Sutton Shareholdings Board
Tuesday, 5 February 2019
6.30 pm at the
Civic Offices - Civic Offices, St Nicholas Way, Sutton SM1 1EA

SECOND DISPATCH

To all members of Sutton Shareholdings Board:The following papers, which were not available for dispatch with the agenda, are
attached. Please bring them with you to the meeting:-

6.

CREATION OF DESIGN AND BUILD DEVELOPMENT SUBSIDIARY OF
SUTTON LIVING LIMITED (Pages 1 - 4)
This report presents proposals for establishing a separate development
subsidiary to enable the recovery of VAT by Sutton Living Limited. Establishing
a subsidiary is a reserved matter for the Sutton Shareholdings Board.

7.

AUTHORITY TO APPOINT A DESIGN AND BUILD CONTRACTOR FOR
WALLINGTON PUBLIC HALL (Pages 5 - 8)
This report outlines the procurement and evaluation process followed by Sutton
Living Limited to choose a contractor to undertake the building works at
Wallington Public Hall and recommends the delegation of authority to agree the
award of the works contract by Sutton Living Limited to the Shareholder
Representative, or their nominee, in consultation with the Chair of the
Shareholdings Board.

10.

SUTTON LIVING PERFORMANCE REVIEW AND RISK REGISTER (Pages 9
- 22)
This report presents for comment the performance update for Sutton Living
Limited, including the Quarter 3 budget statement and company accounts for
2017/18.

Enquiries to: Fiona Bywaters, Committee Services Team Leader Tel: 020 8770 4990 |
Email: committeeservices@sutton.gov.uk

Copies of reports are available in large print on request

11.

SDEN PERFORMANCE REVIEW AND RISK REGISTER (Pages 23 - 38)
This report is presented for noting the update contained in the Sutton
Decentralised Energy Network Performance Report and the un-amended Risk
Register. The report provides and update on progress with SDEN Phase 2 and
seeks delegation of authority to enter into heat supply contracts with Clarion
Housing for the Lavenders development, subject to the final business case
being concluded satisfactorily.
Appendices B and C in exempt supplement

Mary Morrissey
Chief Executive (Interim)
29 January 2019
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Sutton Shareholdings Board

Report title:

Creation of Design and Build Development Subsidiary

Report from:

Mary Morrissey, Chief Executive (Interim)

Ward/Areas affected:

Borough wide

Chair of Committee/Lead
Member:
Author(s)/Contact
Number(s):
Corporate Plan Priorities:

Councillor Sunita Gordon

Open/Exempt:

Date:

5 February 2019

Simon Latham, Assistant Director, Housing, Planning and
Regeneration, 020 8770 4006
● Being Active
● Living Well Independently
Open

Signed:

Date:

29 January 2019

1.

Summary

1.1

This report presents proposals for establishing a separate development subsidiary to enable the
recovery of VAT by Sutton Living Limited. Establishing a subsidiary is a reserved matter for the
Sutton Shareholdings Board.

2.

Recommendations
The Sutton Shareholding Board is recommended to:

2.1

Agree that Sutton Living Limited establish a Design and Build Development Subsidiary (“Sutton
Living Design and Build Limited”) for the purposes of VAT recovery.

2.2

Delegate authority to finalise the appropriate company structure and put in place all necessary
contractual and governance arrangements to the Shareholder Representative, or their nominee,
in consultation with the Chair of the Shareholdings Board.

3.

Background

3.1

Sutton Living, like other Council wholly owned subsidiaries, has to pay VAT on services on all
professional fees and currently cannot recover all of this money due to the nature of some of its
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supply. To provide a context, the estimated VAT likely to be payable on the Wallington Public
Hall project alone amounts to nearly £80,000, and the project is not yet on site. This places
Sutton Living Ltd, a wholly owned company of the Council, at a disadvantage when compared
with projects delivered by the Council directly.
3.2

In discussing with Devonshires (solicitors acting on behalf of Sutton Living for Wallington Public
Hall), they suggested that by setting up a Development Subsidiary (or DevCo) and letting all
professional and build contracts through this body, VAT could be recovered.

3.3

Other local authority wholly owned development companies have set up development
subsidiaries for VAT recovery purposes, and this advice was also given previously to the
Council by EY in 2016 following their engagement on tax advice for the Council’s wholly owned
companies.

3.4

Consideration was given to the the option of the DevCo being a subsidiary of Opportunity Sutton
Ltd to be able to used by the other OSL subsidiary, SDEN. This evaluation has been completed,
and it has been concluded there is no financial advantage to this course of action.

4.

Issues and Options

4.1

The process followed in pursuing the establishment of a Development Subsidiary is as follows:
(1) Framework Development Agreement
Sutton Living and the Design and Build Development Company (Sutton Living Design and
Build Limited) will enter into a Framework Development Agreement (to allow multiple
contracts to be set up and novated to it). The D&B Co (as developer) will undertake
developments for Sutton Living (as employer). This allows the recovery of VAT.
(2) Governance
The Directors of D&B Co will be the same as those of Sutton Living Ltd. The internal
governance arrangements between Sutton Living and D&B Co will be dealt with through
an internal governance agreement to demonstrate to HMRC that the D&B is a proper
company for tax purposes. The terms of reference for subsidiary boards, delegated
authorities/financial regulations and a protocol setting out matters needing parent consent
and who gives that consent internally, will be part of the governance agreement.
(3) Service Level Agreement (SLA)/Cost Share Arrangements
Sutton Living D&B Limited will require certain services e.g. staffing, and Sutton Living can
provide services either under a SLA or Sutton Living can agree to share costs with Sutton
Living Design & Build Ltd under a cost sharing agreement. Devonshires view is that tax
accountants tend to favour cost sharing, though this requires further investigation.
(4) Sutton Living D&B Limited will appoint the contractors and professionals to undertake
development projects. If Sutton Living asks them to, Sutton Living D&B Limited will be
required to accept a novation of existing scheme contracts (for schemes which have not
reached practical completion).
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(5) Sutton Living has already engaged consultants (e.g. Employer’s Agents) for the
Wallington Public Hall project and will, over coming months, procure a construction
company to carry out the building works. When Sutton Living Design & Build Ltd is
established, contracts will novate from Sutton Living to this subsidiary. Any warranties
required by Sutton Living (and any other relevant third party) will be signed by the novated
organisation in favour of these parties.
4.2

The most straightforward way to use DevCo is for new developments, where DevCo provides a
design and build service from the outset. It is possible for DevCo to take on a scheme which
has been commenced by another group member as long as it is transferred sufficiently ahead of
practical completion of the scheme, and it may be possible for DevCo to recover VAT on
professional fees on a retrospective basis. This would involve novating existing contracts and
professional appointments. SLL’s tax advisers would need to advise whether such retrospective
VAT relief is available on each such scheme.

5.

Impacts and Implications
Financial

5.1

The Council previously engaged EY to provide tax advice for the Council’s wholly owned
companies. EY advised that due to the nature of the services to be provided by Sutton Living,
the company may not be able to fully recover all of the VAT that it incurs on supplies and
services purchased by the company. For example, it would be able to recover VAT incurred on
supplies connected with the provision of new build units if these units are being sold, but not if
the units are being held for rental. VAT can not be recovered on supplies connected with the
purchase of units which, for example, are being refurbished for onward sale. In practice this
means that the company is likely to incur a significant level of VAT which it cannot recover.
Advice from EY was to consider setting up a D&B development company to avoid irrecoverable
VAT on land / unit acquisition costs and professional fees. Under this arrangement the
subsidary company purchases the land and engages with the building contractor, architect and
other third parties and constructs the new dwellings which are sold to Sutton Living at zero rated
VAT. VAT incurred by the D&B company is fully recoverable as it is attributed to an onward zero
rated supply.

5.3

The above costs to which will need to be added VAT and disbursements (if any), will be paid for
by Sutton Living Limited. These costs may vary if for example the D&B Co operates for more
than one subsidiary.

5.4

Apart from the costs of setting up Sutton Living Design & Build there will be ongoing costs
similar to those incurred for other Council owned companies, such as the provision of financial
statements and the audit of those statements, provision of returns to companies house, financial
and managerial oversight costs, tax planning and actual cost of relevant taxes such as
corporation tax.
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Legal
5.5

The principal reasons for setting up this sort of subsdiary is to ring fence liability and tax
advantages including the reasons stated in paragraph 5.1 above. This is a commonly used
vehicle and should ensure that Sutton Living is not placed at a disadvantage with regards VAT.

5.6

The governance arrangements between Sutton Living and its subsidiary would be governed by
a shareholder/member agreement and articles of association as Sutton Living would be the
owner of the subsidiary. Notwithstanding this, in effect the governance arrangements between
the Council (as owner of the holding company) and Opportunity Sutton also cover the
subsidiaries where decisions affect the shareholder’s rights.

5.7

As to the recommendation paragraph 2.2, under schedule 1, Part A of the Shareholders
Agreement between the Council and Opportunity Sutton the creation of the subsidiary by Sutton
Living would be a reserved matter for the Sutton Shareholdings Board.

6.

Appendices and Background Documents
Appendix letter
None

Background documents
None

Audit Trail
Version

Final

Date: 29 January 2019

Consultation with other officers
Finance

Yes

Lyndsey Gamble

Legal

Yes

Fabiola Hickson

Equality Impact Assessment
required?

No

N/A
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Report to:

Sutton Shareholdings Board

Report title:

Contract award for Wallington Public Hall

Report from:

Mary Morrissey, Chief Executive (Interim)

Ward/Areas affected:

Wallington South

Chair of Committee/Lead
Member:

Councillor Sunita Gordon, Chair
Councillor Jayne McCoy, Vice Chair and Chair of Housing, Economy
and Business Committee
Simon Latham, Assistant Director, Housing, Planning and Regeneration
- 020 8770 4006
● Being Active
● Living Well Independently
● Smarter Ways of Working
Open

Author(s)/Contact
Number(s):
Corporate Plan Priorities:

Open/Exempt:
Signed:

Date:

Date:

5 February 2019

28 January 2019

1.

Summary

1.1

This report outlines the procurement and evaluation process followed by Sutton Living Limited
to choose a contractor to undertake the building works at Wallington Public Hall and
recommends the delegation of authority to agree the award of the works contract by Sutton
Living Limited to the Shareholder Representative, or their nominee, in consultation with the
Chair of the Shareholdings Board.

2.

Recommendations
The Sutton Shareholdings Board is recommended to:

2.1

Delegate authority to agree the award of the works contract by Sutton Living Limited for the
development of Wallington Public Hall to the Shareholder Representative, or their nominee, in
consultation with the Chair of the Shareholdings Board.

3.

Background

3.1

Sutton Living sought tenders for the redevelopment of Wallington Public Hall site using its
Procurement Policy, for bids on both a qualitative and financial basis. An original tender
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deadline was extended two and a half weeks until the 8 January 2019, and four tenders were
returned.
3.2

Sutton Living is outside EU Procurement Rules, being a private company, nevertheless has a
procurement policy to ensure transparency in terms of contractor selection.

3.3

The tenders had been reviewed by the Company’s Employers’ Agent, Pellings.

3.4

Authority to enter into contracts with a value greater than £3m is a matter reserved to the
shareholder, and therefore agreement is sought via this report to delegate final approval to the
Shareholder Representative, or their nominee, in consultation with the Chair of the
Shareholding Board, given that it has not been possible to complete the tender evaluation by
the date of despatch of this report.
Choice of Contractor

3.5

A number of small to medium sized contractors were considered based on the knowledge and
experience of the Employer’s Agent and MD, who has delivered development projects for RPs
and Local Authorities elsewhere.

3.6

A longlist was reduced to five contractors who were invited to bid on plans produced by the
scheme architects, Bell Phillips, and a set of “Employer’s Requirements” drawn up by Sutton
Living in collaboration with Pellings. Before the invitation to tender was sent out one contractor
withdrew, leaving four, which still complies with the Company’s Procurement Policy.
Form of Contract

3.7

A JCT (Design and Build) form of contract was chosen as being typical of those used by RPs
and Local Authorities. It passes a significant degree of development risk to the contractor, but
requires the requirements of the employer to be clearly set out. The form of contract, and
subsequent amendments were agreed by Devonshires, the Company’s solicitors
Basis of Evaluation

3.8

Tenders were invited on the basis of both quality and price, using price for 60% of the
evaluation and 40% for quality. Quality was assessed by responses to how the contractor can
deliver a successful scheme working in a restricted environment, and its logistics plan and flow
chart, detailing how it will undertake the work in the most efficient way. Finally, tenderers were
required to provide examples of similar completed schemes, demonstrating value for money.
Tender Returns

3.9

Tenders were returned from:
●
●

Kind & Co
Lifebuild

Page 7

●
●
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PA Findlay
SDB Contractors

Tender Analysis
3.10 This was undertaken by Pellings. It has not been possible, by the time of despatch of this
report, to complete the evaluation, so agreement is sought to delegate authority to award the
contract to the Shareholder Representative, or their nominee, in consultation with the Chair of
the Shareholdings board.
4.

Options Considered

4.1

Sutton Living has sought a competitive rather than a negotiated tender which is in line with
accepted development practice.

5.

Impacts and Implications
Risk Mitigation

5.1

The successful contractor will need to demonstrate financial standing and financial checks will
be made by the Company prior to letting of the contract. The contractor will also be required to
provide a bond or parent company guarantee, and Sutton Living will obtain NHBC (or similar)
insurance against the contractor going out of business whilst undertaking works to mitigate
risk.
Financial

5.2

The proposed contract will be fully funded from an advanced loan from the London Borough of
Sutton.The agreed funding has taken into consideration various risk mitigation strategies to
protect both Sutton Living and the Authority.

5.3

The contract is expected to be delivered within the agreed budget.

5.4

The funding remains within Sutton Living or its subsidiary and the lead Project Officer will be
expected to monitor and manage the contract bearing in mind risk management at all stages.

5.5

It is essential that there is sufficient rigour within the procurement process to ensure that value
for money is achieved for Sutton Living, for the duration of the contract.
Legal

5.6

Sutton Living as an organisation that is not a contracting authority are not bound by the Public
Contracts Regulations. However, as an independent commercial entity the company would still
have a procurement policy and scheme of management in relation to procurement exercises
they carry out. As the main body of this report states the company has followed its
procurement policy and obtained advice from Devonshires with regards the legal aspects of
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the project and the legal documentation and so there should be no concerns on this front for
the Council as the owner of Sutton Living’s holding company, Opportunity Sutton.
5.7

Due to the value of the tender this is a reserved matter for the Shareholdings Board to
approve. In light of the circumstances described above it is open to to the Shareholding Board
to approve the letting of the contract and delegate to the Shareholder Representative, or their
nominee, in consultation with the Chair of the Shareholdings Board, to finalise the documents
and enter into the agreement.

6.

Appendices and Background Documents
Appendix letter

Title

None

Background documents
Sutton Living Business Plan 2018/19

Audit Trail
Version

Final

Date: 28 January 2019

Consultation with other officers
Finance

Yes

Solomon Akuffo

Legal

Yes

Fabiola Hickson

Equality Impact Assessment
required?

No

N/A
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Report title:

Sutton Living Performance Update

Report from:

Mary Morrissey, Chief Executive (Interim)
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Councillor Sunita Gordon, Chair
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● Being Active
● Living Well Independently
Open with the exception of Appendix A (Risk Register) and Appendix B
which are exempt by virtue of paragraph 3 of Schedule 12A of the Local
Government Act 1972.
Date:
29 January 2019

Author(s)/Contact
Number(s):
Corporate Plan Priorities:
Open/Exempt:

Signed:

Date:

5 February 2019

1.

Summary

1.1

This report presents for comment the performance update for Sutton Living Limited, including
the Quarter 3 budget statement and company accounts for 2017/18.

2.

Recommendations
The Sutton Shareholdings Board is recommended to:

2.1

Note the performance update set out in section 4 and actions proposed to deliver projects by
the Company, including mitigating development risk.

2.2

Note the Quarter 3 budget statement and annual accounts for 2017/18.

3.

Background

3.1

Background information has been provided in previous performance updates relating to
progress on the acquisition of various sites for development by Sutton Living Limited, and
operations relating to the Company.
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3.2

The projects currently being considered for development are Council owned sites and require
timely liaison between the Company and Council Directorates.

4.

Performance update
Wallington Public Hall

4.1

This scheme is the Company’s first major development, comprising a mixed tenure
development of 31 units of homes for market rent and affordable housing. Following approval
of the business case to develop the former Wallington Public Hall, planning approval obtained
from the Council’s Planning Committee on 21 March 2018, Sutton Living has sought
acquisition of this site from the Council and to proceed to let a building contract

4.2

The current position is that there are still a few issues outstanding:

4.3

4.2.1

Purchase negotiations need to be concluded. The Council choose an “arms length”
approach and conducted negotiations through Bevan Brittan Solicitors, and Sutton
Living used Devonshires, given their experience working with wholly owned
subsidiaries. Negotiations are near completion and need to be completed before a
building contract is let.

4.2.2

A footpath running along the boundary of the site from the retained car park to
Stafford Road needs to be adopted and diverted (at least while building work are
undertaken) by the Council before works can commence. This is a condition of sale
to Sutton Living Limited.

4.2.3

The funding agreement with the Council still needs to be completed for this project
to enable finance to be drawn down to pay the contractor. An issue has been the
requirement to cover the funding costs from day one of completion, a challenge for
Sutton Living as it has to use its only asset Wallington Public Hall to do this, unlike
Registered Providers who base their finance on their whole property portfolio.
Sutton Living has been able to do this by stripping down costs to a minimum. This
will have an impact for its long-term Business Plan (see 4.6 below)

4.2.4

Works contract. A report appears elsewhere on the agenda with the intention to
recommend a contractor to construct this development

In the Mayor of London’s Grant funding initiative in late 2018, “Building Council Homes for
Londoners”, grant funding was secured for 11 affordable units at Wallington. This will assist
scheme viability as well making rents more affordable. As the Company is not a Registered
Provider, the intention is to sub-lease these units to the Council. The Company is exploring
transferring three additional units from the Alexandra Gardens scheme to Wallington to provide
a single affordable block for leasing, and to secure additional grant.

Page 11

Agenda Item 10

Alexandra Gardens
4.4

Following approval from the Council’s Strategy and Resources Committee to approve the
disposal of land on Alexandra Gardens Estate to Sutton Living in July 2018, a planning
application has been drawn up and the Company has submitted for a scheme of 23 units,
including 8 (35%) for affordable housing. It is anticipated that the application will be
considered by the April Planning Committee.
Old Rectory Carshalton

4.5

Following the re-listing of this building as Grade 2*, Sutton Living has made a revised
proposal to the Council. The Company will also advise interested parties on its proposals and
ultimately it is up to the Council to agree or not agree them. While the property would make an
attractive addition to Sutton Living’s portfolio the scheme is marginal to the Company and must
work financially for Sutton Living.
Other Matters
Sutton Living Design & Build Ltd

4.6

There is a separate report elsewhere on the agenda recommending the setting up of a
development subsidiary in order to make the Company tax efficient in carrying out its
development activities, commencing with Wallington Public Hall. A consequence of this will be
the need to ensure funding is transferred from Sutton Living to its subsidiary in order to pay for
the building works.
Review of the Business Plan

4.7

An update of the Business Plan will be produced for the next meeting of the Shareholdings
Board. This will include a review of key financial performance measures. In the context of
current developments, the requirement to repay full interest from year 1 has an impact on the
profitability of mixed affordable and private rent schemes and Sutton Living believes that there
is therefore the need to develop a more mixed portfolio, with schemes for sale, and to do this
in a more collaborative way with the Council, using its land on a profit sharing basis. The
Company recently invited key Council officers to visit ‘Brick by Brick’, Croydon Council’s wholly
owned subsidiary which has successfully adopted this approach.
Sutton Living Website

4.8

Sutton Living intends to undertake a mini-relaunch with the start on site of Wallington Public
Hall. It now has a registered Company email address @suttonliving.co.uk.
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Appointment of Non-executive Directors
4.9

The Company is currently seeking new independent Non Executive Directors, to reinforce the
expertise of the Company Board. The proposed appointees will be reported to a future meeting
of the Shareholdings Board.
Risk Register

4.10 The confidential Sutton Living Risk Register has been reviewed. The principle risk still relates
to funding and its effects on viability, and the need to encourage collaborative working with the
Council. This is attached as exempt Appendix A.
Annual accounts
4.11 At Appendix C, the summary financial statements for 2017/18 are attached. This is the first
opportunity to present these to the Sutton Shareholdings Board since submission to
Companies House on 28 December 2018.
5.

Options Considered

5.1

In reviewing its options for site acquisition and development, all schemes have to comply with
the agreed Business Plan assumptions, loan repayment terms, adequate provision for
management and maintenance costs, voids and bad debts, otherwise schemes will not be
taken forward.

5.2

The seeking of development finance and other grants and subsidy will be assessed on their
impact on the Company’s Business Model and conformity with its core objective to develop
high quality homes for private rent and sale and in doing so generating surpluses for the
Company, and long-term repayment of debt to the Council.

6.

Impacts and Implications
Financial

6.1

To date the company has received total working capital loans of £990k. This funding has been
used to develop and progress a number of schemes, most significantly the Wallington Public
Hall site. Once the financials for a scheme are fully worked up and a decision is made to
proceed the company will approach the Council for development funding or longer term
funding for property acquisitions. The Council must be satisfied that the revenues from the
scheme can adequately cover the interest and repayment costs of the loan for it to be agreed.

6.2

The company has approached the Council for development funding for the Wallington Public
Hall scheme and is currently in active negotiations to secure this funding.

6.3

No substantial outgoings have yet been made as no land purchases have been made or
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building contracts let.
6.4

A financial monitoring report for Q3 2018/19 has been prepared and is attached in exempt
Appendix B.

6.5

The summary financial statements for 2017/18 submitted to Companies House are also
attached at Appendix C.
Legal

6.3

The purpose of this report is to provide an update to the Shareholder as to the current position
of various projects undertaken by the Company. The Company will need to ensure that any
business transactions or actions that are carried out regarding the development of various
sites are in accordance with the Company’s articles of association and Shareholder
agreement.

7.

Appendices and Background Documents
Appendix letter

Title

A

Risk Register - Exempt by virtue of paragraph 3 of Schedule 12A of the
Local Government Act 1972

B

Budget Variance report Q3 2018/19 - Exempt by virtue of paragraph 3 of
Schedule 12A of the Local Government Act 1972

C

Summary financial statements for 2017/18

Background documents
Sutton Living Business Plan 2018/19

Audit Trail
Version

Final

Date: 29 January 2019

Consultation with other officers
Finance

Yes

Joseph Stockwell

Legal

Yes

Fabiola Hickson

Equality Impact Assessment
required?

No

N/A
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Report to:

Sutton Shareholdings Board

Report title:

Sutton Decentralised Energy Network Business Performance Update

Report from:

Mary Morrissey, Chief Executive (Interim)

Ward/Areas affected:

Borough Wide

Chair of Committee/Lead
Member:
Author(s)/Contact
Number(s):
Corporate Plan Priorities:

Councillor Sunita Gordon

Open/Exempt:

Signed:

Date:

5 February 2019

Daniel Doris, Regeneration Programme Manager - 0208 770 4854
● Living well independently
● Smarter ways of working
Open with the exception of Appendices B and C (Sutton Decentralised
Energy Network Risk Register and Budget Variance for Q3 2018/19)
which are exempt by virtue of paragraph 3 of Schedule 12A of the Local
Government Act 1972.
Date:
29 January 2019

1.

Summary

1.1

This report is presented for noting the update contained in the Sutton Decentralised Energy
Network Performance Report and the un-amended Risk Register. The report provides and
update on progress with SDEN Phase 2 and seeks delegation of authority to enter into heat
supply contracts with Clarion Housing for the Lavenders development, subject to the final
business case being concluded satisfactorily.

2.

Recommendations
The Sutton Shareholdings Board is recommended to:

2.1

Note the performance update contained in the Sutton Decentralised Energy Network
Performance Report in Appendix A.

2.2

Note the Sutton Decentralised Energy Network Risk Register in exempt Appendix B.

2.3

Note the Sutton Decentralised Energy Network Budget Variance for Q3 2018/19 in exempt
Appendix C.

2.4

Note the Sutton Decentralised Energy Network Limited Annual Accounts for 2017/18 in
Appendix D.
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2.5

Delegate authority to the Shareholder Representative, or their nominee, in consultation with the
Chair and Vice Chair of the Sutton Shareholdings Board, to approve the detailed Business Case
for the extension to the Lavenders and enter into heat supply contracts with Clarion Housing.

3.

Background

3.1

Following the Council’s decision in July 2014 to establish an Energy Services Company (ESCo),
a detailed business model was prepared to demonstrate the commercial viability of the
proposed company. The initial business plan was approved by the OSL Sub-Committee (now
the Sutton Shareholdings Board) on 4 August 2015, along with the Shareholder Agreement,
enabling Sutton Decentralised Energy Network Limited to be established.

3.2

Since the approval of the original Business Plan at OSL Sub-Committee (now the Sutton
Shareholdings Board) on 22 February 2016, a revised Business Plan has been approved at the
Sutton Shareholdings Board on 27 June 2018. This Business Plan updated on progress made
on both Phase 1 and Phase 2 of the network. Agreements have been signed with the heat
supplier and homes are being built at the Felnex development (New Mill Quarter).

3.3

In line with the SDEN Business Plan, approved by the Sutton Shareholdings Board in June
2018, SDEN has been in discussions with Clarion Housing to agree arrangements for SDEN to
extend its heat network from the north of the New Mill Quarter (former Felnex) site to the
Lavenders development in Hackbridge.

3.4

The Lavenders development contains a mix of dwellings which are being developed by Clarion
Housing for both rent and private sale. To meet their low carbon planning obligations, Clarion
Housing have indicated they would like to connect to SDEN. There are c460 dwellings at the
development, and the estimated pipe length from the New Mill Quarter to the Lavenders is
700m. The indicative capital cost for this extension is £1.2m. As per the reserved matters (part
b) within SDEN’s Shareholders Agreement, any extension with a capital cost of over £1m
requires Shareholder Consent prior to SDEN entering into contracts to supply heat.

4.

Issues

4.1

A detailed Business Case for the scheme is required prior to any decision being made, however
SDEN understands from Clarion Housing that they will be required to sign contracts before the
end of March 2019. An outline Business Case has been produced, reviewed and approved by
the SDEN Finance Director, supported by financial consultants 31ten. A detailed Business Case
is currently being produced, however the decision to enter into contracts is required before the
next Sutton Shareholdings Board. Therefore it is recommended that authority is delegated to the
Shareholder representative, or their nominee, in consultation with the Chair and Vice Chair of
the Sutton Shareholdings Board, to approve the detailed Business Case for the extension to the
Lavenders and enter into heat supply contracts with Clarion Housing.
Risk Register
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4.2

The Risk Register is attached at Appendix B.

5.

Options Considered
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Performance Update
5.1

The performance update is attached at Appendix A – Sutton Decentralised Energy Network
Performance Report dated October 2018 to December 2018.

6.

Impacts and Implications
Financial

6.1

In July 2013, the London Borough of Sutton’s Strategy and Resources Committee (S&R)
approved the Conceptual Business Case for the development of a district heating network in
Sutton, with debt funding of £4.5m.

6.2

A detailed Financial Model for the Phase 1 Scheme was presented to the Housing, Economy
and Business committee in March 2015. This demonstrated a positive cash flow of £1.54m from
delivery of the scheme.

6.3

The Financial Model has been revised to take account of the latest information on likely costs
and revenues. As a result of the revisions the model shows a revised loan requirement of £2.6m
and an improved net positive cash flow on core assumptions of £1.64m. A review of the revised
model by KPMG has taken place and no material issues were raised.

6.4

A financial monitoring report for Q3 2018/19 has been prepared and is attached in exempt
Appendix C.

6.5

The summary annual accounts for 2017/18 are attached as Appendix D. These were submitted
to Companies House on 2 January 2019, making this the first opportunity to present these to the
Sutton Shareholdings Board.

6.6

The detailed Business Case for the connection to the Lavenders requires further detailed inputs,
which are currently being developed. The initial financial modeling within the outline Business
Case has a base case Internal Rate of Return (IRR) of 11.76% and cumulative earnings before
tax of £1.84m. The outline Business Case has been reviewed and approved by the SDEN
Finance Director and reviewed by finance consultants 31ten. 31ten’s review found no significant
issues with the financial model, and concluded that the scheme as modelled was robust. As
stated above, further work is required to confirm the financial metrics, but based upon the
outline Business Case the extension to the Lavenders is commercially viable.
Legal

6.7

SDEN is a subsidiary company of Opportunity Sutton. The shareholder agreement between
SDEN and its parent company governs the relationship between the two companies and in
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schedule 1 there is a list of reserved matters either falling under a Part A (Corporate Matters) or
Part B (Operational Matters). As stated above in the report with regards the Lavenders, the
indicative capital cost for this extension is £1.2m. As per the reserved matters in Part B
(reserved matter 7) within SDEN’s Shareholder Agreement, any extension with a capital cost of
over £1m requires Shareholder Consent prior to SDEN entering into contracts to supply heat.
This would require shareholder approval from Opportunity Sutton. However, it was intended that
SDEN would also be bound to certain reserved matters being subject to the approval of the SSB
by virtue of the reserved matters identified in schedule 1 of the shareholder agreement between
the Council and Opportunity Sutton. The recommendation with regards the Lavenders is one
such decision. Unfortunately, the latter shareholder agreement has not been amended to
incorporate SDEN, though this document clearly states it is the intention.
6.8

Notwithstanding this, the effect of the governance arrangements between the Council and
Opportunity Sutton is intended to cover the subsidiaries where decisions affect the
shareholder’s rights. Therefore because of the nature of the matter to be approved in
recommendation 2.5, it is advisable that the SSB should treat this as a reserved matter that
requires its approval and make a decision with regards recommendation 2.5. Under the new
governance structure relating to the SSB it is open to the SSB to delegate to the shareholder
representative (or their nominee) in consultation with the Chair and Vice Chair of the SSB as
recommended above.

6.9

For the purpose of this report, save for the legal implication in paragraph 6.7 above there are no
other legal implications as the rest of the report is to provide an update to the shareholder as to
the risk register and company performance.

7.

Appendices and Background Documents
Appendix letter

Title

A

Sutton Decentralised Energy Network Limited Performance Report

B

Sutton Decentralised Energy Network Limited Risk Register (exempt by
virtue of paragraph 3 of Schedule 12A of the Local Government Act 1972)

C

Sutton Decentralised Energy Network Budget Variance Q3 2018/19
(exempt by virtue of paragraph 3 of Schedule 12A of the Local
Government Act 1972)

D

Sutton Decentralised Energy Network Limited Annual Accounts 2017/18

Background documents
Sutton Decentralised Energy Network Limited Annual Accounts 2017/18 - FULL
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Audit Trail
Version

Final

28 January 2019

Finance

Yes

Lyndsey Gamble

Legal

Yes

Fabiola Hickson

Equality Impact Assessment
required?

No

N/A

Consultation with other officers
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APPENDIX A

SDEN Performance Report for the Sutton Shareholdings Board
Period – October - December 2018

1. Phase 1 - The New Mill Quarter
a. Works Undertaken
i.
The Design and Build (D&B) contractor has installed the main section of
pipework, c1.5km in total, including the pipe gantry over the railway line.
ii.
The Operation and Maintenance (O&M) contractor is reviewing the design
and installation of the D&B contractor’s works.
iii.
Discussions ongoing with Viridor to progress the works on their site and the
interfaces with the landfill gas engines, which will be the first heat source.
iv.
Both the D&B contractor and O&M contractor are in dialogue with Barratts
regarding the construction of the network on their site and the adoption of
the district heating infrastructure installed.
v.
Planning application for the small variation at the southern end of the
network has been approved.
b. Works to be undertaken
i.
D&B contractor to commence construction of final section of pipework,
subject to final approvals from landowners.
ii.
Continue formal adoption of district heating infrastructure and installation of
network on Barratt’s site.
2. Phase 2 - Expansion
a. Works Undertaken
i.
Discussions are ongoing with a number of potential consumers for Phase 2
as part of the programme of works being funding by the GLA’s DEEP
Framework.
ii.
Business Case is being developed for a Phase 2 extension to the Lavenders
development, in Hackbridge.
b. Works for next period
i.
Continue discussions to enable the delivery of Phase 2 of SDEN’s Business
Plan.
ii.
Prepare a business case for the Phase 2 extension to the Lavenders
development in Hackbridge.
3. Financial Update - please refer to the Sutton Decentralised Energy Network Budget
Variance for Q3 2018/19 in exempt Appendix C.
4. Customer Services
a. Works undertaken
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APPENDIX A
i.
ii.
iii.

Between October and December 2018, SDEN received 30 calls.
No complaints were received during this period.
Bills are being issued on a monthly basis and new customers are being set
up on the billing system. Currently there are 150 customers in New Mill
Quarter properties.

b. Works for next period
i.
Continue to provide customer service support to residents of the New Mill
Quarter site.
ii.
Continue to work closely with contractors to resolve any issues when
required.
iii.
Continue billing runs on a monthly basis.
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