100% Market rent 

 Financing Option 3: 90% loan finance from SDC capital reserves 

 90% loan:   £2,058,750 at 4% p.a interest, capital 
repayment basis 

 10% equity:  £228,750 

 Table 4.4 below sets out a summary of the financial model showing that the 
Company can sustain an on-going operating surplus from Year 3 charging 
rents at 100% of the market rental rate; 

 By the end of Year 5, cumulative deficit position of c. £53,450, with the 
cumulative position moving into surplus in Year 9.  

Table 4.4: Scenario 4 - 90% loan, 10% equity, rents at 100% market rental rate 

 Yr 1 
14/15            

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Surplus 
Cumulative 

surplus 

Rents received before 
financing 

£11,105 £91,061 £140,006 £143,506 £147,094   

        

Interest charges @ 4.88% 
(on loan) 

(£32,940) (£100,254) (£99,593) (£98,899) (£98,172)   

Principal repayment on loan (£4,372) (£13,548) (£14,209) (£14,902) (£15,630)   

Housing rental expenses (£15,734) (£37,055) (£13,523) (£13,636) (£13,752)   

        

Net operating position (£41,941) (£59,795) £12,681 £16,068 £19,540 By Year 3 By Year 9 

Cumulative surplus 
position 

(£41,941) (£101,736) (£89,055) (£72,987) (£53,448)   

4.3.5 Scenario 5 – 100% loan funding, rents split 50:50, between market rental 
and LHA rates 

 Financing Option 3: 100% loan finance from SDC capital reserves 

 100% loan:   £2,287,500, split 50:50 with finance at 4% p.a and 
4.88% p.a interest, capital repayment basis 

 Table 4.5 below sets out a summary of the financial model showing that the 
Company can sustain an on-going operating surplus from Year 5 charging 
rents split 50:50 between the market rental rate and LHA rate; 
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 By the end of Year 5, cumulative deficit position of c. £123,750, with the 
cumulative position moving into surplus in Year 19.  

Table 4.5: Scenario 5 – 100% loan, rents split 50:50, between market rental and LHA rates 

 Yr 1 
14/15            

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Surplus 
Cumulative 

surplus 

Rents received before 
financing 

£9,772 £81,537 £125,656 £129,099 £132,637   

        

Interest charges 50:50 at 
4% and 4.88% (on loan) 

(£32,640) (£100,661) (£99,910) (£99,126) (£98,307)   

Principal repayment on loan (£5,661) (£17,236) (£17,987) (£18,771) (£19,590)   

Housing rental expenses (£15,705) (£36,854) (£13,221) (£13,333) (£13,448)   

        

Net operating position (£44,235) (£73,214) (£5,462) (£2,131) £1,292 By Year 5 By Year 19 

Cumulative surplus 
position 

(£44,235) (£117,449) (£122,911) (£125,042) (£123,750)   

4.3.6 Scenario 6 – 90% loan funding, 10% equity, rents split 50:50, between 
market rental and LHA rates 

 Financing Option 3: 90% loan finance from SDC capital reserves 

 90% loan:   £2,058,750, split 50:50 with finance at 4% p.a and 
4.88% p.a interest, capital repayment basis 

 10% equity: £228,750 

 Table 4.6 below sets out a summary of the financial model showing that the 
Company can sustain an on-going operating surplus from Year 3 charging 
rents split 50:50 between the market rental rate and LHA rate; 

 By the end of Year 5, cumulative deficit position of c. £72,700, with the 
cumulative position moving into surplus in Year 11.  
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Table 4.6: Scenario 6 - 90% loan, 10% equity, rents split 50:50, between market rental and LHA rates 

 Yr 1 
14/15            

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Surplus 
Cumulative 

surplus 

Rents received before 
financing 

£9,772 £81,537 £125,656 £129,099 £132,637   

        

Interest charges 50:50 at 
4% and 4.88% (on loan) 

(£29,376) (£90,595) (£89,919) (£89,213) (£88,477)   

Principal repayment on loan (£5,095) (£15,512) (£16,188) (£16,894) (£17,631)   

Housing rental expenses (£15,705) (£36,854) (£13,221) (£13,333) (£13,448)   

        

Net operating position (£40,404) (£61,424) £6,327 £9,658 £13,082 By Year 3 By Year 11 

Cumulative surplus 
position 

(£40,404) (£101,829) (£95,502) (£85,843) (£72,761)   

 

4.3.7 Activity 1 - Summary of the 6 financing scenarios 

Table 4.7 provides a summary of the net operating position for all six scenarios, 

and the timing of each scenario moving into operating surplus and the Year in 

which the cumulative deficit position moves into surplus.  Only scenarios 4 and 

6 achieve a substantive operating surplus by Year 3. 

Table 4.7: Summary – net operating position 

 Yr 1 
14/15            

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Annual 
operating 
surplus  

Cumulative 
surplus 

Scenario 1, Base Case 90% 
loan, 10% equity, rents at 
100% LHA rate  

(£39,380) (£62,835) £782 £4,064 £7,446 By Year 3 By Year 15 

Scenario 2 – 100% loan 
funding at 100% LHA  

(£43,000) (£73,875) (£10,257) (£6,975) (£3,594) By Year 9 By Year 21 

Scenario 3 – 100% loan 
funding at 100% Market rent  

(£46,086) (£72,440) £36 £3,423 £6,895 By Year 3 By Year 16 

Scenario 4 – 90% loan 
funding at 100% Market rent 

(£41,941) (£59,795) £12,681 £16,068 £19,540 By Year 3 By Year 9 

Scenario 5 – 100% loan 
funding, rents split 50:50, 
between market rental and 
LHA rates 

(£44,235) (£73,214) (£5,462) (£2,131) £1,292 By Year 5 By Year 19 

Scenario 6 – 90% loan 
funding, 10% equity, rents 
split 50:50, between market 
rental and LHA rates 

(£40,404) (£61,424) £6,327 £9,658 £13,082 By Year 3 By Year 11 
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4.4 Activity 2 – Trading activity – Grounds Maintenance (GM) 

4.4.1 Projected financial out-turn  

The table below shows the projected income for GM activity.  The indicative 

Business Plan will be updated in light of experience of the team in securing 

external sources of income. 

Table 4.8: Activity 2 – Grounds Maintenance Trading Activity  

 Yr 1 
14/15              

(6 months) 

Yr 2  
15/16 

Yr 3 
16/17 

Yr 4 
17/18 

Yr 5 
18/19 

Grounds maintenance 
‘private’ work projected 
revenue 

£25,000 £30,000 £35,000 £40,000 £45,000 

Value of work to be charged 
by SDC to the Company 

(£20,000) (£24,000) (£28,000) (£32,000) (£36,000) 

Net revenue position £5,500 £6,000 £7,000 £8,000 £9,000 

4.5 Summary financial analysis of the 6 scenario models 

Table 4.9 provided overleaf provides a summary of the financial modelling 

analysis prepared by KPMG of the six scenario models incorporating: 

 Modelling assumptions run over a period of 50 years, in-line with the 50 
year annuity assumption for repayment of the Council’s capital ; 

 The two different mixes of loan and equity for financing the 15 properties – 
either 100% or 90% loan financing from SDC reserves;   

 The different rent assumptions, adjusted to incorporate a 5% void 
assumption; 

 Income from not only the 15 properties funded under Activity 1, but also the 
projections of traded income for Activity 2; 

 Company start-up and operational costs; 

 The assumption that the Company will only rent out 15 properties;  

 The flexed interest rate assumptions of 4% per annum for finance funding 
affordable rental properties and 4.88% p.a for finance funding the market 
rental properties; 

 The incorporation of working capital, required to bridge the cash shortfall for 
the Company to break even each year; 
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 Net Present Value on the Company’s annual operating position, calculated 
at a discount rate of 5%, reflecting the Council’s assessment of its estimated 
average cost of borrowing; and 

 All scenarios do not incur corporation tax payments, as the Company makes 
losses at the beginning and utilises these losses towards the end of the 50 
year period. 

 

Table 4.9: Summary financial analysis of the six finance scenarios  

Scenario 
Rent 

assumption 
Loan 

Funding 
NPV (£) IRR 

Total interest 
earned 

Working 
Capital 

requirement 

Base case LHA 90% £908,056 6.90% £5,665,621 £4,844,077 

Scenario 2 LHA 100% £911,655 6.90% £6,405,786 £5,812,991 

Scenario 3 Market 100% £1,331,580 7.90% £6,767,720 £5,262,201 

Scenario 4 Market 90% £1,328,104 7.90% £5,924,149 £4,189,897 

Scenario 5 Mix 100% £1,107,475 7.40% £6,573,346 £5,554,758 

Scenario 6 Mix 90% £1,103,926 7.30% £5,786,580 £4,539,242 

The following observations can be drawn from the above: 

 Renting the 15 properties out at market rent and funding the Company with 
100% loan (Scenario 3) provides the highest returns, with an NPV and IRR 
of c. £1.3m and 7.9% respectively, and total interest earned (over 50 years) 
of c. £6.7m;  

 Renting the 15 properties out at LHA rent levels and funding the Company 
with 90% loan (Base Case) provides the lowest returns to the Council;  

 Renting the 15 properties out at market rent and funding the Company with 
90% loan (Scenario 4) requires the lowest working capital funding from the 
Council to bridge the Company’s cash flow shortfall (c. £4.19m over the 50 
years).  

 Renting the 15 properties out at LHA rent levels and funding the Company 
with 100% loan (Scenario 2) requires the highest working capital funding 
from the Council (c. £5.8m over the 50 years); and  

 All scenarios do not incur corporation tax payments, as the Company makes 
losses at the beginning and utilises these losses towards the end of the 50 
year period. 

 Renting the 15 properties out at a mix of LHA and market rental levels and 
funding the Company with 90% loan (Scenario 6), although not achieving 
the highest NPV or IRR achieves a good balance between projected 
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financial outcomes for the Company and programme objectives for the 
Council. 

4.6 Preferred Scenario 6 – consolidated financial projections (first 5 
years)  

Table 4.10 presents the first 5 years consolidated financial projections from the 
KPMG financial model, consolidating the financial position for Activities 1 and 2, 
including company start-up and operational costs, and highlighting the need for: 

 £228,750 of equity finance from the Council; 

 £1,096,875 of loan facility from the Council (at 4% p.a interest); 

 £961,875 of loan facility from the Council (at 4.88% p.a interest) 

 £287,210 working capital facility from the Council  
 

Table 4.10: Scenario 6 – summary financial projections (first 5 years)  

 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5 

 2014/15 2015/16 2016/17 2017/18 2018/19 

Cash inflow      

Housing rental income 9,772 81,537 125,656 129,099 132,637 

Ground maintenance income 25,000 30,000 35,000 40,000 45,000 

Equity funding 228,750 - - - - 

Debt drawdown      

Loan facility 1 (4% interest) 405,000 691,875 - - - 

Loan facility 2 (4.88% interest) 270,000 691,875 - - - 

Working Capital - 214,618 72,592 71,562 70,949 

Total cash inflow 938,522 1,709,905 233,248 240,661 248,586 

 

     

Cash outflow      

Housing rental expenses (15,706) (36,854) (13,221) (13,333) (13,448) 

Ground Maintenance Expenses (20,000) (24,000) (28,000) (32,000) (36,000) 

Company Operating Expenses (39,026) (76,621) (79,167) (81,146) (83,175) 

Company Start-up Expenses (4,980) (480) (480) - - 

House purchase (650,000) (1,332,500) - - - 

Housing improvement costs (75,000) (153,750) - - - 

Housing purchase related fees (25,000) (51,250) - - - 

Loan facility 1 repayment (19,546) (52,938) (52,938) (52,938) (52,938) 

Loan facility 2 repayment (14,925) (53,170) (53,170) (53,170) (53,170) 

Working Capital facility repayment - (2,683) (6,273) (8,075) (9,856) 

Taxation - - - - - 

Return of equity - - - - - 

Dividends - - - - - 

Total cash outflow (864,183) (1,784,245) (233,248) (240,661) (248,586) 
 

     

Cash flow for the period 74,340 (74,340) (0) - - 

Cash closing balance 74,340 - (0) (0) (0) 
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4.7 Potential for financial returns back to the Council 

There will be an income stream between the Company and the Council which 
includes officer time, facilities and ICT.  The Council will also receive interest 
from the Company for any loan facilities provided.  Section 4.6 above identifies 
the three proposed facilities. 

Table 4.11 below sets out the estimated financial impact on the Council based 
on a model of 50% LHA rented properties and 50% market rented properties.  
A 90% loan to the company will be made at an interest rate of 4% for LHA 
properties and 4.88% for market properties and it is proposed that the initial 15 
properties will be funded from reserves and capital receipts rather than external 
borrowing.   The Council will also generate an income from the interest charged 
on the working capital loan of 1.5% to the company.   

  

Table 4.11: Financial flows from the Company to the Council  

 Year 1 Year 2 Year 3 

2014/15 2015/16 2016/17 

£ £ £ 

Cash inflows from company    

SLA Recharge income (£46,766) (£78,870) (£84,242) 

Interest receivable loans (£29,376) (£90,595) (£89,919) 

Interest receivable working capital 0 (£2,683) (£6,273) 

Total (£76,142) (£172,148) (£180,434) 

    

Indirect council impact    

Grounds Maintenance income from 
General Fund budgets 

£25,000 £30,000 £35,000 

Loss of interest on reserve 
balances* 

£1,085 £11,595 £29,344 

    

Net impact to the council (£50,057) (£130,553) (£116,090) 

 
*This is shown for completeness and is the opportunity cost to the Council and will be incurred 
on whatever the regeneration reserve is used to fund. 

 

KPMG’s financial model also calculates the internal rate of return of the 
Council’s investment in the company.  For scenario 6, the model calculates this 
at 7.3%, exceeding the return generated from investment of the reserve 
balances and capital receipts. 

4.8 Future borrowing 

In the future the Council may need to finance the Company by means of the 
Council’s treasury strategy through prudential borrowing.  The Council has the 
ability to borrow provided a business case is able to show that the borrowing 
can be paid within the requirements of CIPFA’s prudential code. Essentially this 
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means that the business case provides sufficient income to repay the borrowing 
costs both interest and principal, including Minimum Revenue Provision 
obligations which ensure that the principal element will be repaid.   
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5 Risks Analysis  

The Business Case reviewed the risks for both the Council and the Company.  

The Company’s risk assessment is presented below. 

5.1.1 Company Risks Identified 

A similar exercise has been completed for an analysis of the main risk areas 
facing the Company. 

Table 7.3 below presents a matrix style assessment providing a judgement on 
the combination of probability/likelihood of occurrence and severity of impact on 
the Company.  This highlights that particular consideration should be given to 
risks Q, M, F, L and U, noting also B, R and V although their likelihood of 
occurrence is considered very low. 

 
 

 

Key: 

A = high likelihood of 
occurrence 

1 = High severity of 
impact for the Company 

 

 

 

 

 

Table 7.4:  Company risks - detailed assessment 

Company Risk 
Prob-
ability 

Impact Risk Management Action 

LEGAL 

A Contractual Disputes Low Medium Governance structures in place to ensure that contracts which 
require Council approval are considered appropriately. The 
Company will take appropriate legal advice before entering into 
contracts. 

B The balance between 
Council control and the 
Company’s ability to 
deliver against its 
business plan results in 
the Company’s inability to 
operate effectively 

Low High Detailed definitions contained within the key corporate 
governance documents mitigate against this risk. Board to be 
given adequate decision-making powers and independence. 

LEGAL / FINANCE 

Table 7.3:  Company risks - Assessment summary 
  Risks identified 

L
ik

e
lih

o
o

d
 

A     

B     

C   M Q 

D   F,L,U  

E   C,D,L,O,K B,R 

F A,E,I,J,T W,X G,H,P,S V 

  4 3 2 1 

  Severity 



Shepway District Council  
Regeneration and Housing Company   
Indicative Business Plan – Addendum to Business Case  
Final – July 2014 

 
 
 

 
8 

C Breach of EU state aid 
rules 

Low Medium Legal advice commissioned from Bevan Brittan LLP. Council’s 
Finance Team is considering options for level of direct capital 
contribution. State Aid block exemptions for social housing being 
explored further. Possibility of debenture on company assets and 
a leasehold alternative are also being explored. 

 

 

FINANCE 

D The Company fails to 
adhere to loan repayment 
obligations 

Low Medium Repayment schedule set out within the Company’s business plan, 
which will return annually to Council for approval. 

 

Again need to mention refinancing risk and early redemption 
charge. 

E Failure of housing to be 
competitive and/or 
attractive to tenants 

Low Low The Company’s acquisition programme will be pitched at gaps in 
provision  

F Rental income returns fall 
short of projections 
included in the business 
plan 

Low Medium  

G Failure to arrange 
adequate insurance cover 
for the Company’s 
liabilities and assets 

Low Medium The Council’s Finance Team is considering how to best address 
these issues. The Shareholders Agreement enables the Company 
to purchase and maintain adequate insurance against all risks 
comparable to that insured by companies carrying out similar 
business  

H Failure to arrange 
adequate insurance cover 
for the Company’s 
Directors 

Low Medium The Company may purchase and maintain insurance for its 
Directors against any liability which may be incurred in relation to 
their role as Company Director 

I Challenge from auditors 
(Council or external) 

Low Low The Company will appoint its own external auditors and 
accountant, subject to the approval of the Council. 

J Failure to comply with 
taxation laws (Corporation 
Tax and VAT) 

Low Low The company needs to take independent tax advice.  

K Properties decrease in 
value resulting in an 
impairment 

Low / 
Medium 

High The Company Board will need to look at options such as 
changing the mix of portfolio, refinancing or sale of properties. 

L Movement in interest rates Medium Medium The Company business plan will need to take into account the 
likelihood of medium to long term increases in interest rates and 
the impact this will have on viability of future activities.   

FINANCE / OPERATIONAL 

M Assumption of £150,000 
per property for acquisition 
and refurbishment costs 
proves to be inadequate 

Medium Medium Need to regular review business plan to ensure that up to date 
market conditions are included and that the activity is managed 
within the overall budget envelope. 

OPERATIONAL 

N Mechanism for drawing 
down funding proves to be 
too slow to facilitate 
delivery of acquisitions 

Low Medium Facility to be agreed drawing from Council draw down process 
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programme 

O Higher level of voids than 
projected 

Low Medium A void rate of 5% has been included in the business plan and will 
be regularly reviewed.   

P Allowances for 
maintenance and repairs in 
the business plan prove to 
be inadequate 

Low Low This has been allowed for in the business plan and will be 
regularly reviewed.  

Q Conflict of interest over 
workload priorities of 
Council and Company 

Low Medium Council will retain control over the staffing of the Company. 
Council resources will be invoiced to the Company. 

R Lack of capacity to 
manage the Company’s 
workload 

Low Medium Staff resources carefully managed and balance of staffing needs 
regularly reviewed, with flexibility retained to provide additional 
capacity as required. 

S The Company is 
inadequately resourced in 
terms of management, 
accounting, legal and 
admin 

Low Medium As above. 

PROCUREMENT 

T Failure to adhere to EU 
procurement rules 

Low Low Procurement rules transferred to the Company from the Council 
including the use of approved procurement frameworks. 

OTHER 

U Conflict of interest for 
members acting as 
Directors of the Company 

Low Medium Directors Code of Conduct to be issued. Significant interests and 
DPI to be declared. Dispensation to be received through 
application to Standards Committee to participate in debates but 
not vote on Council decisions relating to the Company. 

V Company strays beyond its 
objectives 

Low High Objectives clearly defined within governance documents and 
protected by annual Council approval of the Company’s rolling 
business plan. 

W Inaccuracy in stock 
condition information on 
the properties prior to 
acquisition 

Low Low Detailed stock condition information acquired prior to acquisition.  

X Inclusion of trading 
activities (Grounds 
Maintenance in the first 
instance) weakens the 
Company’s strategic focus 

Low Medium As proposed, the Company will provide mechanism for invoicing 
private work and will not detract from the strategic objectives of 
the Company’s programme of activities. 
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