[image: ]



Requirement Name:  Direct Commissioning accounting and tax treatment     			
Project no.: Click here to enter text.				Client name: Homes and Communities Agency		
Requirement Owner: (Redacted)

Requested Start Date:  ASAP
Forcasted End Date:   16/05/2016
Use BAFO System?   ☐ 
Confidential? ☒
Preferred Procurement Process:   Direct Appointment
Amount of funding available: £20k

Requirement Overview: The Homes and Communities Agency (HCA) is seeking to appoint a professional services firm to give an opinion on the accounting treatment of Direct Commissioning, together with advice on the VAT and SDLT implications. The background to the programme, a summary of the proposed model and detailed requirements are contained in the attached Annex.
Justification for requirement: To enable HCA to correctly account for the Direct Commissioning programme, and to ensure that HCA is compliant with the relevant VAT and SDLT requirements.
Is there a particular contractor you wish to be invited to bid? If so, please give contact details: Yes: PwC
Additional notes on deliverables or outcomes required of specialist: Click here to enter text.																							







Milestones/Tasks:
	Title:
	Description: 
	Start Date:
	End Date:

	Initial response
	Response to services request
	
	3/5/16

	Introductory meeting
	Discuss programme and detailed operation
	
	6/5/16

	Review documentation
	Review all relevant documents
	9/5/16
	13/5/16

	Prepare conclusions
	Analyse accounting and tax implications and draft conclusions accordingly
	16/5/16
	19/5/16

	Deliver report
	Discuss draft report on conclusions with HCA
	
	20/5/16



Evaluation Criteria: 
	Quality Criteria:
	Weighting (0-100%)

	Overview of the company services
	5

	Evidence of delivering similar projects
	20

	Understanding the tasks
	20

	Milestones and tasks (methodology/fee proposal)
	10

	Ability to meet the requirements
	20

	Delivery methodology for the overall project
	15

	Delivery Team
	10



Quality/Price overall weight:
Quality = _60__%
Price = _40___%



ANNEX

About the HCA

The HCA is the single, national housing and regeneration delivery agency for England. Our vision is to create opportunity for people to live in homes they can afford in places they want to live, by enabling local authorities and communities to deliver the ambition they have for their own areas.

We achieve this by:
•	Understanding the needs and aspirations of people and communities through close working with local authorities on local investment planning
•	Enabling local delivery through the channelling of our expertise and investment
•	Working effectively with the market, house builders, investors and other stakeholders

More information is available via the HCA newsroom at gov.uk

Background

The supply of new housing continues to fall below the levels required to meet demand. Supply has remained relatively flat, at below 200,000 homes a year, since 1980 despite growing need and demand. The traditional housebuilding industry faces structural issues which create challenges for significant expansion.

The Prime Minister on 4 January 2016 set out that government would pilot the direct commissioning of housing. This followed the Spending Review commitment to deliver 13,000 homes (over the SR and beyond) through a pilot of direct commissioning on land owned by HCA.

The aim is not to recreate a traditional homebuilder model (vertical integration), nor to create a purely public sector delivery model. The approach is to diversify the pool of potential builders of new homes and to utilise private sector skills and efficiency in homebuilding and selling.

HCA will contract directly with builders to build and sell homes on land owned by HCA. The model is based on private sector contractors delivering schemes on the basis of a contract which will enable HCA to increase the pace of supply and share in the risks and rewards of the development.

HCA prepares accounts under IFRS as adapted by the 2016-17 Government Financial Reporting Manual (FReM).




Summary of proposed model

Under Direct Commissioning, the Agency will contract directly with builders to build and sell homes on land owned by HCA. The model is based on private sector contractors delivering schemes on the basis of a contract which will enable HCA to increase the pace of supply and share in the risks and rewards of the development.

The Agency will provide a building lease to the contractor, under which the freehold will transfer on disposal of each house to the end purchaser.

A development account will be established, into which all receipts are paid from house sales, and from which payments are subsequently made to the contractor for works completed, where funds are available. The development account balance is distributed at the completion of the development in accordance with the contractual terms.

The works will initially be funded by the contractor from their own resources, be they equity or debt, before sales receipts become available through the development account. The total construction costs are one of the variables being bid for by the contractor, and can only be charged to the development account up to a maximum of the amount bid.

The Agency will be entitled to 100% of the first distribution, being the value of the land plus any investment made to deliver enabling works. Subsequent distributions are made according to the gain share arrangements, under which the contractor and the Agency share the balance of the development account above the first distribution. The gain share percentage is bid for by the contractor as part of the tender process, but the Agency is expected to take a large majority share, for example 80%.

The contractor’s downside risk is mitigated by the Agency underwriting the total sales value via two mechanisms: stop loss and back stop.

The stop loss is a minimum total sales value for the units constructed on the site which HCA will guarantee by making a top-up payment to the contractor in the event that units are sold for less than a pre-determined value. The stop loss level would be set at a discount to the total construction cost.

The back stop is a minimum value for the units constructed on the site which HCA will guarantee to pay the contractor in the event that units remain unsold after a specified sales period. The back stop would be set at a lower level than the stop loss, and would result in the Agency taking outright ownership of any units which remained unsold.

The stop loss and back stop levels, in addition to the gain share and the total construction costs, would be bid for by the contractor in the tender process.



Requirements

Applicants are required to:
1. Assess the appropriate accounting treatment for Direct Commissioning, documenting the rationale for the conclusion by reference to IFRS and the FReM; and
2. Advise on the VAT and SDLT implications of the proposed model, to ensure that HCA remains compliant with the relevant VAT and SDLT requirements.

Applicants will be expected to gain a detailed understanding of the proposed structure of the programme through discussions with operational teams and Finance staff, and are required to consider all relevant information, including for example the model summary above, together with current drafts of the business case and invitation to tender.

Applicants will be expected to present their findings formally in a report to the Board (or its committees), with appropriate justification by reference to IFRS and the FReM.

Deliverables

HCA is seeking a draft written opinion on the treatment of Help to Buy by 16 May 2016. Once agreed the HCA requires a final written opinion which may need to be shared with the National Audit Office, the Department of Communities and Local Government and HM Treasury as required.
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