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EXECUTIVE SUMMARY
SUMMARY OF RECOMMENDATIONS (SEE APPENDIX II FOR 

DEFINITIONS)

High

Medium

Low

Total number of recommendations: 12

3

CLIENT STRATEGIC OBJECTIVES 

An efficient and effective Council

8

4

OVERVIEW

Background - The Council has recently established three companies: Oxford Housing Limited (which has two subsidiaries, Oxford City Housing

(Development) Limited and Oxford City Housing (Investment) Limited); Oxford Direct Services Limited; and Oxford Direct Services Trading Limited. 

Each company is wholly (100%) owned by the Council. The companies and their governance mechanisms are structured as follows:
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EXECUTIVE SUMMARY
OVERVIEW

Scope and Approach - The Council commissioned this audit to provide assurance that the governance arrangements it has put in place increase the 

likelihood that the Council will get value for money from its investment in each company. The review focuses on the following areas:

• The robustness of the business case supporting the set-up of both companies;

• The extent to which the Council sought appropriate external advice to assist with technical issues such as tax;

• Whether there are appropriate contracts in place underpinning the Council’s support to the companies – covering how the companies draw on the 

Council’s assets and staff;

• Whether there are clear Shareholder Agreements and Articles of Association in place for each company;

• The reporting arrangements in place so that the Council can ensure that, as shareholder, it is monitoring the performance of its investments in each 

company;

• The extent to which the financial flows between the Council and each company (both to the companies in the form of loans and from the 

companies in form of dividends) are appropriately recorded and planned;

• Whether there are sufficient processes in place to manage sharing of data between the Council and its companies;

• The capacity and capability of both company Boards.

This review was based on interviews with key stakeholders (see Appendix 1) and a review of documents including but not limited to company business 

plans, board minutes, cabinet papers, loan agreements, shareholder agreements, articles of association and evidence of advice sought from external 

parties.

Findings - The review identified a number of areas of good practice which have helped achieve this, for example:

• The Council has sought external advice on the structure of both companies which has helped reduce its tax liability. For example, separating the 

development and investment activities of Oxford City Housing Limited reduces its VAT liability and separating Oxford Direct Services Limited and 

Oxford Direct Services Trading into a Teckal and non-Teckal company respectively reduces the Council’s Corporation Tax liability;

• The Council has put Shareholder Agreements in place which balance the need for the companies to operate with a degree of day-to-day 

independence but retain a reasonable degree of control for the Council in terms of access to finance, deviations from business plan or the identity 

of company directors;

• Loans made between the Council and companies are accompanied by a loan agreement, and set at appropriate, State Aid compliant rates;

• The Council has commissioned training from the Institute of Directors to support company directors in their new role.

4
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EXECUTIVE SUMMARY
OVERVIEW

However this report makes a number of recommendations which will help the Council improve its oversight – as 100% shareholder – of the companies 

within the scope of this review. These recommendations include:

• Updating the joint Business Plan of Oxford Direct Services Limited and Oxford Direct Services Trading Limited to provide a more accurate picture 

of the dividend the Council can expect from these companies over the next five years (Reference 1A – Medium);

• Provide a more granular breakdown around income and costs associated to facilitate ongoing shareholder challenge of how the companies are 

performing against plan (Reference 1B – Medium);

• Updating the Business Plan of Oxford City Housing Limited in time for the start of the next financial year to reflect the work the company has 

undertaken since the last iteration of the Business Plan on tax liability and costs of support services to deliver the plan (Reference 1C – Medium);

• Monitoring the turnover sources received by Oxford Direct Services Limited to ensure that remedial action is taken if the company looks set to 

breach its Teckal threshold (no more than 20% of turnover from external sources) (Reference 2A – Low);

• Completing Service Level Agreements (SLAs) for support services between the Council and Oxford City Housing Limited as a matter of priority 

(Reference 3A – Low);

• Reviewing all SLAs between the Council and Oxford City Housing Limited to ensure compliance with transfer pricing regulations and consistency 

with support services charged to Oxford Direct Services Limited (which are done so at a 5% margin) (Reference 3B – Medium);

• Prepare and agree a set of templates each company will use to report performance (Reference 4A – Medium);

• Confirm the quantum of set-up costs which Oxford Direct Services Limited and Oxford Direct Services Trading Limited will be responsible for, and  

how these will be financed. Where these costs are to be financed by the companies the basis and timing of a loan to support them in doing so 

needs to be agreed. Where these costs are to be financed by the Council this should be reported transparently to the Shareholder Group to 

enable the Council (as shareholder) to get a holistic view of the investment it has made in setting up these companies (Reference 5A – Medium);

• Explicitly state the quantum and phasing of returns required to meet the Council’s MTFP commitments in the Business Plans of Oxford Direct 

Services and Oxford Direct Services Trading Limited (Reference 5B – Medium);

• Formally agree a position on whether an order book loan is required between the Council and Oxford Direct Services Limited (Reference 6A –

Medium) 

• Hold an annual discussion at respective company boards on the capacity and capability of each board and whether the addition of a Non-

Executive Director would bring valuable expertise and impartiality (Reference 7A – Low), Also hold an annual discussion at the Board of Oxford 

Direct Services Limited (and Trading Limited) to consider whether growth necessitates appointing a Finance Director and Commercial Director to 

work directly for the companies (Reference 7B – Low).

Context on findings

This report has been written at a moment in time. The companies concerned are fledgling companies. In the case of Oxford Direct Services Limited 

and Oxford Direct Services Trading Limited they are still in the process of being set up. Therefore in some places this report highlights risks which 

are recorded as ‘low’ or ‘medium’ risks which might become ‘high’ risks if the Council does not address them at the appropriate point in time (e.g. 

addressing 3A before taking ownership of a significant number of properties from Barton Phase 1 or updating the Business Plan for Oxford Direct 

Services Limited (and Trading Limited) once the budget process is complete and the Council has a clearer view of where additional income (1B) and 

associated costs (1A) will impact net profitability. Furthermore, some risks (e.g. 7A and 7B on Board and Staff capability should be held under-review 

and may increase in importance over time. 5
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EXECUTIVE SUMMARY
OVERVIEW

This review has explored whether the council is taking steps to get value for money from its investment in the companies concerned – from whether 

the business cases are robust through to the capacity of board members. Whilst the Council is at a good position at this point in time regarding both 

companies, the report raises a number of actions the Council could take to strengthen assurance it will get a return on its investment. These 

companies are a fast moving and developing area of the Council’s business and is important that the Council remains vigilant to new emerging risks.

6
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DETAILED RECOMMENDATIONS
RISK: The business case and ongoing business plans of both companies do not demonstrate that the Council’s investment will deliver 

value for money to the Council

Ref. Finding Sig. Recommendation

1A Oxford Direct Services Limited and Oxford Direct Services Trading Limited have a 

joint Business Plan. A review of the workings behind the Business Plan (Excel 

workbook ‘Cash flow Model AW 17-18 updated 04-10-17’) was carried out as part of 

this engagement. This review highlighted a number of potential issues:

• The Business Plan is based on both companies delivering the reduction in net 

cost to the Council of Direct Services forecast in the 2016/17 MTFP, plus 

additional net contribution of £200k in FY19/20, £350k in FY20/21 and £500k in 

FY21/22. This additional net contribution can come from either a reduction in 

expenditure or additional external income. However the calculations on which 

the Business Plan is based do not currently include the full costs associated with 

generating this additional net contribution. The only cost pressures included are 

associated with delivering the reduction in net cost associated with the 2016/17 

MTFP. For example, to deliver additional net contribution of £500k in GY 21/22 

the Council will need to employ additional staff and incur other additional 

variable costs which are not currently included in the business plan. Some of 

these costs are provisionally outlined on Page 22 of the Business Plan but these 

are not incorporated into the financials;

• Page 22 of the Business Plan includes a series of capital investment 

requirements to deliver this financial contribution (£2m in FY 18/19, £1.1m in 

FY 19/20, £3.7m in FY 20/21, and £3.2m in FY 21/22). The Council plans to 

undertake capital investment required by both companies and recoup that 

investment through leasing assets to the companies. However lease payments 

associated with these capital items are not included in the business plan’s 

financials;

Medium The Business Plan should be updated to amend 

omissions and errors and a revised set of 

financial projections should be submitted to 

Shareholder Group in due course once the 

latest budget round has been completed.

7
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DETAILED RECOMMENDATIONS
RISK: The business case and ongoing business plans of both companies do not demonstrate that the Council’s investment will deliver 

value for money to the Council

Ref. Finding Sig. Recommendation

1A • The financials included in the Business Plan omit income that the Council will 

receive from interest both companies will pay on the revolving credit facility 

they hold with the Council. The costs of this facility (charged at 7.54%) are 

included in ‘NK Sheet V3’ of workbook ‘Cash flow Model AW 17-18 updated 04-

10-17’ for the companies (Row 58) but the income to the Council is not (Row 

96).

• Due to an error in the financial model (Cash flow Model AW 17-18 updated 04-

10-17) underpinning the financials in the Business Plan, the Corporation Tax 

which will be paid by both companies combined is over-stated. Corporation Tax 

is applied to the combined profits of both the Teckal and Trading companies. In 

reality, the Trading company will pay 19% Corporation Tax on its profits, but 

the Teckal company will only pay 19% of Corporation Tax on its profit from 

external turnover. Whilst it is not a linked cell, the assumed Corporation Tax 

liability for the Teckal company is also overstated in Row 64 of ‘NK Sheet V3’ as 

it assumes the Teckal company will pay Corporation Tax on all of its profits. 

The Council should be aware of this as it should be corrected before they seek 

to fix the model.

The Business Plan is critical to the success of both Oxford Direct Services Limited 

and Oxford Direct Services Trading Limited, and the Council’s ability as shareholder 

to scrutinise whether its investment in both has delivered value for money. 

Omissions and errors, whether they overstate or understate the contribution both 

companies can make to the Council’s underlying financial position, both affect the 

robustness of that plan.

The Council does have plans in place to review the Business Plan annually and will 

be in a stronger position to account for increased income and associated costs as 

the time horizon between planned and actual shortens. 

Medium

8
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 1A

Management Response Responsibility and Implementation Date

Agreed.  We recognise at this moment in time the net 

contribution is an estimate.  It is difficult to undertake a 

detailed analysis of the associated income and 

expenditure implications because the source of the 

additional revenue is not yet clear.

The Business Plan and associated financial models will be 

updated in February/ March when the budget for the 

company is presented to the shareholders meeting.

Responsible Officer: ODS company Board

Implementation Date: March 2018

9
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DETAILED RECOMMENDATIONS
RISK: The business case and ongoing business plans of both companies do not demonstrate that the Council’s investment will deliver 

value for money to the Council

Ref. Finding Sig. Recommendation

1B Oxford Direct Services Limited and Oxford Direct Services Trading Limited have a 

joint Business Plan. This Business Plan will be presented to the Council’s 

Shareholder Group on 18 December 2017. The way in which the Business Plan is 

presented does not provide information on either the anticipated income from 

both companies, or the costs associated with delivering that income, in a way 

which will allow the Shareholder Group to scrutinise performance against plan 

going forward.

For example, the Business Plan contains two tables, one on page 9 and one on page 

21. Neither table provides a breakdown of:

• The pay costs associated with delivering income – this means it is not possible 

to see whether inflation has been applied to pay costs over time;

• Income and profit by company type (i.e. Teckal or Trading) – this means it is 

not possible to determine whether the right level of Corporation Tax (i.e. 20% 

on profits derived from external trading) has been applied;

• Turnover by service offer (e.g. building services, engineering, commercial 

waste, motor transport) – this means that it is not possible to scrutinise 

whether increased turnover anticipated from individual service lines is over-

ambitious, appropriate, or unambitious. Furthermore this will hinder the 

Shareholder Group’s ability to scrutinise how well individual service lines are 

performing against plan, over time.

The Council does hold this information in an Excel workbook (‘Cash flow Model AW 

17-18 updated 04-10-17’).

Medium Once the council has undertaken further work 

to identify where increased turnover and 

associated costs will come from, it should 

incorporate a clearer breakdown of areas 

identified in the adjacent findings section, 

including turnover, costs and profitability by 

service line and company type into subsequent 

annual refreshes of the Business Plan.

10
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 1B

Management Response Responsibility and Implementation Date

Agreed.  The Company business plan will be refreshed on an 

annual basis and presented annually to shareholders for 

consideration. The specific items referred to in the audit report  

have all been addressed in the current  company business plan. 

The shareholder will receive quarterly reports on the financial 

performance of the company identifying any variations from 

budgeted spend or projected dividends and efficiency savings  

Responsible Officer: ODS Board

Implementation Date:  April 2018

11
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DETAILED RECOMMENDATIONS
RISK: The business case and ongoing business plans of both companies do not demonstrate that the Council’s investment will deliver 

value for money to the Council

Ref. Finding Sig. Recommendation

1C Oxford City Housing Limited’s Business Plan has been reviewed by the Shareholder 

Group. Prior to agreeing securing sign-off for the Business Plan at Shareholder 

Group, the Council had commissioned an external review of the plan by Deloitte. 

This review highlighted that the Council had not undertaken tax planning on profits 

made by the company due to limitations of ProVal, the software the Council had 

used to produce the Business Plan. The Council has now rectified this by purchasing 

additional support from Abovo Consult.

Furthermore, at the time the Business Plan was produced the Council had not, and 

still has not agreed the SLAs for landlord services (which will be provided by the 

Council); a SLA for maintenance services (which will be provided by the Council via 

a sub-contract with Oxford Direct Services Limited); and a SLA for development 

management support provided to the company by the Council. Each of these 

services, bought by the company, from the Council, will impact the profits made 

by the company and should therefore be included in the Business Plan. The Council 

is in the process of producing these SLAs.

Medium When Oxford City Housing Limited produces its 

next Business Plan refresh (for the start of FY 

18/19) it should incorporate the costs of tax 

the company expects to pay and services the 

company expects to buy from the Council via 

SLAs, and the impact of these on the bottom 

line of the company.

12
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 1C

Management Response Responsibility and Implementation Date

Agreed.  Arrangements have already been put in place to 

commission the Deloitte advice in February 2018 once the 

Business Plan has been refreshed.  SLA’s in respect of landlord 

services and maintenance will not be required until the Barton 

properties come on stream in May 2018 and arrangements are 

in place for their development. All other SLA’s from the 

Council for Finance and Law and Governance have since been 

agreed

Responsible Officer: OCH Board

Implementation Date:  April 2018

13
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DETAILED RECOMMENDATIONS
RISK: The Council has not sought appropriate external advice on company structures, TUPE requirements or tax legislation

Ref. Finding Sig. Recommendation

2A The Council has taken legal advice from Trowers and Hamlins LLP to establish two 

separate services companies – Oxford Direct Services Limited (a Teckal company) 

and Oxford Direct Services Trading Limited (not a Teckal company). Oxford Direct 

Services Limited will solely provide services to the Council, and all trading with 

external parties will be carried out by Oxford Direct Services Trading Limited. As a 

Teckal company (i.e. less than 20% of turnover is derived from external sources) 

Oxford Direct Services Limited will not have to pay Corporation Tax on profits 

derived from transactions with the Council.

However, the Council plans to TUPE all who will deliver services on behalf of either 

Oxford Direct Services Limited or Oxford Direct Services Trading Limited into the 

former, Teckal, company. This means that, to fulfil contracts with external 

parties, Oxford Direct Services Trading Limited will purchase staff time from the 

Oxford Direct Services Limited. All turnover which Oxford Direct Services Limited 

derives from selling staff to Oxford Direct Services Trading Limited will count 

towards the 20% of turnover the former is able to generate before it breaches its 

Teckal threshold.

Should the volume of external business delivered by Oxford Direct Services Trading 

Limited (and therefore staff time it needs to purchase from Oxford Direct Services 

Limited) reach a level which places the latter company at risk of breaching its 

Teckal status then the Council intends to switch to employing staff directly in 

Oxford Direct Services Trading Limited. This would be a success story for the 

Council. It would mean they have successfully grown their external business and, 

correspondingly, the dividend received by the Council. However it is important 

that the Council monitors the turnover source in its Teckal company closely to 

minimise risk of non-compliance with HMRC.

Low The AGM of the Shareholder Group for Oxford 

Direct Services Limit should, as an agenda 

item, receive an update on compliance – or 

otherwise – with regulations associated with 

the company’s Teckal status.

14
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 2A

Management Response Responsibility and Implementation Date

Agreed.  Arrangements will be put in place to monitor and report 

on this.

Responsible Officer: Nigel Kennedy

Implementation Date:  July 2018

15
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DETAILED RECOMMENDATIONS
RISK: There is no contract in place setting out how the Council will supply support services to the companies or clear processes for 

pricing, monitoring and invoicing for staff time and use of the Council’s assets such as IT, property and equipment

Ref. Finding Sig. Recommendation

3A Oxford City Housing Limited does not employ any staff. Staff time required to plan 

and deliver the activities of the companies are sourced either from the Council’s 

staff or through a contract with development advisers WSP. The time contributed 

by the Council’s staff falls into five main categories:

• Finance – this covers finance support to the company including accounts 

payable, accounts receivable, management accounting and treasury 

management.

• Committee secretariat – this covers company secretary support to the company 

including preparation of agendas, advice to the Board and maintaining clear 

governance between the company and the Council.

• Development management – this will cover identifying housing needs and 

bringing forward sites for development.

• Landlord services – this will cover management of properties rented out by the 

Council.

• Maintenance – this will cover maintenance of properties rented out by the 

Council (which the Council will sub-contract to Oxford Direct Services Limited).

The Finance and Board Secretariat SLAs have been produced and are in operation. 

The remaining SLAs are currently in the process of being produced. However, 

Oxford City Housing Limited already owns five properties (leased back to the 

Council). Each of these leases sets out obligations which fall on the company as 

landlord. Although the company plans to develop these properties in the near 

future which means its maintenance liability on the existing properties will be 

short-lived, it does have a maintenance liability prior to development. As the 

activity of the company steps up in the remainder of FY 17/18 and subsequent 

years the importance of appropriate SLAs increases. This risk is rated ‘Low’ at 

present on the basis that, whilst the Council holds some stock, it is not yet a 

significant stock holder – and does have plans in place to address each of these 

points. However if this is not resolved in time for the Council taking ownership of 

Barton Phase 1 properties then this risk would shift to ‘high’ 

Low Complete the production of SLAs for 

development management, landlord services 

and maintenance of properties in time for the 

transfer of Barton Phase 1 properties into the 

ownership of the company, and review 

immediately the leases between the company 

and the Council for the five properties it 

already holds.

16
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 3A

Management Response Responsibility and Implementation Date

The 5 properties transferred are planned for redevelopment and 

have been leased back to the Council on a short term basis.   In 

the unlikely event the Properties required significant 

maintenance works the leases would be terminated as in overall 

terms this would not represent value for money.

In terms of the wider SLAs, these were presented and to the Co. 

Board in February 2018 ahead of the proposed transfer date for 

the Barton properties coming on stream.

Responsible Officer: Bill Graves

Implementation Date:  March 2018

17
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DETAILED RECOMMENDATIONS
RISK: There is no contract in place setting out how the Council will supply support services to the companies or clear processes for 

pricing, monitoring and invoicing for staff time and use of the Council’s assets such as IT, property and equipment

Ref. Finding Sig. Recommendation

3B Two SLAs between the Council and Oxford City Housing Limited which have been 

agreed to date (finance and committee secretariat).

The Committee Secretariat SLA is charged on the basis of “cost recovery”.

The Council has received guidance from external parties that it needs to charge 

support services to its trading companies at a margin of 5% to avoid being in breach 

of transfer pricing regulations. The Business Plan for both Oxford Direct Services 

Limited and Oxford Direct Services Trading Limited both stipulate that services 

provided by the Council the company (and vice versa) will be charged at a 5% 

margin.

The Council should therefore review all SLAs (finalised and in draft) between itself 

and Oxford City Housing Limited to ensure they comply with transfer pricing 

regulations and are, where necessary, consistent with the approach taken by its 

other companies, and with legal requirements. Otherwise there is a risk that the 

Council will face a penalty for being in breach of regulations.

Medium Review SLAs between Council and Oxford City 

Housing Limited to ensure compliance with 

transfer pricing regulations.

18
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 3B

Management Response Responsibility and Implementation Date

Agreed.  This was an oversight and all ‘low value’ services SLA’s 

include a 5% transfer pricing uplift

Responsible Officer: Nigel Kennedy

Implementation Date:  March 2018
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DETAILED RECOMMENDATIONS
RISK: The reporting and scrutiny arrangements between the Council and the two companies are insufficient (e.g. reporting against

business plan)

Ref. Finding Sig. Recommendation

4A Oxford City Housing Limited, Oxford Direct Services Limited and Oxford Direct 

Services Trading Limited have not yet agreed a standard approach to reporting 

financial and non-financial performance to their respective Shareholder Groups.

Oxford Direct Services Limited has set out detailed monitoring arrangements for 

how it will report to the Council in the Council’s function as customer in receipt of 

services. This includes: a Partnership Board to meet quarterly attended by relevant 

Portfolio Holder and opposition spokesmen to comment on services; a Principal 

Contract Manager to hold the overall contract (Head of Housing and Property); and 

Monthly Performance Meetings between a named Lead Officer for each service line 

and their counterpart at Oxford Direct Services Limited. 

However the same level of detail has not been set out for the Council’s function as 

100% shareholder in that company, or other companies.

Medium Board of each company to agree a set of 

reporting templates to report to Shareholder 

Group on a quarterly basis. On the financial 

side this should include company profit and 

loss highlighting material variations to Business 

Plan. On the non-financial side this should set 

out a limited but pertinent set of indicators 

which affect the future success/profitability of 

each company. For example, for Oxford Direct 

Services Trading Limited – turnover divided by 

number of contracts (to check exposure to 

large contracts ending) or pipeline of won 

work. 

20
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 4A

Management Response Responsibility and Implementation Date

Agreed. In December 2017 the frequency of quarterly 

Shareholder meetings was agreed. The Company Boards will  

agree the format of performance reporting to their respective 

Shareholder Groups

Responsible Officer:  Company Boards/ Lindsay Cane/ Nigel 

Kennedy

Implementation Date:  April 2018

21
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DETAILED RECOMMENDATIONS
RISK: The financial relationship between the Council and both companies – i.e. terms of loans made to the companies against State Aid 

considerations and dividends expected from both companies – are not clearly recorded

Ref. Finding Sig. Recommendation

5A The Council has invested resource – both in staff time and fees paid to external 

advisers – to establish Oxford Direct Services Limited and Oxford Direct Services 

Trading Limited. Costs incurred – and how these should be split between the 

Council and its companies are recorded in an Excel workbook (source: ‘Service 

Options Costs (Master)’ workbook). As at 15th December the workbook showed that 

Oxford Direct Services Limited (and Trading Limited) had incurred £325,114 of 

costs and the Council £180,323.

The Council has agreed to fund these costs in the following ways:

• Minutes from Oxford Direct Services Limited’s Board Meeting in May 2017 refer 

to the company receiving an initial loan of £250k for company set-up;

• The Council’s CEB agreed (July 2017) a further loan of “up to £250k” to “enable 

LATCo companies to fund their set-up costs”;

• The Council’s CEB agreed (November 2017) to grant delegated authority to the 

Council’s Chief Executive to agree a loan of an unspecified amount to “assist 

with cash flow in year 1”.

The Business Plan for Oxford Direct Services Limited and Oxford Direct Services 

Trading Limited is based on an interest rate of 7.54%.

However no transfer of funds has yet taken place between the Council and either 

Oxford Direct Services Limited or Oxford Direct Services Trading Limited. 

Interviews carried out for this review suggested uncertainty on the quantum of set-

up costs to be met by both companies, and when the costs (and loan to support 

them) will show in the accounts of both companies. Approval at Council for set-up 

funds was in the form of a loan. The Business Plan is not based on either company 

meeting any set-up costs as interest payments included in the Business Plan 

financials only relate to the use of a revolving credit facility for cash flow 

purposes.

Medium The Boards of Oxford Direct Services Limited, 

Oxford Direct Services Trading Limited and the 

Council should agree the quantum of set-up 

costs which both companies will meet, and the 

terms and timing of any loan from the Council 

to do so. Furthermore, , the final costs 

incurred by the Council in setting up Oxford 

Direct Services Limited and Oxford Direct 

Services Trading Limited should be reported to 

Shareholder Group alongside reporting on the 

financial position of both companies so that 

that Council, as shareholder, can get a clear 

view of whether it has got value for money 

from setting up both companies

22
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DETAILED RECOMMENDATIONS
RISK: The financial relationship between the Council and both companies – i.e. terms of loans made to the companies against State Aid 

considerations and dividends expected from both companies – are not clearly recorded

Ref. Finding Sig. Recommendation

5A Any costs which the Council has agreed to incur for setting up Oxford Direct 

Services Limited and Oxford Direct Services Trading Limited are not transparently 

reflected in the Business Plan which will be presented to the Shareholder Group in 

December 2017. This means that the Council, as shareholder, will not be able to 

offset this investment against the projected dividend it will receive from both 

companies.

Medium

23
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 5A

Management Response Responsibility and Implementation Date

Agreed. The shareholder groups will be advised of the final costs 

of set up at the first available opportunity

Responsible Officer: Nigel Kennedy

Implementation Date:  April 2018
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DETAILED RECOMMENDATIONS
RISK: The financial relationship between the Council and both companies – i.e. terms of loans made to the companies against State Aid 

considerations and dividends expected from both companies – are not clearly recorded

Ref. Finding Sig. Recommendation

5B The Council’s CEB (November 2017) has agreed a Dividend Policy for both Oxford 

Direct Services Limited and Oxford Direct Services Trading Limited. This stipulates 

that profit distribution from the companies to the Council will take place in the 

following order of priority: meet the Council’s MTFP requirement; invest in order 

to deliver additional growth; store contingency in order to manage risks; return 

additional dividend to the Council.

However, the Business Plan for Oxford Direct Services Limited and Oxford Direct 

Services Trading Limited does not explicitly codify what dividend, from net profit 

after tax, both companies need to pay the Council in order to fulfil their MTFP 

obligations. This figure should account for costs incurred by either side of doing 

business between the Council and the company (i.e. margins charged on services, 

interest paid on leases) and should be made explicit in the Business Plan. Once this 

number has been agreed as a single version of the truth, this provides a benchmark 

against which the subsequent tests for profit distribution can be applied and a 

clear target for the companies, collectively, to aim at.

Medium Explicitly record in the Business Plan the 

combined dividend both Oxford Direct Services 

Limited and Oxford Direct Services Trading 

Limited need to return to the Council in order 

for it to meet its MTFP obligation – including 

how this is phased.

25

77



DETAILED RECOMMENDATIONS
RISK REFERENCE: 5B

Management Response Responsibility and Implementation Date

Agreed. The level of dividend / efficiency return to the Council is 

estimated at around £1.4million. This is included within the 

Companies budget and can be monitored by the Council

Responsible Officer:  ODS Board

Implementation Date: April 2018

26

78



DETAILED RECOMMENDATIONS
RISK: There are inadequate arrangements in place to track data sharing between the Council and both companies

Ref. Finding Sig. Recommendation

6A At the point when Direct Services ceases as an in-house service, and Oxford Direct 

Services Trading Limited begins to provide services, a book of contracts will 

transfer from the former organisation to the latter.

External advice received by the Council from Grant Thornton and Trowers and 

Hamlins LLP suggests that a financial value should be attached to this order book 

based on external sales for both the Council’s Engineering and Commercial Waste 

divisions in 2016/17. Based on the Council providing support to Oxford Direct 

Services Limited and Oxford Direct Services Trading Limited to buy this order book 

in the form of 50/50 debt/equity loan (with interest on the debt portion at 5.5%), 

Grant Thornton place an annual interest charge to the trading companies in respect 

of the loan.

However the Council’s Business Plan for Oxford Direct Services Limited and Oxford 

Direct Services Trading Limited does not include costs associated with paying for 

this order book (source: Row 73, ‘NK Sheet V3’, ‘Cash flow Model AW 17-18 

updated 04-10-17’ workbook). 

The Council has discussed this point and believe that limited value should be 

attached to the order book on the basis that the majority of contracts included 

within it have a one-month notice period and could be ended at any time. The 

Council acknowledges legal advice it has received on this point and is comfortable 

with the associated risk. 

Ultimately however the Council’s income projections included in its Business Plan 

are based on continued repeat business from its existing client base (the contracts 

that make up its order book) and therefore should re-review whether it needs to 

attach a value to the order book in question. This could perhaps be done on the 

basis of historic client turnover (i.e. which would provide a proxy for how likely it 

is that one month release clauses will be triggered in existing contracts).

Medium Formally minute at the next Board Meeting of 

Oxford Direct Services Limited and Oxford 

Direct Services Trading Limited that the 

Council’s position on attaching a financial 

value to the order book(s) transferred between 

the Council and the companies.
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 6A

Management Response Responsibility and Implementation Date

Agreed.  The value of the book is based on the margin of profit 

that is derived from the business. Additionally the value will be 

influenced by the term of contracts. This value is not considered 

material. 

Responsible Officer: Lindsay Cane/ ODS Board

Implementation Date:  March 2018
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DETAILED RECOMMENDATIONS
RISK: Company Boards do not include appropriately qualified people, without conflicts of interest, who are appropriately insured and 

aware of their responsibilities as Directors

Ref. Finding Sig. Recommendation

7A Oxford City Housing Limited and Oxford Direct Services Limited/Trading Limited 

are significant size companies. The total programme value of Oxford City Housing 

Limited is £100m. The combined turnover of Oxford Direct Services Limited and 

Oxford Direct Services Trading Limited is c.£55m. The Board composition of both 

companies therefore needs to reflect this scale.

Each company should consider including Non-Executive Directors (NEDs) to their 

Boards who are external to the Council. The introduction of NEDs can:

• Help demarcate the interests of a company from the interests of the Council 

during Board meetings. This is important as, currently the Boards of each 

company are entirely composed of council officers. Whilst council officers 

sitting as company directors is not in itself a conflict – there is no evidence of 

conflicted decision making to date and Board minutes from each company show 

conflict of interest protocols are in place – the use of NEDs from outside the 

Council provide further clarity in this regard.

• Provide additional subject matter expertise, for example, in housing 

development or growing traded services into new markets.

Oxford Direct Services Limited and Oxford Direct Services Trading Limited have 

already included provision in their budget to recruit a NED (10k per annum). 

However Oxford City Housing Limited does not have plans in place to do so.

Low To annually assess the current skills/capacity 

of the Board and minute at the Board Meeting 

whether the appointment of a Non-Executive 

Director to the Board of Oxford City Housing 

Limited is required.
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DETAILED RECOMMENDATIONS
RISK: Company Boards do not include appropriately qualified people, without conflicts of interest, who are appropriately insured and 

aware of their responsibilities as Directors

Ref. Finding Sig. Recommendation

7A A recent study by the Smith Institute found from a survey of 68 Councils that had 

set up a housing company, 26% of Board members were comprised of ‘independent 

advisers and experts’. Examples of local housing companies with NEDs on their 

Board include: Housing Gateway (owned by London Borough of Enfield); Red Door 

Ventures (owned by London Borough of Newham); and Wokingham Housing (owned 

by Wokingham Borough Council).

It should be noted that the Boards of both Oxford Direct Services Limited (and 

Trading Limited) and Oxford City Housing Limited already hold a range of useful 

experience. Current board experience includes being Chief Executive of an Arms-

Length Management Organisation, private sector property development expertise, 

and a track record of running similar services in-house within the Council.

In summary, whilst it is a judgement call whether or not the Council appoints a 

NED to the Board of Oxford City Housing Limited, some other councils are doing so 

and given the size of the Oxford City Housing Limited’s development programme 

the Council may wish to consider doing so.

Low
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DETAILED RECOMMENDATIONS
RISK REFERENCE: 7A

Management Response Responsibility and Implementation Date

Agreed.  Responsible Officer: Co Boards

Implementation Date:  July 2018
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DETAILED RECOMMENDATIONS
RISK: Company Boards do not include appropriately qualified people, without conflicts of interest, who are appropriately insured and 

aware of their responsibilities as Directors

Ref. Finding Sig. Recommendation

7B Oxford Direct Services Limited and Oxford Direct Services Trading Limited have 

significant growth aspirations. The Council anticipates that combined turnover 

from external across the following six service lines will increase from £8,479k 

(actual FY 16/17) to £13,457k (forecast FY 21/22):

• Building services;

• Engineering;

• Commercial waste;

• Motor transport;

• Street scene;

• Parks; and 

• Pest control

This is a significant increase. Whilst the Council’s Direct Services team (which will 

TUPE across into Oxford Direct Services Limited) has a track record of growing 

turnover from external sources, and has produced a Business Plan identifying a 

strategy to grow the business, this remains a challenging target. Given that 

delivery of the Council’s MTFP is affected by whether or not this increase in 

turnover from external sources is delivered, non-delivery is a major risk to the 

Council. Consequently the Managing Director of Oxford Direct Services Limited has 

identified the need for the company to invest in a Finance Director and 

Commercial Director to support delivery of these targets. 

Low Keep under review via a discussion at Board 

once per annum on the value of directly 

appointing Finance Director and Commercial 

Director to the staff of Oxford Direct Services 

Limited.
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DETAILED RECOMMENDATIONS
RISK: Company Boards do not include appropriately qualified people, without conflicts of interest, who are appropriately insured and 

aware of their responsibilities as Directors

Ref. Finding Sig. Recommendation

7B Currently the company proposes to source financial support from within the 

Council – as part of the support contract between the Council and the company – to 

deliver financial and commercial guidance. The Council is comfortable with this 

position as the existing support services have helped facilitate growth of the Direct 

Services within the Council and the Council has set aside funding within the MTFP 

for additional commercial financial expertise to be employed by the Council and 

contracted out to the companies it owns.

However, there could be some potential advantages to sourcing both roles 

externally, albeit doing so would come at an additional cost which could impact 

the dividend the Council receives. These advantages include:

• Appointing a Finance Director who is not an officer of the Council would help 

avoid conflicts of interest arising from the Council’s Section 151 Officer 

advising the company on financial matters, and advising the shareholder (the 

Council) on whether its investment in Oxford Direct Services Limited (and 

Trading Limited) are delivering a return on investment. There is scope for some 

of this Finance Director time to be charged out to Oxford City Housing Limited 

to support in a similar capacity, albeit the potential conflicts of interest are 

less immediate for Oxford City Housing Limited as the business of that company 

is more stable. Appointing a Commercial Director may help Oxford Direct 

Services Limited (and Trading Limited) to expand either into new service 

markets in the local area, or existing services into new geographies. The 

current client base of Direct Services is predominantly Oxford-based and in the 

public sector, providing services which the Council has a clear track record of 

delivering successfully. In order to meet the challenging external turnover 

targets outlined in the Business Plan the company is likely to need to expand 

beyond this. A Commercial Director, with experience of selling new services in 

new markets could add considerable value when doing so.

Low
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DETAILED RECOMMENDATIONS
RISK: Company Boards do not include appropriately qualified people, without conflicts of interest, who are appropriately insured and 

aware of their responsibilities as Directors

Ref. Finding Sig. Recommendation

7B Appointing a Finance Director and Commercial Director would be commensurate 

with trading companies of a similar size and with a similar reliance on external 

turnover. For example, Cormac Solutions Ltd (owned by Cornwall County Council) 

is a £99m turnover business which employs a Senior Leadership Team of nine 

people including a Finance Director and Commercial Director.

As with the appointment of a NED to Oxford City Housing Limited (Risk Reference 

7A), the appointment of specific financial and commercial staff into Oxford Direct 

Services Limited is not a legal requirement and is a judgement call. However given 

the ambitious growth targets which the company has and based on the staffing 

structures of similar local authority trading companies, appointing a Finance 

Director and Commercial Director could prove a prudent investment.

Low
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DETAILED RECOMMENDATIONS

RISK REFERENCE: 7B

Responsibility and Implementation Date

Agreed . ODS are in the process of seeking to appoint a 

Commercial Finance Director as an additional Board Member. 

Capacity issues generally on the two companies are also 

being reviewed.

Responsible Officer: Co Boards

Implementation Date:  July 2018
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APPENDIX I – STAFF INTERVIEWED

NAME COUNCIL ROLE COMPANY ROLE (IF FORMAL)

Jackie Yates • Executive Director – Organisational Development 

and Sustainable Services

• Board Member – Oxford Direct Services Limited, 

Oxford Direct Services Trading Limited and Oxford 

City Housing Limited

Nigel Kennedy • Section 151 Officer • Board Adviser – Oxford Direct Services Limited, 

Oxford Direct Services Trading Limited and Oxford 

City Housing Limited

Tim Sadler • Executive Director – Sustainable City • Board Member – Oxford Direct Services Limited and 

Oxford Direct Services Trading Limited

Stephen Clarke • Head of Housing and Regeneration • Board Member – Oxford City Housing Limited

Simon Howick • N/A • Managing Director – Oxford Direct Services Limited 

and Oxford Direct Services Trading Limited

Alan Wylde • Housing Development and Enabling Manager • N/A

Lindsay Cane • Manager – Legal Services • Company Secretary – Oxford Direct Services 

Limited, Oxford Direct Services Trading Limited, 

and Oxford City Housing Limited

Vivien Holland (external – Grant 

Thornton

BDO LLP appreciates the time provided by all the individuals involved in this review and would like to thank them for their assistance and cooperation.
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APPENDIX II – DEFINITIONS

LEVEL OF 

ASSURANCE

DESIGN of internal control framework OPERATIONAL EFFECTIVENESS of internal controls

Findings from review Design Opinion Findings from review Effectiveness Opinion

Substantial Appropriate procedures and 

controls in place to mitigate the 

key risks.

There is a sound system of internal 

control designed to achieve system 

objectives.

No, or only minor, exceptions 

found in testing of the procedures 

and controls.

The controls that are in place are 

being consistently applied.

Moderate In the main there are appropriate 

procedures and controls in place to 

mitigate the key risks reviewed 

albeit with some that are not fully 

effective.

Generally a sound system of 

internal control designed to 

achieve system objectives with 

some exceptions.

A small number of exceptions 

found in testing of the procedures 

and controls.

Evidence of non compliance with 

some controls, that may put some 

of the system objectives at risk. 

Limited A number of significant gaps 

identified in the procedures and 

controls in key areas.  Where 

practical, efforts should be made 

to address in-year.

System of internal controls is 

weakened with system objectives 

at risk of not being achieved.

A number of reoccurring exceptions 

found in testing of the procedures 

and controls.  Where practical, 

efforts should be made to address 

in-year.

Non-compliance with key 

procedures and controls places the 

system objectives at risk.

No For all risk areas there are 

significant gaps in the procedures 

and controls.  Failure to address in-

year affects the quality of the 

organisation’s overall internal 

control framework.

Poor system of internal control. Due to absence of effective 

controls and procedures, no 

reliance can be placed on their 

operation.  Failure to address in-

year affects the quality of the 

organisation’s overall internal 

control framework.

Non compliance and/or compliance 

with inadequate controls.

Recommendation Significance

High A weakness where there is substantial risk of loss, fraud, impropriety, poor value for money, or failure to achieve organisational objectives. Such risk

could lead to an adverse impact on the business. Remedial action must be taken urgently.

Medium A weakness in control which, although not fundamental, relates to shortcomings which expose individual business systems to a less immediate level of

threatening risk or poor value for money. Such a risk could impact on operational objectives and should be of concern to senior management and

requires prompt specific action.

Low Areas that individually have no significant impact, but where management would benefit from improved controls and/or have the opportunity to

achieve greater effectiveness and/or efficiency.
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APPENDIX III – TERMS OF REFERENCE

BACKGROUND The Council has recently established two new trading companies: Oxford City Housing Limited (incorporated June 2016) and Oxford Direct Services Ltd 

(incorporated April 2017). Both companies are within the scope of this review.

Oxford City Housing Ltd is 100% owned by the Council and will: purchase and manage private rented homes; develop new build affordable housing on 

council land and buy affordable housing from developers on private land; and undertake estate regeneration schemes;

Oxford Direct Services Ltd is 100% owned by the Council and will provide services similar to those currently provided in-house by the Council’s Direct 

Services team. These include: waste and recycling; streetscene; parks and open spaces; building works, car parks management, highways and 

engineering; motor transport; pest control; estates management;

The Council is seeking assurance that the process of establishing and overseeing the running of both companies provides value for money.

PURPOSE OF 

REVIEW
To review the control design and effectiveness with regards to the establishment and oversight of the Council’s wholly owned companies (Oxford City 

Housing Ltd and Oxford Direct Services Ltd).

EXCLUSIONS
The Council also owns a stake in two joint venture vehicles which are outside the scope of this review:

Barton Oxford LLP (incorporated September 2011), a joint venture between the Council and Grosvenor Britain and Ireland to redevelop the Barton Park 

area of Oxford; and 

OXWED, A joint venture between the Council and Nuffield College, Oxford, to undertake the redevelopment of Oxpens near the city station.

This review is not an audit of Oxford City Housing Ltd and Oxford Direct Services Ltd. Rather this is an audit of the governance arrangements in place, 

or being developed in the case of DS Co’s.

In addition, where this review pertains to the Council’s legal obligations, including, but not limited to, State Aid, Data Protection, this review does not 

constitute legal advice but checks whether the Council has followed an appropriate process before taking a decision.

The scope will cover the Key Risks set out overleaf.SCOPE OF 

REVIEW

We will conduct interviews to establish the controls in operation for each risk included within our scope. We will then seek documentary evidence that

these controls are designed as described. We will evaluate these controls to identify whether they adequately address the risks. Any opportunities

identified to improve arrangements will be offered for consideration alongside recommendations to resolve any weakness in controls.

APPROACH
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APPENDIX III – TERMS OF REFERENCE

DOC REQUEST
Where available, please ensure that electronic copies of the following documents have been forwarded to us in advance of the review:

• Business cases for the establishment of both companies;

• Annual Business Plan for both companies;

• Minutes of Council meetings when performance of companies against Business Plan has been scrutinised;

• Articles of Association for both companies;

• Agreements on the loan arrangements and dividend arrangements between the Council and both companies (if not included in the Articles of

• Association);

• Transfer pricing agreement and methodology for use of Council staff and assets by both companies;

• Examples of data sharing agreements where either company has accessed the Council’s data;

• Recruitment process for appointing board

• Contracts for services between respective parties;

• Evidence of legal advice on company structure, State Aid compliance, TUPE implications or tax requirements when setting up both companies.

This does not constitute a complete list of all documentation and evidence that we may need as part of our review. Any unreasonable delay in gaining 

access to required information or key members of staff will place audit timings at risk and may result in additional fees to you. Any such charges 

would be notified to you and agreed at the time the issue is identified.

Access to information/staff

Any unreasonable delay in gaining access to required information or key members of staff will place audit timings at risk and may result in additional 

fees to you. Any such charges would be notified to you and agreed at the time the issue is identified.

KEY RISKS
Based on the risk assessment carried out during the creation of the internal audit operational plan, our discussions with management, and our 

collective audit knowledge and understanding, the key risks associated with the area under review are:

• The business case and, if relevant, ongoing business plans or both companies do not demonstrate that the Council’s investment will deliver value 

for

• money to the Council;

• The Council has not sought appropriate external advice on company structures, TUPE requirements or tax legislation;

• There is no contract in place  setting out how the Council will supply support services to the companies or clear process for pricing, monitoring 

and invoicing for staff time and use of Council assets such as IT, property, and equipment;

• There are no clear and/or agreed Articles of Association or Shareholders Agreements in place;

• The reporting and scrutiny arrangements between the Council and the two companies are insufficient (e.g. reporting against business plan);

• The financial relationship between the Council and both companies – i.e. terms of loans made to the companies against State Aid considerations 

and

• dividends expected from both companies – are not clearly recorded;

• There are inadequate arrangements in place to track data sharing between the Council and both companies;

• Company Boards do not include appropriately qualified people, without conflicts of interest, who are appropriately insured and aware of their 

responsibilities as Directors;

• There is no contract in place where either company provides services to the Council.
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