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BLACKAWTON BUSINESS UNITS
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SUMMARY

Blackawton Business Units will form part of the French Furze (formerly Town Farm) development of new
houses on the edge of the village of Blackawton. They will be constructed and transferred to a community

body under the S106 agreement between the developer, land owner and South Hams District Council.

The approved plans allow for eight business units in total, with five of these to be constructed by the

developer and the remaining three to be constructed on the initiative of the community body.

It is envisaged that this asset will produce a significant and regular revenue stream to be used for the
benefit of the community at large. The business units will also provide much needed facilities for local

businesses, bringing employment and economic activity into the parish.

Now that development of the project is under way, Blackawton Parish Council requested that a working
group be formed to consider various aspects of the operation and ownership of the business units. This
group was convened by Simon Rake, Chairman of the Parish Council and included Tony Everett, Tony
Stevens, Steve Thomas and Chris Wilson. After an initial meeting of members, the working group met with
Andrew Jarold, a commercial property expert, and Dawn Eckhart, an advisor on community and social

enterprise from Devon Communities Together to take advice on some of the issues identified.

The purpose of this report is to summarise discussions to date, highlight some of the key issues to be

addressed and outline some of the possible options identified.



OVERVIEW

e The project: The Blackawton Business Units are a development of small commercial spaces for B1
business use’. They are located at the entrance to the French Furze housing development currently
under construction in the South Hams village of Blackawton. The Business Unit scheme includes eight
30m? units, each with two parking spaces, together with a shared kitchen and meeting room. Linden
Homes, the housing developer, will construct five of these eight units (together with the shared
kitchen and meeting room, external car parking and landscaping for all units and the serviced
foundations to the remaining three units) and will provide a quote for the construction of the
remaining three to be funded by the Business Unit Management Body. Ownership of the units and
associated land will then be transferred to the Business Unit Management Body.

e Objective: The intention is that the Business Units will be managed for the benefit of the residents of
Blackawton parish and the broader local community, with any surpluses from operations used to
support community projects and organisations. The project will also encourage employment and
entrepreneurship in the rural setting of Blackawton by providing affordable facilities to small
businesses. Where the scheme requires investment, it is intended that the investment opportunity
be offered as a priority to the local community, to further encourage broad-based participation. Lastly,
it is hoped that the communal meeting room will be available for community use, providing an
additional facility besides the Village Hall.

e History: The scheme is the result of a planning agreement for the French Furze development. The
initial planning allocation included 0.5ha of land for commercial/industrial use. The original developer
was unable to market this land separately, and in discussions with the Local Planning Authority and
Blackawton Parish Council agreed to construct and transfer the units to community ownership as

above. The units are due to be constructed in late 2018 or early 2019.
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Market: Small business units of this type are a comparatively rare and scarce resource in the South
Hams. A number of similar units are managed by South Hams District Council and prove very popular,
with low vacancy rates. The Blackawton Business Units will be adaptable, with the option to combine
two units into one (with or without an internal wall). It is hoped that this flexibility will make them
more attractive to potential tenants. There is also the possibility of operating one or more of the units
as a business hub, available for short-term working in a shared space.

Management: It is intended that the units will be run largely by a small committee of volunteers,
calling on professional assistance in areas such as legal advice, accountancy and property
management where necessary. Naturally, there would be a trade-off between spending revenue on
external services (thus making the units easier to manage for the volunteers) and retaining revenue
but increasing the burden on the volunteer team. It is to be hoped that over time, the management

body would build up a store of expertise that would reduce dependence on external advisors.

An alternative proposal would be to lease the entire scheme to a property management company on
a long lease, generating a lump sum (and possibly recurring ground rents) which could be managed
as a traditional financial portfolio, with income either reinvested or disbursed to community
organisations and projects. A alternative version of this proposal would be to sell the business units
outright soon after transfer, again managing the proceeds of the sale as a financial portfolio. This

option is discussed in more detail below.

Legal Structure and Ownership: Ownership of the Blackawton Business Units will be transferred to
an appropriate body. A range of structures are possible, of which the most appropriate would seem
to be a Community Interest Company — similar to a limited company but with restrictions on the
distribution of surpluses and assets to shareholders. In all events, the intention is to encourage the
broadest possible involvement in the governance and strategy of the management body, and in

decisions about the application of surpluses.



KEY DECISIONS

A number of decisions will need to be taken in order to establish a structure to manage the business units
and/or any lump sum of cash, and to ensure their successful operation. These are summarized here and

discussed in more detail below.

e Ownership: Under the terms of the S106 agreement, ownership of the site will be transferred to the
“Employment Land Management Body”, or if no such body has been created, to the Parish Council.
The Parish Council has considered the matter and believes that a separate body should be created to
own and manage the units. There is also a question as to the Council’s powers to own the units. It
therefore seems important that an appropriate body be formed in time for the transfer of the units.

e The 3 additional units: Under the S106 agreement, the developer will provide the Parish Council or
other management body with an estimate of the cost of building the three additional units within a
period of the 5 units being completed. Building the three additional units immediately would have the
advantage of reducing inconvenience to new residents and tenants of the 5 units and (hopefully)
offering economies of scale that would reduce their cost. The disadvantage would be that financing
would need to be put in place in relatively short order, and that this would be set up without detailed
knowledge of the level of interest in the units as a whole.

Conversely, electing not to build them straight away would allow the management body to assess the
viability of adding three units and create a ‘track record’ when seeking funding. However, building
works when the first five units are already in operation could be disruptive to the initial tenants and
residents in the new houses.

Although the final cost of developing the three additional units is not known, an indicative figure of
£110,000 was provided earlier in the development process. Although this was only indicative and may
well have changed in response to changes in specification, this is the figure used in the calculations
provided below.

e Financing: It seems reasonable to believe that if the three additional units are not built, then the five
initial units will be self-financing. In the event that the decision was made to build the three additional
units prior to handover, there would be a range of possible sources of financing available to the
management body. These would include specialist lenders to community enterprises, investment by
members of the community (in the form of either loans or shares) and possible grant applications.

The total development of 8 units could be used as collateral for any loan.



This aspect of the project clearly needs to be considered alongside the question of whether or not to
build the three additional units immediately, and will need detailed discussion at that point. However
it should be borne in mind that under the terms of the S106 agreement the developer will need to be
notified of the intention to build the remaining three units before practical completion of the five

units. Therefore a degree of urgency may arise in relation to this decision.

Company structure: It seems that a Community Interest Company would be the best form of
incorporation. This would have some key features, notably an asset lock to ensure that the assets are
used to the benefit of the community, and a cap on dividend distributions. The asset lock would not
prevent the conversion of the real estate asset into a financial asset, provided that the resulting funds
remained inside the company. A CIC would be able to borrow money, for instance to finance the
building of the 3 remaining units. Irrespective of the legal form of the company it should be set up
and structured to encourage the broadest possible community involvement.

Direct community involvement: The ownership and management body will require the active
involvement of a team of volunteers. In many ways this will probably follow the model familiar from
other village organisations with some commercial activity (shop, village hall). It is to be hoped that
the revenue generated by the business units will allow for expert support and advice to be called upon
as necessary, although it would also be hoped that the need for this would fall as the operation of the
units bedded down. It will also be important to ensure that the management body works closely with
future tenants and encourages their involvement in the ongoing management and maintenance of

the premises.

It is to be expected that the volunteer management team will hold positions as directors of any
structure created to manage the units, and they will therefore have certain legal responsibilities. Again
this is similar to the position with the Village Hall Trustees, Playing Fields Committee and Shop, and
provided that directors conduct themselves with integrity, diligence, common sense and the

appropriate use of external advice, this should not prove to be a problem or deterrent.

Involvement of the broader community: Over and above the small volunteer team with particular
responsibility for the management of the units, it will be important to ensure the broadest possible
involvement of the community as a whole. It is expected that the potential creation of surpluses for

distribution to community projects will generate interest in the project. If a Community Interest



Company is formed, members of the community can be invited to be shareholders for a nominal
investment.

Real estate management vs. investment management: The Steering Group has considered the
option of converting the Business Units into a lump sum of cash either by selling them, more probably,
leasing them for a long period. The money raised could be invested, with income and/or capital gains
taking the place of surpluses from operations. Such an approach would have the advantage of
potentially simplifying management, as there would be little ongoing management other than
occasional portfolio management decisions. It might be considered that financial management of this
sort offers a better fit with the ‘skill set’ of potential volunteers within the village, and it would
certainly be easier to ‘outsource’ management of the portfolio to a third party if this was felt to be
the preferred option.

However, it should also be borne in mind that this approach could well offer lower returns and that
returns would potentially be more volatile. In addition it would remove direct control of the
management of the units from the Business Unit Management Body.

In addition, the size of the lump sum generated would depend on finding a buyer or leaseholder for
the units and on market conditions at the time.

Ultimately, an investment management approach would remain an option throughout the life of the
units and might be more useful thought of as a back-up option, if community-based management of

the units proved too onerous or unproductive.



Ownership

Given that it is unlikely that the developer would be comfortable with a transfer to an unincorporated

association, there are two major options for ownership (at least initially): ownership by the Parish Council;

or ownership by an incorporated body.

Parish Council

In some ways this is an attractive option:

The Parish Council is a statutory body and would therefore offer stability and a guarantee
of continuity.

The Parish Council has a clear ‘mandate’ for actions for the benefit of the community and
is transparent and open in its procedures.

There would be no need to specify members or shareholders; all parishioners could be
included ‘automatically’.

The Parish Council already has certain systems in place (accounting and auditing,
standing orders and governance, communication with the community) that would be of

use to the management of the business units.

However, there are also some drawbacks:

The Parish Council (as currently constituted) has indicated that it does not wish to take
on this role.

It is not clear under what powers the Parish Council could own and operate the units.
The Parish Council is restricted in the scope and nature of its activities and requires
specific powers in order to conduct certain activities.

The Parish Council might lack the focus and flexibility required to concentrate on running
the business units to the required level. Moreover, as the revenues of the business units
potentially exceed those of the Parish Council, management of the units could come to
dominate the Council’s activities, to the detriment of its other functions.

Management of the units could bring the Parish Council into conflict with parishioners if

they were to become tenants and later to experience difficulties.



e The Parish Council might not have the required flexibility in the distribution of surpluses.
There are established limits on the nature of the Council’s spending. Moreover, it might

be difficult for the Council effectively to ringfence any income from the units.
Incorporated body

e An incorporated body such as a company or co-operative could be created specifically
for the purpose of owning and operating the units.

e Thereis a broad range of incorporated structures that could be adopted.

e An incorporated body could be open to community involvement, with individuals
becoming members or shareholders.

e An incorporated body will be subject to legal formalities and constraints regarding its
initial incorporation and subsequent management (registration, accounting, etc.). There
will be costs associated with satisfying these formalities.

e After considering some of the options and working through a specially designed
guestionnaire, the working group concluded that a Community Interest Company would
be the most appropriate corporate form. A CIC is similar in form to a limited company,
but has certain additional restrictions on the distribution of assets and profits to
shareholders.

e A CIC can be limited by shares or by guarantee. Detailed advice will need to be sought
as to which of these options is better suited to the needs of the project.

e CICs have access to sources of funding that ordinary limited companies do not. This may
prove useful should the decision be taken to build the three additional units

immediately.

Business Rates

e  Where units are let the occupier will be responsible for business rates.

e Itis thought that where units are empty, the management body would be responsible for
business rates.

e Further clarification and advice is needed on this point.
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Indicative Figures

NB: The figures below are included for the purposes of illustration only — key assumptions have been

made to arrive at these figures in areas such as rent levels, occupancy rates, interest rates and

professional fees. Changes to any of these assumptions could have a significant impact on the figures.

5 units

Occupancy rates

20% 40% 60% 80% 100%
Units
occupied 1 2 3 4 5
High (£300pcm) 3,600 7,200 10,800 14,400 18,000
Medium (£225pcm) 2,700 5,400 8,100 10,800 13,500

Low

500

500

750

750

750

Low (5% of medium rent) 270 540 810 1,080 1,350
- Rent/Costs

High/High 2,060 4,120 7,180 9,240 12,300

High/Low 2,830 6,160 9,240 12,570 15,900

Medium/High 1,160 2,320 4,480 5,640 7,800

Medium/Low

As would be expected, with the five ‘free’ units the project could generate a small surplus — of £260 —
even with just one unit occupied, even on the worst case assumptions for rent levels, management and

maintenance costs.

8,970

Under the best case scenario, of a fully occupied scheme, high rent levels and low management and
maintenance costs the surplus would rise to £15,900.
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. Occupancy
units rates

Units:

12.50% 25.00% 37.50% 50.00% 62.50% 75.00% 87.50% 100.00%
1 2 3 4 5 6 7 8

High (£300pcm)
Medium (£225pcm)

3,600 7,200 10,800 14,400 18,000 21,600 25,200 28,800
2,700 5,400 8,100 10,800 13,500 16,200 18,900 21,600

Low

500 500 750 750 1,000 1,000 1,000 1,500

Low (5% interest)

5,500 5,500 5,500 5,500 5,500 5,500 5,500 5,500

Low (5% of medium rent)

270 540 810 1,080 1,350 1,620 1,890 2,160

- Rent/Costs
High/High
High/Low
Medium/High
Medium/Low

1,300 3,360 6,420 9,480
10,150 16,810 19,640
120 2,280
3,470 5,650 10,510

3,740 7,070

1,040
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The borrowing associated with the cost of the additional three units means that certain conditions in
terms of occupancy, rents and costs would have to be met in order for the project to generate a surplus
(figures in green). However, once the loan had been repaid, the three units could generate an additional
£5,400 to £10,800 in revenue (on these estimated figures), for only a marginal increase in costs of
management and maintenance.

One solution to the increased risk that this would bring to the project would be to seek investment
through preference shares, which only pay a dividend (interest) if the project is in surplus. Naturally,
investors would have to be offered a higher rate of return to compensate for this mutualization of risk,
but it would reduce the threat of the project making losses.
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