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Report No:  G73/19 

Eden District Council 

Executive 

5 November 2019 

Heart of Cumbria Ltd Review 

Portfolio: Leader 

Report from: Director of Corporate Services 

Wards: All Wards 

OPEN PUBLIC REPORT BUT WITH APPENDIX 1 AS A PART II ITEM EXEMPT 
UNDER PARAGRAPH 3 OF SCHEDULE 12A LOCAL GOVERNMENT ACT 

1972 (AS AMENDED).  

1 Purpose 

1.1 The purpose of this report is to consider the future of the Council’s wholly 
owned Company, Heart of Cumbria Ltd. 

2 Recommendation 

It is recommended that Option 4 be adopted in that: 

2.1 The findings of the review of the Company (Appendix 1) are endorsed. 

2.2 The Company should continue to operate, subject to the changes 
included in further recommendations below. 

2.3 The Company Board is strengthened to include at least five Directors, 
all of whom should have relevant experience. These positions would be 
unpaid. 

2.4 Serving Councillors should not be appointed as Directors of the 
Company. 

2.5 One member of the Executive is appointed as the Shareholder 
representative. 

2.6 The objectives of the Company are amended to give both clarity of 
purpose and allow flexibility in what the Company can do. 

2.7 The Articles of Association of the Company are amended (Appendix 2) 
and the Governance Agreement (Appendix 3) is adopted to reflect 
recommendations in paragraphs 2.3 to 2.6 above with delegated 
powers granted to the Assistant Director Governance to execute the 
Governance Agreement on behalf of the Council. 

2.8 An early review of the housing management contract is carried out with 
a view to re-tendering. 



2.9 Development resource is made available to the Company through 
secondment of a suitably experienced member of staff. 

2.10 Delegated powers be granted to the Assistant Director Finance to 
amend the loan funding arrangements, so that funding is sourced from 
Prudential Borrowing rather than from the General Reserve. 

2.11 The changes to the Board of Directors be noted. 

2.12 It be noted that authorisation has been given by the Board of Directors 
to appoint Les Clark, Director of People and Place, as a new Director. 

2.13 The accounts for the Company for the period ending 31 March 2019 
(Appendix 4) be noted. 

3 Report Details 

3.1 The Heart of Cumbria Ltd was established in 2016, its set up having been 
approved by Council at its meeting on 14 July 2016. Subsequent decisions by 
Council approved the financing of the Company and the acquisition of 81 
affordable homes at Carleton Meadows, Penrith from Persimmon. 

3.2 Establishment of the Company was not without its critics in the Council and 
concerns were expressed over the transparency of its operations. After nearly 
two years of operation it was considered appropriate to review how effective 
the Company has been in achieving its original objectives and whether any 
changes need to be made to the way it operates. 

3.3 A review of the Company has been carried out by the Strategic Advisor 
People and Place, who has experience of establishing local authority owned 
companies in other parts of the country. The full report is commercially 
sensitive and is attached (Appendix 1). 

3.4 The main findings of the review are summarised below: 

3.4.1 The Company has only achieved against one of its objectives, the 
provision of affordable homes (the contract to acquire 81 homes at 
Carleton Meadows). While other opportunities were pursued, nothing 
else has been completed. The most likely reason for this low level of 
achievement is that the Company has had no dedicated resource to 
identify and work-up projects. 

3.4.2 The governance arrangements are robust enough to protect the 
Council’s financial position. There are though weaknesses in the 
Articles of Association and Shareholder Agreement that may limit the 
Company’s flexibility of operation and leave unclear certain powers, 
particularly the appointment and discharge of Directors. 

3.4.3 The Board of Directors is under strength and the current Directors do 
not have the capacity to develop the Company beyond its current 
acquisition programme. 

3.4.4 The Board has included serving Councillors and this is a requirement of 
the Articles of Association. This does not represent best practice as it 
provides a clear opportunity for a conflict of interest between a 
Councillor’s common law responsibilities as Councillors and their legal 
duties as Directors under the Companies Act. There is no suggestion 



that the Councillors who have served as Directors have ever been 
compromised or acted improperly, but the potential is there and should 
be avoided. 

3.4.5 There is a lack of clarity about who exercises the functions of 
Shareholders. The legal position is that the Executive exercises the 
function of Shareholder and there is a strong argument that this role 
should be delegated to one member of the Executive. This would allow 
for a clear conduit of contact and instructions to the Company and 
improve Company accountability to the Council. 

3.4.6 Due to the lack of dedicated resource within the Company, the 
Directors have had to take responsibility for day to day operational 
matters. This is inappropriate and points to the need for some 
dedicated Company resource. 

3.4.7 The letting and management of the properties that have been acquired 
is carried out by a high street estate agency. Whilst this arrangement 
has been satisfactory, the Council’s Housing Team believe that this 
work should be carried out by a Registered Social Landlord, who will 
have more appropriate culture for dealing with tenants who are, in 
effect, Council tenants. 

3.4.8 Whilst progress has only been made against one of the Company’s 
objectives, if properly resourced the Company does have the potential 
to make a more positive contributions to Council objectives. In 
particular, if it was to operate as a small-scale residential property 
developer it would have the potential to make an important contribution 
to the Council’s financial position by turning development profit into a 
revenue stream. 

3.5 The Council has confirmed that the shareholder function should as a matter of 
law be exercised by the Executive rather than the Council as a whole. 

3.6 It is open to the Executive to delegate power to a single member to represent 
the Council as shareholder which should simply governance arrangements, 
whilst also providing for better communication with appropriate stakeholders. 

3.7 There was a previous proposal to hold the Annual General Meeting of the 
Company on 26 September 2019. It became clear however, in light of the 
review that the documentation required to be considered by the AGM (namely 
the revised Articles of Association and Governance Agreement) would not be 
ready to meet that timescale. 

3.8 On this basis, the Chief Executive exercised urgent powers available under 
the Council Constitution to require the Council as shareholder, to delay the 
AGM. This was to ensure that the AGM could transact meaningful business 
and so as to protect the best interests of the Council. 

3.9 Following these events, former Councillor John Owen and Councillor Gordon 
Nicolson tendered their resignation from the Board of Directors, leaving 
Gareth Owens as the sole Director. 

3.10 Upon receipt of these resignations, the Chief Executive placed on record that 
the appreciation of the Council for the service that both Councillors had 
provided not only to the Company and the Council, but also to the people of 



the District that have benefitted from the housing activities of Heart of 
Cumbria. 

3.11 It is recognised that both Councillors have gone to supreme lengths to make a 
positive contribution and the Chief Executive was keen to place the 
appreciation of the Council on the record. 

4 Policy Framework 

4.1 The Council has four corporate priorities which are: 

 Decent Homes for All; 

 Strong Economy, Rich Environment; 

 Thriving Communities; and 

 Quality Council 

4.2 This report meets the Decent Homes for All and Quality Council corporate 
priorities. 

5 Consultation 

5.1 The following individuals were consulted during the review: 

 a) Leader of Council; 

 b) Deputy Leader of Council; 

 c) Executive Members for the Housing and Eden Development Portfolios; 

 d) Chief Executive; 

 e) Director of Corporate Services; 

f) Assistant Directors for Governance, Planning and Economic 
Development, Community Services and Commissioning and Technical 
Services; 

 g) Section 151 Officer; 

 h) The three Company Directors; and 

 i) Chief Executive of Eden Housing Association. 

6 Implications 

6.1 Financial and Resources 

6.1.1 Any decision to reduce or increase resources or alternatively increase income 
must be made within the context of the Council’s stated priorities, as set out in 
its Council Plan 2015-19 as agreed at Council on 17 September 2015 

6.1.2 The recommendation at paragraph 2.10 to use Prudential Borrowing to 
support loans to the Company will have a revenue implication. However, 
releasing the current loan into the General Reserve will make an important 
contribution to the Council’s transformation plans. 



6.2 Legal 

6.2.1 The recommendations in this report will require amendments to be made to 
the Articles of Association and the Shareholder Agreement. External advice 
has already been obtained on the necessary changes. 

6.3 Human Resources 

6.3.1 If accepted, recommendation 2.9 will require either recruitment by the 
Company of a suitably qualified individual, or secondment to the Company by 
the Council of a suitably qualified individual. The Planning and Economy 
service currently has a part time vacancy and this could be utilised to provide 
the resource. 

6.3.2 If accepted, recommendation 2.3 will require that an exercise is undertaken to 
recruit new Board members. It is envisaged that these would be unpaid 
positions, although reasonable travel expenses would be reimbursed. 

6.4 Statutory Considerations 

Consideration: Details of any implications and proposed 
measures to address: 

Equality and Diversity There are no implications. 

Health, Social 
Environmental and 
Economic Impact 

The decision to retain the properties being 
acquired in Council ownership will enable the 
Council to meet the local housing need for 
affordable homes to rent. 

Crime and Disorder There are no implications. 

Children and 
Safeguarding 

There are no implications. 

6.5 Risk Management 

Risk Consequence Controls Required 

Without the review of 
company operations, 
the company would not 
have realised the full 
potential for housing 
development and 
economic growth  

This would be a missed 
opportunity when there 
may be potential to 
deliver a commercial 
return whilst satisfying 
housing need  

The measures set out 
in the review 
(Appendix 1) 

7 Other Options Considered 

7.1 Several options have been considered. 

7.1.1 Option 1, close the Company and bring the assets into the Council. 
This would result in tenants acquiring a statutory Right to Buy under the 
Housing Act, which would inevitably result in a reduction in the number 
of homes available to rent. This option is not recommended. 

7.1.2 Option 2, close the Company and sell the assets to a third party. This 
option would provide a small capital receipt, although this may be 



reduced by Corporation Tax. However, there is no guarantee that a 
sale could be made that ensured the homes remained affordable for 
rent and the Council would lose the potential that the Company has to 
generate an income stream for the Council. This option is not 
recommended. 

7.1.3 Options 3, keep the Company with no changes. This option is not 
recommended because of the deficiencies outlined in Section 3 of the 
report. 

7.1.4 Option 4, keep the Company but with the changes in governance and 
operations outlined in Section 2 of the report. This is the recommended 
option. 

8 Reasons for the Decision/Recommendation 

8.1 The recommendation has been made as: 

 a) It will keep those homes already acquired available for rent at 
affordable levels; and 

 b) The changes in governance and operations will provide more strategic 
direction to the Company and maximise the potential for it to make an 
important contribution to Council finances. 

Tracking Information 

Governance Check Date Considered 

Chief Finance Officer (or Deputy)  

Monitoring Officer (or Deputy) 25 October 2019 

Relevant Director 24 October 2019 

Background Papers:  

Appendices: Appendix 1 (confidential) - Review of Heart of 
Cumbria Ltd 

 Appendix 2 - Articles of Association 

 Appendix 3 - Governance Agreement 

 Appendix 4 - Accounts for period ending 31 March 
2019 

 


