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1
Introduction

1.1
Before the growth of private finance, treasury management for many social landlords was largely about cash and cash flow management, banking, debtor and creditor control.  It was a relatively uncomplicated activity and for many small RSLs it still is.  Private finance now stands at around £26billion and many RSLs now employ a range of sophisticated financial instruments, with a terminology outside the normal understanding of those not dealing with such matters on a day-to-day basis.  Treasury management occupies for many RSLs a vital role and makes a substantial contribution towards the achievement of an RSL’s wider corporate objectives.  These days financial markets are fast-moving.  New treasury management techniques constantly arise.  If not managed properly treasury activities can be a cause of high risk and potentially damaging losses.  

1.2 The Housing Corporation’s Circular R2-04/99 deals with treasury management and makes clear that the board of an RSL is responsible for ‘ensuring the formulation and implementation of treasury management policy, procedures and controls are appropriate to their operational needs and in accordance with legislation, relevant regulations and best professional practice’.  

What then does the board need to ask to satisfy itself that this is the case?

This short briefing document aims to give concise guidance to board member to help them answer this question.

2
Three key features

2.1
The board should first be satisfied on three key features for effective treasury management.

(i)
The existence of formal objectives, policies and practices, strategies and reporting arrangements.

(ii)
A recognition that management and control of risk are prime objectives.

(iii)
The pursuit of best value and performance measurement as valid and important tools.

These key features should be contained in the association’s policy statement on treasury management. The policy statement should be a strategic high-level document and place risk control as the key priority.  The board will need to ensure that it is in place and that they have formally approved it.  

2.2
The policy statement will need to be supported by detailed practices and procedures.  These detailed practices on treasury management will cover such issues as:

· interest rates – how the RSL will react to and cope with the effects of changes in budgeted levels of rates

· the refinancing of borrowings – how it will avoid having to refinance at an inopportune time

· credit risk – to make sure it does not lend to or borrow from a bank of uncertain credit rating

· the treasury management decision-making process and the records kept, including an audit trail

· treasury staff-training, competencies and cover for absences

· achieving openness and transparency in its treasury activities

· accountabilities and limitations of power

· reporting requirements – the Housing Corporation requires reports of significant transactions undertaken and a formal statement of treasury activities to be prepared annually.

3
A Checklist for Boards
Board members might wish to keep in mind this checklist of questions when considering their treasury management strategy and reports.

	(i)
Do I understand the risks in the long and short term of……?

· borrowing in advance / or too late

· breaching covenants

· protecting investments

· breaking the rules set by the regulators.

(ii)
Do I understand the terminology

· of what is being proposed?

· are the terms used explained? 

examples might include: swaps, derivatives, fixed/floating charges, realised/unrealised gains, penalties on redemption – breakage costs, hedging

(iii)
Can I understand the financial statements? 

· net current assets/liabilities

· interest cover

· interest capitalised

· capital commitments

· gearing

· undrawn borrowing facilities.

(iv)
Do I understand the Treasury Management Strategy? 

· the number of lenders

· when do we need to borrow - how does this link with the cash flow?

· does the strategy link with business planning?

· what are we doing to manage security?

· do we comply with the Housing Corporation requirements?

(v)
What do I need to know before I approve loan documentation?

· are we within borrowing limits?

· is the financial instrument allowed under our rules?

· is the financial instrument allowed under our treasury management policy?

· have we consulted external advisers eg lawyers?

· have we consulted our auditors?

· do we understand the covenants? 

· are we anticipating fixed/ floating charges

· can we afford the interest and capital repayments?


4
Further Guidance on Treasury Management
4.1
More detailed guidance on treasury management can be found in 
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USEFUL SOURCES OF FURTHER INFORMATION

Cipfa’s Rsl Panel

The RSLs Panel reports to the Institute’s Public Finance and Management Board.  Its areas of interest and activity are:

· consideration of finance and policy issues relating to registered social landlords;

· the production and dissemination of relevant advice and material on best practice for members and employers on social housing issues;

· responding to government, professional bodies’ and other bodies’ consultation and discussion papers.

The Panel meets three times a year.  Its meetings consider technical issues in the field of social housing finance, responses on government and others’ consultation papers, and Panel projects.  

Panel Members

The Panel membership includes practitioners and consultancy firms working in and for RSLs, along with representatives from the National Housing Federation and national regulators.  Its current membership consists of:

Richard Sheppard (Chairman), Methodist Homes Housing Association Ltd
Arthur Cockburn, Prospect Community Housing Ltd
Carole Hicks, CIPFA

Lakhbir Jaspal, Accord Housing Group

Patrick McCarthy, Forest of Dean LSVT 

Arthur Merchant, RSM Robson Rhodes

Harry Lloyd, National Assembly for Wales Brain Logan, Hanover (Scotland ) Housing Association Ltd.

Kevin Pearce, Ocean Housing 

Stephen Purser, The Housing Corporation
Deb Reynolds, Adullam Housing Association

John Squires, Wyre HA
Anne Turner, Jephson Housing Association Group

Bob Wilson, National Housing Federation 

Roy Yates, Communities Scotland

Further Details

Details about the RSLs Panel and its activities can be found on the Panel website www.cipfa.org.uk/panels/RSL/
Details about the CIPFA Treasury Management Panel and its activities can be found on the Panel website www.cipfa.org.uk/panels/treasury_management/
Comments

If you have any comments or suggestions regarding this document please contact Carole Hicks, Finance and Policy Manager, CIPFA, 3 Robert Street, London WC2N 6RL (tel 020 8318 0320 or email carole.hicks@cipfa.org).
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