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Proposed Revisions to Arrangements for Leasing Premises to VCS 
Organisations 
 
 

1. Proportionate Rent Reduction 
 
The rent reduction policy currently excludes organisations that are considered to be 
engaged in economic activity for the purposes of the State Aid rules.  This refers to 
any organisation which has a contract or other funding from a public body where a 
rent subsidy may be reasonably considered to conflict with the public law principles 
of fairness and reasonableness.  In simple terms, means that, where organisations 
are bidding for funds, a rent subsidy may give one organisation an unfair cost 
advantage over other organisations paying a full market rent to private landlords.  
This is described in the policy as ‘economic’ activity. 
 
The proposals agreed in November 2016 acknowledged there had been some 
discussion as to whether the rent reduction could be applied proportionately where 
there was some community use ancillary to the economic activity.  However, 
because of the complexity of such arrangements and the difficulty in administering 
them, the Council decided not to adopt that approach. 
 
The extension of the scope of community use and potential eligibility for rent 
reduction has highlighted this issue again.  There are a number of premises now 
brought within the scope of the rent reduction scheme where there appears to be a 
mix of economic and community activity.  While there remains a strong argument 
against introducing a complex mechanism for applying a proportionate approach, the 
Council is now considering whether there is scope for a simple proportional 
assessment.  
 
A simple assessment could be based on an agreed standard proportion of 
community use, calculated either in time or in space used. The qualifying eligibility 
threshold could be applied either by floor area or by time actually used, solely 
applied to activity which has community benefit.   
 
Two thresholds are suggested.  The first is where a building is mainly used for 
activities considered to be ‘economic’ but which may also be used for a limited 
amount of community benefit activity, in the evenings and at weekends for instance.  
The second is where there may be a mix of use at the same time and a significant 
proportion of space is used for community benefit activity.   
 
The proportion may be calculated either by: 
 

1. Activity space which is devoted to community benefit activities (activity space 
excludes common areas and staff kitchen facilities but will include kitchens 
which are ancillary to activity rooms), or 

 
2. Available opening time devoted to community benefit activities (time where 

both take place will be considered economic activity). 
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In the current scheme, the standard rent reduction where a building is exclusively 
used for community benefit activity is 80%.  The suggested rent reductions for mixed 
use are; 
 

1. 20% rent reduction where the use for community benefit activity is 25% – 
49%, and 

2. 40% rent reduction where the use for community benefit activity is 50% – 
99%. 

 
So if the market rent for a building was £10,000, the lessee would pay: 
 
£2,000 if the building is used solely for community benefit activity;   
£6,000 if the building is used over 50% for community benefit activity and 
£8,000 if the building is used over 25% for community benefit activity.  
 
To qualify for a proportionate rent reduction, organisations which undertake some 
economic activity must be able to meet the criteria set out in the rent reduction 
scheme for their community benefit activity. 
 

1. Lessee can meet organisational standards criteria set out in rent reduction 
scheme  

2. Non-economic activities meet the community benefit requirements set out in 
the rent reduction scheme 

3. Either, a proportion of activity space is devoted to community benefit  
activities (activity space excludes common areas and staff kitchen facilities 
but will include kitchens which are ancillary to activity rooms), or 

4. A proportion of available opening time is devoted to community benefit 
activities (time where both take place will be considered economic activity) 

 
Annual monitoring of community benefit will include confirmation that the proportion 
remains as initially agreed or more. 
 
 
 
2.  Rent Reduction Criteria - Quality Assurance Standards 
 
The rent reduction policy requires organisations to go through an independent 
assessment process to ensure they are compliant with legislative requirements, have 
good quality and appropriate policies and procedures in place and have the capacity 
to manage premises effectively.  The policy identified preVisible as the most 
appropriate assessment process with, in addition, Your Value for larger 
organisations. 
 
PreVisible is a tool designed for organisations which manage premises which are 
used by others and/or the general public.  For many organisations based in premises 
in the community portfolio, this is the most appropriate assessment tool to match 
their activities but for the wider portfolio this is not necessarily the case.  Other 
nationally recognised assessment processes may be more appropriate for these 
organisations and many national charities require their local branches to meet their 
own quality assurance standards.  
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The Council will still require a preVisible assessment for organisations which are 
managing community centres or other premises where the primary function is to hire 
out facilities to other organisations or the public.  However, for other organisations 
the council will accept PQASSO, EFQM Excellence Model, ISO 9000/1 and the 
Matrix Standard.  Where an organisation is an autonomous branch of a national 
body, the Council may accept the national body’s accreditation standard. This may 
be considered on a case by case basis. 
 
 
3. Rent Reduction Process – Achieving Quality Assurance 
 
Quality assurance assessment processes are often lengthy and for larger 
organisations may be complex.  After an organisation’s expression of interest has 
been accepted, to take the application for rent reduction further, the organisation is 
required to demonstrate it meets quality standards.  The Council has made provision 
for support for organisations to achieve a quality mark through THCVS and other 
organisations.   
 
Part of this process is an independent assessment.  Where an organisation does not 
meet the required standard in this assessment, the rent reduction scheme does not 
currently specifically make provision to take account of potential improvement. 
 
The Council is now proposing that, where an organisation fails to meet the required 
standard but provides an action plan endorsed by the independent assessor, the rent 
reduction may be agreed conditional on: 
 

1. The independent assessor agreeing that the proposed action plan is 
achievable within an agreed timescale, normally six months and not 
exceeding twelve months of the Council’s acceptance of the organisations’ 
expression of interest; 

 
2. There being no other considerations which might give the Council cause or 

concern that the organisation may not be able to reach an acceptable 
standard within the agreed timescale, and 

 
3. The organisation undertaking to complete the lease with the Council at a 

market rent with effect from the date of the Council’s decision to award rent 
reduction. 

 
If an organisation is awarded rent reduction but fails to achieve the necessary quality 
standards within the agreed timescale, the organisation will be offered the option to 
surrender the lease without penalty or revert to the full market rent. 
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4. Stepped Rent Lease Agreements 
 
A stepped rent arrangement is a mechanism to give a transitional period for a rent 
increase to take effect.   In essence, the level of rent rises over the period of the 
lease at times and at levels agreed at the beginning of the lease.  The steps reflect 
the low start based on the full market rent and increase to a level greater than the 
market rent.  The higher level at the end of the term would make the increase on 
renewal or rent review easier to manage (reflecting that the rent is likely to increase 
again after the initial term has ended).   
 
In a commercial setting the principle is that the equivalent to full rent payments are 
made over the course of the term but stepped to make it less of a financial burden in 
the early years when a business may be starting up. Where the lessee is a VCS 
organisation the value of the community benefit it provides will acknowledged by the 
Council through an element of subsidy incorporated into the stepped rent 
arrangement.  
 
The arrangement the Council is proposing is an annual increase over the period of 
the lease.  The starting point would be the current rent plus 30% of the increase in 
year one with incremental 20% rises so that the final year would reflect 110% of the 
increase, as illustrated below.  The effect of providing this transition would be to give 
a rent subsidy over the period of the lease of up to 30%.   
 
Where the rent has previously been a peppercorn or there has been no formal lease, 
the increase will actually be the new rent.  For the purposes of the illustration below it 
is assumed a lease is already in place with a rent of £1,000 per annum.  The new 
rent at renewal is £8,000, an increase of £7,000 
 

Year Rent payable 
% of rent 

increase 
Initial rent 

Incremental 

increase 

Saving on 

market rent 

Year 1 £3,100 30% £1,000 £2,100 £4,900 

Year 2 £4,500 50% £1,000 £3,500 £3,500 

Year 3 £5,900 70% £1,000 £4,900 £2,100 

Year 4 £7,300 90% £1,000 £6,300 £700 

Year 5 £8,700 110% £1,000 £7,700 -£700 

Total     £10,500 

 
This example is for illustrative purposes to demonstrate the principle and could vary 
according to the circumstances and lengths of individual leases. 
 
The stepped rent arrangement is intended to help support organisations in the 
transition from a subsidised or zero rent to a market rent.  However, organisations 
are expected to be able to demonstrate some level of self-sufficiency.  While these 
proposals set out proportionate payments, the Council is considering whether it 
would be appropriate for a de minimis rental level of £2,000 which organisations 
would be expected to pay even if the calculation of their initial step rent was lower.   
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Criteria 
 
Stepped Rent will only be considered where an organisation is not eligible for the 
Council’s rent reduction scheme.  It will not be considered where an organisation is 
eligible for the rent reduction scheme but fails to meet the organisational and 
community benefit criteria. 
 
Each case will be considered on its merits but the following criteria will be applied: 
 

• The organisation must meet the same organisational and governance 
requirements as required for the rent reduction scheme, and 

• The activities undertaken at the premises must meet the same criteria 
relating to community benefit as those applied to the rent reduction 
scheme. 

 
 
Application Process 
 
The application process will follow the same format as for the rent reduction scheme 
with the opportunity to submit an expression of interest being offered with the offer of 
a lease.  The initial and, where appropriate, detailed assessment will offer the 
opportunity of appeal to the rent reduction appeal panel for a final decision. 
 
 
Reporting 
 
Where the Council agrees a stepped rent, the decision will be reported alongside the 
reporting of rent reductions to the Grants Determination Cabinet Sub-Committee for 
information. 
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Appendix 
 
Summary of Consultation 
 
Survey Results 
 
Four open questions were asked in the survey. Each one related to one of the 
proposals put forward by the Council to revise the rent reduction scheme and other 
lease arrangements. 
 
There were 22 respondents representing 19 different organisations and one 
individual. One response was anonymous.  20 responses were from Tower Hamlets 
based organisations or residents.  15 responses were from organisations currently 
occupying Council owned premises. 
 
All of the survey responses were completed after the TH Council for Voluntary 
Service Premises Group meeting on 15 November 2017 and many were completed 
by representatives of organisations which attended that meeting.  It is therefore 
reasonable to assume many of the responses to the survey were informed by the 
discussion at the THCVS meeting.   
 
The four proposals and questions together with a summary of the survey responses 
are set out below.  Where organisations have raised concerns or questions, the 
Council’s response is also included. 
 
 
Proposal 1  Proportionate rent reduction where there is a mix of economic and 
community benefit activity; 
 
What do you think of the suggestion there should be some opportunity for 
organisations which have contracts with public bodies to have a partial rent reduction 
if they also have separate activities which satisfy the community benefit criteria? 
 
Response Number of 

responses 
Council commentary 

Agree 13  

Disagree 1  

Full reduction to all VCS 
organisations 

4 The Council has already agreed the 
maximum reduction will be 80% 
following consultation with the sector 
in 2016. 

Concern about compatibility of 
general community use with 
main services, particularly 
where there is specialist 
equipment and facilities. 

1 It is acknowledged that general 
community use may not be 
compatible with some other uses.  
The assessment can therefore be 
based on either time or space 
devoted to community use. 

Concern that large national 
charities might benefit 

1 Large national charities are mainly 
funded through contracts rather than 
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disproportionately grants.  They would therefore be 
excluded from the rent reduction 
scheme unless they could 
demonstrate significant local 
community benefit from non-contract 
activity. 

Need more information 1 The Council has made the 
consultation documents and 
background information available 
through direct mailing and via THCVS 
website.  In addition there have been 
sessions organised by both the 
council and THCVS for interested 
parties to discuss the issues.   

Consider applying 
retrospectively 

1 The purpose of the proposed 
changes to the current policy is to 
ensure organisations are dealt with 
equitably.  If organisations believe 
they have been disadvantaged, the 
Council may consider individual 
cases on their merits. 

 
 
Proposal 2 Rent reduction criteria – a wider range of acceptable quality assurance 
standards; 
 
What do you think of the suggestion that the Council should accept quality standards 
other than preVisible where an organisation is not managing a building hired out to 
other organisations or the public?  Are there other quality standards in addition to 
those we are suggesting may be acceptable? 
 

Response Number of 
responses 

Council commentary 

Agree 9  
Disagree 1 No reason given so cannot comment 
Additional standards 
suggested 

7 The Council will include its preferred 
list in the rent reduction scheme but 
will also accept equivalent QA 
standards if they are nationally 
recognised. 

Cannot comment 2 Unclear why these respondents could 
not comment 

Unclear 2 Statements which appear to be 
endorsing the principle of QA being 
used as a criterion for rent reduction 
but not specifically agreeing or 
disagreeing with the Council’s 
proposal.  

No response 1  
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Proposal 3 Rent reduction process – grace period to achieve quality assurance 
standard; 
 
What do you think of the suggestion that organisations should be granted a rent 
reduction conditional on achieving a quality assurance standard within an agreed 
period not exceeding 12 months?   
 
Response Number of 

responses 
Council commentary 

Agree 11  
Agree if support offered 3 Agreement has already been reached 

with THCVS to provide support where 
appropriate 

Agree but longer grace period 
to achieve QA 

2 12 months should be an adequate 
period for organisations to achieve 
QA.  In exceptional circumstances the 
council could consider extending the 
grace period but any extension would 
undermine the purpose of seeking 
QA. 

Disagree – should just be 
working towards QA 

1 Simply working towards QA gives no 
indication of the capacity of an 
organisation to manage premises and 
provide a good quality service.  

Disagree – not feasible 1 This comment related to an 
organisation which has a statutory 
requirement to meet service quality 
standards.  The proposal is that the 
Council would not be seeking 
additional QA over and above a 
nationally recognised standard. 

Need to consider balance of 
cost of achieving QA and 
potential rent reduction 

1 Most QA assessments are modestly 
priced and it is unlikely the cost would 
exceed the potential rent reduction 
over a period of years even at the 
lowest level. 

Unclear 2  
No response 1  
 
 
 
 
Proposal 4 Stepped rent increases for organisations not eligible for rent reduction 
 
Do you think the Council should offer a subsidised stepped rent to organisations 
which are not eligible for rent reduction as set out in the discussion paper?  Is there a 
better way to help organisations in the transition to paying a full market rent for their 
premises? 
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Response Number of 
responses 

Council commentary 

Agree 11  
May be misused 1 Not known why this respondent 

though this proposal open to abuse 

New organisations only 1 1The Council agreed in 2016 that 
existing occupiers should be offered 
transitional arrangements of which 
this is one.   

Longer term implications on 
levels of reserves and 
sustainability 

2 Some organisations may choose to 
use their reserves for rent payments 
but the purpose of stepped rents is to 
allow time for organisations to change 
their business model over a period of 
years to give them greater 
sustainability. 

Concern about affordability of 
market rent 

2 The Council has agreed the general 
principle that it should charge a 
market rent and that the impact of this 
should be mitigated where 
appropriate.  However, some 
organisations may face difficult 
decisions about the use of premises 
and what is appropriate for them in 
the future. 

Concern about how market 
rent is determined 

1 Organisations should take the 
opportunity in the lease negotiations 
to question how the level of rent is 
assessed and challenge whether it is 
a true market rent.   

Unclear 1  
No response 2  
 
 
 
 
TH Council for Voluntary Service (THCVS) Premises Group   
 
The meeting of the VCS Premises Group convened by THCVS on 15 November was 
attended by 17 organisations. THCVS also presented issues raised by organisations 
which could not attend. 
 
The discussion paper was generally welcomed and the suggestions put forward 
were supported.  The main issues raised were: 
 
Issue Response 
Rental discount should be 
based on added value to 
the community. 

The rent reduction scheme is the mechanism where the 
Council takes account of the added value to the 
community of a tenant’s activities. 

Some organisations may  
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decide to close because 
they cannot afford any 
increase in rent. 
What is to prevent the 
Council from continuing to 
increase rents at the end 
of each lease term? 

The Council will charge the market rent applicable at 
the time a lease is renewed.  For community buildings 
this will be the community rate calculated to take 
account of the planning restrictions on the use of the 
building. 

Organisations may not 
know whether they should 
opt for a stepped rent or 
rent reduction. 

Even if an organisation only qualifies for a partial rent 
reduction it is likely the rent reduction will be the better 
option.  The stepped rent arrangement includes an 
element of subsidy over the whole five year lease term 
but it is a one off arrangement to take a leaseholder 
from a subsidised (or zero) rent to a market rate.  Once 
the steps reach the market rate any subsequent 
increases will be in line with the market and stepping 
would no longer be appropriate or necessary. 

Some organisations may 
need additional space 
because of mobility issues 
for their staff and service 
users.  The Council should 
take account of this when 
assessing a fair rent for 
the premises. 

This is principally a commissioning issue.   If the 
Council commissions a service where it is necessary or 
desirable for the contracted organisation to have space 
to take account of mobility or any other issues which 
are important in the delivery of the service, it should 
take account of this in the commissioning specification.  
As with any other element of the rent reduction policy, 
the Council must be minded of its duty under public law 
and potential challenge from other potential providers if 
the Council provides an unfair competitive advantage to 
organisations that occupy its buildings.  
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Appendix 3 
Voluntary and Community Sector Organisations  
(as defined by the Council’s VCS Strategy 2016 – 19) 
 
 

• Registered charities  

• Community groups  

• Community associations  

• Tenants and residents groups 

• Green Spaces Friends Groups 

• Co-operatives and social enterprises  

• School/parent groups 

• Faith organisations 

• Sports, environmental, arts and heritage organisations  

• Grant making trusts 

• Housing associations 

• Non-constituted groups of residents working together to make a difference in 
their local communities 

 
 
 


