
 

 

  

  

Delivering new homes – Routes for 

development for Local Authorities 

Local authorities are increasingly taking a direct delivery role in new housing to meet the high 

need in many areas. Delivery routes vary and must be structured with council's objectives and 

capacity in mind – there is no "one size fits all" approach.

What are the challenges 
Currently there remains a shortage of homes in areas across the 

UK and a real need to increase the quantum and quality of 

homes. 

Councils are seeking opportunities to deliver housing 

themselves but may not have sufficient borrowing headroom 

within their Housing Revenue Account (HRA) or may wish to 

explore alternative funding opportunities to develop new 

housing outside of the HRA, but still within council control. 

Council-owned companies 
The most common approach is the creation of a 100% council 

owned subsidiary or Housing Company (Hsg. Co.). These are 

usually constituted as a Company Limited by Shares with council 

officers acting as directors and company secretaries. 

Sources of finance are wide and varied, with local authorities 

permitted to secure debt from a range of sources, albeit in a 

prudent manner with risk and liquidity an underlying 

consideration.   

When assessing options most local authorities will first look 

to the Public Works Loans Board (PWLB) to secure finance but 

should note this is not the only route to deliver with the 

emergence of index linked bonds, and traditional development 

finance. We have provided a diagram for illustrative purposes 

below: 

 

 

Housing Companies – the development phase 

Housing Companies enable councillors, tenants and managers to 

take a long-term approach to the provision of new housing 

through a rolling programme of investment and a 30 year 

business plan. However, a number of challenges must be 

answered first including: 

What are its objectives? 

Is it solely to maximise the provision of affordable housing or 

does the council want to deliver a revenue surplus, typically 

either through market rent or sales, which can be used to 

support other projects? The balance between these will be a key 

factor in determining the tenure mix to be provided.  

How can its objectives best be delivered?  

This will require detailed consideration of the available 

opportunity sites, the cost and timescale for delivery and the 

range of tenures and unit types to be offered to meet identified 

housing need (social/affordable rents, market rent, low cost 

home ownership, market sale?). Councils have tended to focus 

on developing sites they already own (both HRA and General 

Fund) but have also considered opportunities to purchase new 

build units from developers or the purchase and repair of 

existing properties. 

What is the optimal funding route?  

On-lending PWLB to the company has often been the first 

funding route considered by authorities. However there are 

other options to consider. Funders such as pension funds are 

looking for a long-term guaranteed return on a well-managed, 

secure portfolio of properties and a local authority covenant. 

Pension finance has proved attractive to some authorities as it 

can have lower initial costs than PWLB and does not require a 

Minimum Revenue Provision within their accounts.   

Is it viable?  

The business plan should assess long-term viability and return 

on investment.  Measuring the "headroom" within the business 

plan at different points and scenarios will indicate its ability to 

survive market down turns and generate a surplus for re-

investment at the right time. This should also take into account 

the likely tax implications and the options for a tax efficient 

structure. The council must also consider whether affordable 
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units may be subject to Right to Buy and how to manage this 

risk. 

Can the council deliver housing on its own? 

A key consideration in the early years of any new company will 

be the authority's capacity and experience in the delivery of new 

build housing. Engagement with the private sector can bring in 

development expertise and investment in intermediate and 

market housing. The model has the ability to be flexible to ring-

fence schemes and adapt to reflect Joint Venture structure in 

addition to wholly owned vehicles. 

What risk/return does the council wish to take?  

Ultimately a council's strategy should be developed based on an 

assessment of the proposed development pipeline and business 

plan, and the risk which the council is willing to take, particularly 

in terms of the development of market housing for sale/rent. 

The council must weigh up the benefits of risk sharing with a 

private sector partner against the reduction in income to the 

company through the dilution of profit. 

What powers and consents is the council relying on? 

It is important to obtain legal advice to ensure that the council is 

using the appropriate powers to create the company and has the 

consents in place to transfer HRA or General Fund land into the 

company.   

Housing companies – the operational phase 

In order to establish and then operate a number of steps are 

required such as: 

 the selection of company directors; 

 navigating the planning process; 

 the procurement of contractors to deliver works; 

 financing the company's start-up costs (possibly through 
initial share capital from the local authority);  

 considering how the housing management service will be 
delivered; and  

 on-going activities such as company administration, 
development of future sites after completion of pilot sites 
and project monitoring.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

How Grant Thornton can help? 
We recommend that all of these points are addressed within a 

formal Business Case. This should be a key document in 

making the case for the creation of the Hsg. Co. and setting out 

the steps required to move towards a fully operational entity. 

Often a number of sites under a variety of delivery options 

are for consideration and detailed financial modelling is 

needed to underpin this, for which we have a specialist 

modelling team who can provide direct support. 

Given the different types of housing delivered, transfer of 

land, construction and operational costs incurred and financing 

requirements, direct tax and VAT play a major part in the 

structure of the overall vehicle and much of our work considers 

how to optimise the commercial structure for a beneficial direct 

tax and VAT position which does not hinder the viability of the 

development and overall affordability to tenants and purchasers. 

As a firm we are currently working with a range of public 

and private sector organisations to highlight best practice, assess 

which approach is best suited for their needs and ambitions, and 

offer practical advice and assistance to help them to achieve a 

successful outcome
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Case Study – London Borough of Sutton 

Sutton Council is considering innovative solutions to develop 

new housing including homes for market rent and sale, 

affordable rent and local cost home ownership.  

The Council initially commissioned Grant Thornton to 

provide an options appraisal of delivery and funding options 

either through a new wholly owned Council vehicle or a joint 

venture approach 

It decided to develop the option of creating a new 

housing company as a 100% owned subsidiary of the Council 

and  commissioned Grant Thornton  to develop an Outline 

Business Case (OBC) to set out the key risks and benefits of 

this approach and how the new company would become 

operational. The OBC was supported by a bespoke financial 

model to assess the viability of a number of Council sites. This 

incorporated an analysis of the tax and accounting issues and 

stress testing  of the model to assess the impact of market 

fluctuations.  

The OBC was then presented to senior Council officers 

and  Members who approved the new venture. The Company 

is now operational and planning its first development site. 


