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1. Introduction 
 

In July 2013, the Strategy and Resources Committee for the London Borough of Sutton 

authorised Opportunity Sutton Limited, its wholly owned company, to develop a local 

decentralised energy network1 utilising energy from waste. On the basis of a subsequent 

business case projecting a £1.5 million cumulative cash return over 25 years, the Council 

agreed to the establishment of Sutton Decentralised Energy Network Limited (SDEN) in 2016, 

so that heat could be purchased from an Energy Recovery Facility managed by Viridor and 

then hot water and heating distributed to residents and businesses for a tariff.  

 

As the programme was refined, a further financial model was prepared in 2017. This financial 

model was reviewed by KPMG in order to: 

● Perform basic integrity checks to ensure that the financial statements balance and 

that the Model is operating as intended; 

● Utilising KPMG proprietary software, review the formulaic consistency and the 

structural integrity of the financial model; 

● Review and challenge the underlying inputs and assumptions; 

● Test the robustness of the financial model formulae; and 

● Undertake an overall accuracy assessment involving the tracking of inputs to outputs 

by carrying out an independent calculation of key numbers in the Model in order to 

validate the outputs. 

The model forecast a more advantageous 9% return on investment of the capital employed. 

On this basis the Council approved the proposed plan. 

 

The project was always expected to take time to establish and so, as at March 2020, SDEN 

had net liabilities of £162,000 and was dependent on guarantees from the Council to remain 

a going concern. SDEN is providing heating and hot water to residents in the New Mill Quarter 

area of Hackbridge, but delays in getting operational have impacted on broadening provision 

to other areas.  

 

In July 2021, the Council agreed to initiate an independent investigation into allegations made 

about assumptions used in the financial model on which the decision to invest in the project 

was made, and SDENs ongoing financial sustainability. 

 

This proposal outlines how CIPFA would undertake such an independent investigation.  The 

following sections outline: 

• The scope of the proposed review 

• The proposed approach 

• The fees and proposed team 

  

 
1 A decentralised energy network is a method of distributing energy locally to maximise 

efficiency using sources of energy in that area  
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2. The Scope of the Proposed Review 
 

The terms of reference provided by Sutton are: 

 

A. To review the reasonableness at the time of the assumptions in the final financial model 

which led to the decision to invest in SDEN. The review should cover the full financial model 

and the resulting rate of return achieved. It should have particular focus on the allegations that 

have been made about the specific assumptions below: 

■ The number of residential dwellings 

■ The inclusion of a Care Home in the model 

■ The level of energy consumptions assumed 

■ The inclusion of RHI income in the model. 

In addition, the review should cover any conflicts of interest within the decision-making. 

 

B. To review the latest financial projections for SDEN and make recommendations on actions 

that could be taken to ensure the continued financial sustainability of the company. 

 

For Part A of the review, CIPFA would examine the reasonableness and rigour of the 

assumptions underpinning the final model based on the information available at the time. This 

would include exploring the assumptions specified in the terms of reference above, as well as 

any other assumptions and risks that we consider pertinent. The review will not necessarily 

seek to attribute responsibilities for any mistakes, omissions or other issues identified. 

 

For Part B of the review, CIPFA will examine the assumptions underpinning the future financial 

projections provided by SDEN and the financial governance arrangements.  The focus will be 

on minimising the financial risks to the Council from its investment in SDEN as well as the 

financial sustainability of the company itself.  

 

The Council has asked for a draft report to be ready by 17 September. Given the challenge of 

accessing individuals and documents over the summer holiday period, we propose that the 

output is in two stages: 

 

• Stage A: The first report would focus on the reasonableness of the assumptions in the 

final model. This would, in essence, be an accountability report for the Strategy and 

Resources Committee. Subject to access to documents and individuals, we would 

deliver a draft report by 30 September 2021. 

• Stage B: The second report would focus on the steps required to protect the financial 

interests of the Council and, where applicable, the financial sustainability of SDEN.  As 

this review may involve the outline exploration of alternative scenarios, it will take 

longer to compile. As such, we will provide outline findings by 15 October 2021, 

although the full report may take until 30 October 2021 to finalise. 

 

CIPFA would agree the factual content of each draft report with key stakeholders identified by 

the Council so that they could subsequently be reported to the Strategy and Resources 

Committee.  
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3. Proposed Approach 
 

Stage A: An examination of the reasonableness and rigour of the assumptions 

underpinning the final financial model 

Our review would involve: 

A1.    Document review. We would examine: 

• The iterations of the financial model and associated business case and 

supporting evidence. 

• Relevant risk registers. 

• The review undertaken by KPMG. 

• Relevant papers on the proposed contractual agreements with Viridor and other 

stakeholders available at the time. 

• Reports, papers and other correspondence produced by the Council and 

Opportunity Sutton Ltd at the time on the financing and establishment of SDEN. 

A2.    One-to-one interviews. We would conduct each interview over Microsoft 

Teams. Possible interviewees would include: 

• Key Councillors on the Strategy and Resources Committee, including those that 

proposed the motion leading to this review 

• Relevant staff in Sutton Council 

• The Directors and relevant staff at Opportunity Sutton Ltd and at SDEN 

• KPMG representatives 

• Representatives from key stakeholders, such as Viridor   

A3.    Comparative analysis. We would seek to compare data used in the financial 

model with sector data and other information sources to assess their 

reasonableness. This might include, for example, resident and business tariffs, as 

well as waste disposal costs. 

A4.    Sensitivity Analysis. We would explore the impact of changes in the 

assumptions on the financial model available at the time 

The report would reach a conclusion on the reliability of the financial forecasts at the time 

and identify any lessons to be learned. 
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Stage B: The steps required to protect the financial interests of the Council and, 

where applicable, the financial sustainability of SDEN 

This aspect of the review would focus on the six key principles CIPFA is developing to 

assess the suitability of a Council’s ongoing investment in a company: 

1. The organisation’s purpose aligns with the Council’s priorities and values 

• The organisation’s objectives clearly align with the outcomes specified by the Council, including 

any financial benefits that generate further resources that might be utilised by the Council in 

pursuit of its priorities 

• The organisation demonstrates through its operations that it aligns with the ethical values of the 

Council 

 
2. The organisation demonstrates long term resilience 

• The organisation can demonstrate credible financial resilience 

• The longer-term funding needs of the organisation can readily be incorporated in the Council’s 

future capital financing requirement 

 
3. Financial and legal commitments with the organisation can be justified 

• The anticipated benefits from the investment outweighs the risks  

• The investment required does not breach the limits specified by the Council 

• Any legal obligations can be adequately met by the Council 

 
4. Focus on Value for Money 

• The organisation has transparent accountability arrangements to enable effective scrutiny 

• The organisation is focused on long-term value creation and sustainable service deliver 

 
5. Engagement does not generate undue risk to the Council 

• Engagement would not have any significant adverse impact on the Council’s risk register 

• The Council has sufficient influence over the direction of the organisation to mitigate any undue 

risks that might be generated by its actions 

 
6. The Council has the organisational capacity to maintain adequate oversight 

• There is a nominated official with adequate experience to act as the shareholder representative 

• Those nominated to act as Directors of the organisation have sufficient experience, skills and 

capacity for the role 

• There are clearly specified reporting and decision-making arrangements in the Council to enable 

prompt action where required 

 

Our review would involve: 

B1.    Document review. We would examine: 

• Subsequent iterations of the financial model and associated business case. 

• Relevant risk registers. 

• Loan agreements with the Council 

• Business plans and associated financial forecasts for SDEN, including cash flow 

forecasts. 

• The contractual agreements with Viridor and any other stakeholders. 

• Relevant board papers and minutes for SDEN and Opportunity Sutton Ltd. 
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• Relevant audit reports and governance statements. 

B2.    One-to-one interviews. We would conduct each interview over Microsoft 

Teams. In addition to those interviewed in Part A, possible interviewees would 

include: 

• Shareholder representatives and relevant portfolio Directors in the Council 

• Relevant finance staff, including those responsible for commercial oversight and 

the capital programme 

• Internal audit 

• Monitoring Officer 

B3.    Options workshop. We would discuss the feasibility of alternative options 

with the Director of Resources and other relevant parties. 

B4.    Outline modelling of alternative scenarios. We would develop an initial 

SWOT analysis of the alternative options available to the Council. 
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4. Our fees  
 

For the Part A report, we would expect the data collection, analysis and preparation of a 

draft report writing to take 18 days. The work would be undertaken in August and September 

2021.  

For the Part B report, we would expect the additional data collection, analysis and 

preparation of a draft report writing to take another 15 days. The work would be undertaken 

from August through to the end of October 2021.  

We will charge our discounted consultancy rate of £975 per day. Our fees are exclusive of 

VAT. We do not anticipate any expenses being incurred during these reviews as the work 

will be undertaken remotely using Microsoft Teams.  
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5. Proposed team 
 

We propose the following key personnel as our core team.   

 

John O’Halloran 

John is CIPFA’s Director of Consultancy and Business Advisory Services.  John will have 

overall responsibility for the quality of our work.  John is a highly experienced business 

manager and management consultant with over 30 years’ experience in both the private and 

public sectors. As a business manager he has managed the turnaround of businesses, the 

successful growing of new businesses and the management of large-scale businesses in both 

the UK and India. John has been responsible for the commercial success of many private 

sector businesses, predominately IT service and business process outsourcing companies 

which have been delivering a wide range of services to the Public Sector and in particular local 

authorities.  

 

The companies have also provided these services to clients such as McDonalds, Npower and 

the BBC. He has had extensive experience of successful public and private sector outsourcing 

and has worked at Director level in two FTSE 100 companies, a big four Consultancy, one 

AIM listed company and a start-up business. John has also successfully managed major ERP 

and CRM implementations and benefits realisation exercises in the public and private sectors.   

 

Nicole Balkman, CPFA CMC 

A CIPFA qualified accountant and a Certified Management Consultant, Nicole is a highly 

experienced consultant with a first-class track- record as an adviser to both the public and 

private sectors in the UK and internationally.  Her past employment includes Managing 

Consultant roles at PwC, Serco and Cornwell Management Consultants.  Nicole started her 

career in local government and has specialised in the public sector and, more particularly local 

government throughout her career.  

 

Nicole led our initial work in Northamptonshire County Council in support of the Finance 

Commissioner in assessing the true scale of the challenge facing the Council and advised the 

new Dorset Council prior to its establishment including the development of a viable MTFP.   

Nicole also has substantial experience of advising large private sector organisations on 

financial management issues including BP and Veolia. 
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Phil Gibby FCPFA PhD 

Phil has over 30 year’s experience in assessing the performance of public and third sector 

organisations in order to drive improvements and reduce costs. He is a former Director in the 

National Audit Office, a CIPFA qualified accountant and with a PhD in conceptualising the 

impact of value for money. His specialism is in undertaking rigorous, evidence-based research 

that will stand up to the scrutiny of officials, politicians and the media. This involves working 

closely with executive leaders and their teams to implement improvements in performance 

management, financial management, working practices and organisational culture. 

 

He communicates well and delivers training in a range of settings, such as for overseas 

representatives, and as an associate lecturer at Northumbria University.  In addition to his 

background in central government, Phil is also experienced in working with local authorities, 

including a review of the companies managed by Nottingham City Council. In each of these 

sectors his strength is in problem solving – consulting with staff and stakeholders to diagnose 

the issues, developing potential solutions and working with key parties to implement the 

changes required.   

 


