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Headlines

I4B Holdings Ltd (I4B)  is a wholly owned subsidiary of Brent Council, incorporated in December 2016. I4B has been set up to reduce the number of Brent families living in 
temporary accommodation by providing good quality affordable homes.

The purpose of this review was to assess the design and build of the I4B PRS model (the Model) and to check its calculations are consistent with the model intent. This was 
targeted at the specific areas included within the scope, namely we agreed to perform the following work:

• We will review I4B’s Model to understand if the Model is performing as designed, and to identify any errors in the calculations;

• We will assess the Model in comparison to our view of modelling best practice, including assessing the spreadsheet design and documentation

Summary of findings

The purpose of the Model is to forecast the future P&L and Balance Sheet (BS) as a result of the planned investments as part of the initial phase of the I4B Strategy, including the 
purchase, refurbishment and letting of 300 houses and flats across Brent and the Home Counties.

The Model considers the existing portfolio of purchased houses, and those which are presently let, to set assumptions in relation to purchase costs and rental income 
respectively, as well as additional costs such as refurbishment, legal fees, valuation fees and disbursements. The nature of the future portfolio is set within the assumptions, as 
are inflation figures, time taken to move from the purchase of a house to it being fit to rent, and various void rates and time to re-let.

Generally, the Model sets out what it hopes to achieve, with a well constructed P&L and BS. There is a good level of flexibility within the Model, allowing users to make a range of 
changes to assumptions, as well as capability to define ten scenarios, and whether indexation applies in each of those or not.

Most of our findings are around points of design and best practice, and also general understanding of areas of methodology. A key point is that the Model lacks detailed 
documentation, both in the form of a user guide and methodology document, which can make it difficult to follow in areas, hence the number of queries raised in relation to 
methodology. This is likely to make handover of the Model more difficult.

One area of functionality lacking is the ability to translate what has occurred in practice with the forecasts. Notably that the assumptions on property mix are fixed, rather than 
adaptive based on the actual portfolio. This is at present an immaterial point, but if the actual portfolio deviates away from the planned portfolio (i.e. there is a need and supply of 
properties which are different from that expected) then it may lead to significant differences between the returns achieved and those forecast.

In addition, we have raised two key challenges to the methodology currently used. The first is the way in which the experience analysis is used to calculate the base house costs 
and rental values. This is detailed on pages 7-10 of the report. The second is around the use of house price inflation (HPI) as well as the assumptions used for both HPI and 
rental growth. This is detailed on pages 11-16 of the report.
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Executive summary (2 of 2)

Model Findings

Potential Errors1

Design Issues2

RAG Definitions –
see appendix A

Best Practice3 Advisory

Low

Medium

Cosmetic

Basis of assumptionsA

4

Property related inflationB

Advisory

High

High

Methodology Sensitivity 
(net assets)

Number of 
Issues

Nature of Issues

Nature of Issues

-£5.1m to 
-£7.3m

High (see 
slides 12-15)

4

3

9

13

Inconsistent cohorts of experience are used in the 
calculation, leading to an understatement in costs

HPI is not used within the model to forecast growth in 
the property portfolio. The impact of this is subjective

Incorrect formulae (logic or design), inconsistent use 
of assumptions, etc.

Areas of the model which are not consistent with 
documentation, or may lead to potential errors

Model design which is not consistent with our 
interpretation of best practice

Typos and inconsistent references used within the 
model

RAG

RAG
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Background and scope 

Internal Audit Report 2018/19

Background

I4B are a wholly owned subsidiary of Brent Council which has been created to reduce homelessness in the area and reduce the number of individuals in short term temporary 
accommodation by providing properties through the private rented sector. As a wholly owned, Local Authority Company, I4B operates at ‘arms-length’ from Brent Council, with 
the remit of providing affordable Private Rented Accommodation to households for which Brent has a responsibility.

I4B is currently creating a model to produce balance sheet and cash flow forecasts to measure performance and delivery of the business. The purpose of this review is to assess 
the design and build of the I4B model and to check its calculations are consistent with the model intent. This will be targeted at the specific areas included within the scope below.

Limitations of scope 

Our work was focussed on testing the design, build and documentation of investment appraisal model which are covered in the outlined scope above. Limitations of our review: 
were detailed in the agreed Terms of reference.
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Methodology Model Findings

This section of the report focuses on two key aspects of methodology which we believe should, at a minimum, be reviewed and explained in depth why their current treatment is 
appropriate, or more likely will require changes, which could have a significant impact on the valuation.

For both of these, the slides set out:

• a description of the methodology taken;

• the finding of what impact this has on the model and why we disagree

• a recommendation around this; and, 

• sensitivities relating to the changes which could be made, showing the financial impact on Rental Income, Net Income After Tax, the IRR, Cash and Net Assets.

Finding A – Setting of base rental value and property purchase price

This relates to the methodology used to derive the base values for both rental income in the various regions considered in the model, and the property purchase prices. This is 
covered on pages 7 to 10.

Finding B – Property related inflation

This relates to both the use of HPI in the model to be applied to property values, and the appropriateness of the actual rental inflation assumption used to project to rental income 
over the duration of the model. This is covered on pages 11 to 16.



Description

The Model uses experience to set both the base rental values (i.e. weekly rent by property type, by location) and
property purchase prices (also by type and location). This is based on the tabs ‘Current Weekly Rents’ and
‘Historic Acquisition List’ respectively.

Finding and root cause – Purchase Prices

The current methodology is comprised of two separate calculations.

1) Average price per property type (i.e. 2 bed flat) – cells AL215:AL220 in tab ‘Historic Acquisition List’

2) A scaling factor to move from the average property price in Brent, to Home Counties (Low) and Home
Counties (Medium) – cells AP183:AP184 in tab ‘Historic Acquisition List’

This approach at present leads to an understatement in the property prices in the model. To show this, below is a
worked example.

Methodology (2 of 11)
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Basis of Assumptions

Setting of the base rental 
value and property purchase 
price

November 2018

Rating High

Portfolio A comprises of one flat (Af) and one house (Ah). These are valued at £200k and £300k 
respectively.

Portfolio B also comprises of one flat and one house (Bf and Bh). These are value at £150k and 
£250k respectively.

The average flat value is therefore £175k and the average house property is £275k.

The total value of Portfolio A is £500k and the total value of Portfolio B is £400k, which gives a 
scaling factor of 0.8.

Using the average values, Af is now calculated to be £175k, Ah is £275k, and Bf is £140k and Bh is 
£220k.

Methodology

A

Model Findings



Recommendation – Purchase Prices

The ‘Historic Acquisition List’ tab contains within it an additional set of scaling factors, which are based on off of the
full average price, rather than being pegged to the Brent price. These are in cells AN182:AN184. These should be
used as the scaling factors which are brought through into the ‘Key Operational Inputs’ tab, cells L99:L101, rather
than the scaling factors used at present.

Methodology (3 of 11)
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Finding and root cause – Rental Income

Similarly, the current methodology is comprised of two separate calculations.

1) Average price per property type (i.e. 2 bed flat) – cells L103:L116 in tab ‘Current Weekly Rents’

2) A 20% uplift used to move from the average rent, to the rent obtained in Home Counties – Medium.

This approach at present leads to an overstatement in the rental income in the model, as the average price
contains properties from Home Counties Medium. Therefore, if there is a differential between rental income in
practice, then the price used for Brent and Home Counties – Low will be set too high (as it will factor in the
contributions from Home Counties – Medium), and Home Counties medium will be based on the full average, so
the scaling factor will be being applied upon an implicit allowance already.

Methodology (4 of 11)
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November 2018

Recommendation – Rental Income

There are two potential ways to remediate this issue:

1) The calculation for the average rent should exclude those properties from Home Counties – Medium and then
the 20% uplift becomes a stated assumption.

2) A scaling factor should be calculated for all properties based off on the actual empirical experience, as per the
proposed solution for the Purchase Price.

A
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price
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Sensitivity

We have performed a sensitivity on the outputs by changing the assumptions in line with our recommendations.

N.B. These are based on Scenario 1 in the model provided, with inflation switch turned to On.

When correcting the property price calculation, the IRR and cash positions take a significant hit. This is due to the
increased cost of purchasing property over the first 2 years. The net assets reduces due to the cash component of
this, although there is a slight offsetting impact as a result of the value of the property portfolio being higher.

The rental value correction is less material and the basis of calculation is more subjective. As such, a change may
not be required, although we would recommend that i4B investigate this point further, alongside any remediation of
the basis of the property prices.

Financial
Statement

Metric Current 
Approach

Property Price 
(Only)

Rental Value
(Only)

Property Price 
and Rental 
Value

P&L Yr 30 Rental Income 164.16 164.16 161.06 161.06

P&L Yr 30 Net Income
After Tax

16.38 9.28 14.04 6.94

P&L Yr 30 IRR 29.5% 16.0% 25.7% 12.3%

BS Yr 30 Cash 22.07 15.08 19.71 12.73

BS Yr 30 Net Assets 34.52 29.42 32.19 27.09

A

Executive summary Background and scope AppendicesMethodology Model Findings



Methodology (6 of 11)

Internal Audit Report 2018/19

11

Property Related Inflation
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Rating High

Description

The Model makes allowances for inflation within the generic income tab and these are then fed into a 30 year
projection within the ‘Timelines Monthly’ and ‘Timelines Yearly’ tabs.

The inflation allows for Rental Income, Materials, RPI, CPI, Other and No Inflation. There is though no explicit
allowance for House Price Inflation (HPI).

From working through the methodology of the model, none of the inflation metrics used drive any inflation against
house prices, which we deem to be incorrect.

Additionally, we don’t believe that the current inflation assumption in relation to rental income is accurate. This is
currently set within the model to be 1.5%, which we deem to be generally low.

Finding

The introduction of HPI would have a two-fold impact.

1. It would drive an increase in costs on the P&L, as the cost to purchase would increase in years 2 and 3 to
reflect the increasing prices of houses. This is likely to be a minor impact.

2. Assets on the balance sheet would increase, as the value of the portfolio increases over time. This would be a
highly material change, regardless of the level of inflation implied.

B
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Recommendation - Setting of HPI

From discussions, we note that Rental Inflation has been set in line with the LHA assumption at 1.5%. We also
note that there is a view that HPI would be around 1%, although this hasn’t been built into the model. Were this to
have been built in though, it would lead to increasing yields over time, as rental growth exceed property growth.

This assumption of increasing yields is difficult to justify, as taken to ad infinitum it would lead to rental income
exceeding the property value. Additionally, 1% HPI is low compared to market experience. Whilst it is true that
there is uncertainty in the market at present, in particular as a result of Brexit, a 1%pa flat growth rate is unlikely to
persist over the next 30 years.

This is demonstrated with reference to the Nationwide House Price Index, which sets annual house price growth a
c2%, despite the current economic uncertainty. As the model forecasts out over 30 years, it is likely that HPI will
fluctuate around this point noting that the average HPI over the past 5 years has been c8%pa in London, and
c5%pa going back 10 years which includes the 2008 recession that led to significant falls in the housing market.

Given this, we have presented sensitivities under various scenario’s of HPI and rental growth over the next set of
slides.

These are done in two ways. The first table for each metric is based on Rental Growth being set to a specific
percentage across the whole portfolio, i.e. rental growth equals 4% for all properties. The second table presents a
blended rental growth, factoring in the LHA rates. LHA rates cover three quarters of the portfolio, so in this
instance, where rental growth is stated as 4%, that is 4% on a quarter of portfolio and 1.5% on the remaining three
quarters. This is therefore a blended assumption of 2.125%.

The HPI assumptions used in both tables are consistent, as the values of the house will be set by market
conditions rather than being influenced by the LHA rates.

B
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Sensitivity – Net Assets

Net Assets (Total Shareholder Funds) is currently £34.54m under scenario 1 in the model. Moving HPI to 1% (as
suggested by i4B) would increase Net Assets to £62.66m, as the underlying value of the property portfolio by year
30 will have increase, although there is a small offsetting impact caused by increased purchase costs in years 1
and 2, which reduces the cash position.

B
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Property Related Inflation

Rental growth and house 
price inflation

November 2018

Sensitivity – IRR

IRR is only affected by HPI, as it is reported as an index neutral metric by i4B. HPI therefore has a small impact as
it increases due to increased property purchase prices in years one and two. This has a two-fold impact of higher
upfront costs, as well as a small, longer run, cost of interest.

B
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Property Related Inflation

Rental growth and house 
price inflation

November 2018

Sensitivity – Rental Income

Rental income is only affected by the rental inflation. Under the current assumptions, the rental income is
£164.16m over the 30 years. We believe that this is low, although note that 75% of the property portfolio is covered
by the LHA rates. Under a blended assumption, where the rental inflation applied to the remaining 25% of portfolio
is 2%, rental income increases to £167.47m. Using historic HPI as a proxy for rental income though, it is not
unreasonable to believe that rental inflation could be 4%, pushing income up to £181.51m.

B
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Property Related Inflation

Rental growth and house 
price inflation

November 2018

Sensitivity – Net Income After Tax

Net income after tax is positively affected by increasing rental inflation, due to higher rental income, but negatively
affected by increasing HPI due to the increased costs of purchase of properties in years 1 and 2, as well as
increased interest charges.

B

Executive summary Background and scope AppendicesMethodology Model Findings



Model Findings (1 of 5)

Internal Audit Report 2018/19

17

1
The findings presented here are areas of the 
Model where we believe there is a risk that 
an error is present. These should be 
reviewed as a priority and changed 
accordingly, otherwise they may lead to 
financial impacts on the model, especially 
should assumption change going forwards.

Potential Errors

November 2018

Rating High
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2
The findings presented here are areas of the 
Model where we believe that the design an 
aspect of the model is not in line with how it 
is intended.

Design Issues

November 2018

Rating Low

Executive summary Background and scope AppendicesMethodology Model Findings



Model Findings (3 of 5)

Internal Audit Report 2018/19

19

3

Best Practice 

November 2018

The findings presented here are areas of the 
Model where the current working do not 
align with those of “best practice”

Rating Advisory
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3

Best Practice continued

November 2018

The findings presented here are areas of the 
Model where the current working do not 
align with those of “best practice”

Rating Advisory
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4

Cosmetic

November 2018

The findings presented here are areas of the 
Model where there are minor issues in 
relation to formatting, consistency and 
spelling.

Rating Advisory
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Critical

High

Medium

Individual finding 
ratings 

Appendix A: Basis of our 
classifications

Appendix B: Queries raised 
during investigation

A finding that could have a: 

• Critical impact on operational performance; or

• Critical monetary or financial statement impact; or

• Critical breach in laws and regulations that could result in material fines or consequences; or

• Critical impact on the reputation or brand of the organisation which could threaten its future viability.

A finding that could have a:

• Significant impact on operational performance; or

• Significant monetary or financial statement impact; or

• Significant breach in laws and regulations resulting in significant fines and consequences; or

• Significant impact on the reputation or brand of the organisation.

A finding that could have a:

• Moderate impact on operational; or

• Moderate monetary or financial statement impact; or

• Moderate breach in laws and regulations resulting in fines and consequences; or

• Moderate impact on the reputation or brand of the organisation.
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Low

Advisory

Individual finding 
ratings 

Appendix A: Basis of our 
classifications

Appendix B: Queries raised 
during investigation

A finding that could have a: 

• Minor impact on the organisation’s operational performance; or

• Minor monetary or financial statement impact; or

• Minor breach in laws and regulations with limited consequences; or 

• Minor impact on the reputation of the organisation.

A finding that does not have a risk impact but has been raised to highlight areas of inefficiencies or good practice.
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We have undertaken this review subject to the limitations outlined below:

Internal control

Internal control systems, no matter how well designed 
and operated, are affected by inherent limitations. 
These include the possibility of poor judgment in 
decision-making, human error, control processes being 
deliberately circumvented by employees and others, 
management overriding controls and the occurrence of 
unforeseeable circumstances.

Future periods

Our assessment of controls is for the period specified 
only. Historic evaluation of effectiveness is not relevant 
to future periods due to the risk that:

• The design of controls may become inadequate 
because of changes in operating environment, law, 
regulation or other changes; or

• The degree of compliance with policies and 
procedures may deteriorate.

Appendix A: Basis of our 
classifications

Appendix B: Queries raised 
during investigation
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The following are a list of queries raised during the model review by the Internal Audit team. These were in relation to areas where the workings or interpretation of the 
model were unclear and required clarification. These were provided to Olga Bennett and were discussed via conference call on Monday 17th September.
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and operated, are affected by inherent limitations. 
These include the possibility of poor judgment in 
decision-making, human error, control processes being 
deliberately circumvented by employees and others, 
management overriding controls and the occurrence of 
unforeseeable circumstances.

Future periods

Our assessment of controls is for the period specified 
only. Historic evaluation of effectiveness is not relevant 
to future periods due to the risk that:
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• The degree of compliance with policies and 
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