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ROLE OF THE DIRECTOR OF FINANCE

1
Introduction
1.1
This bulletin is issued by CIPFA’s RSL panel with the aim of stimulating debate with colleagues about the nature of the role of the Director of Finance in RSLs, what it is and how it is changing. It is also hoped that it will be of value both to Board Members who wish to appoint Directors of Finance and to potential applicants for such positions.

1.2
The challenge for the Director of Finance of an RSL is to ensure that finance fully supports the RSLs business direction and continuous improvements in services for tenants and stakeholders in this dynamic world of partnership working, diversification, frequent legislative and regulatory change, mergers and changing group structures.  The Director of Finance must ensure the bottom-line and on-going viability of the association, meet regulatory requirements and offer leadership to finance staff.

1.3
In private companies the role of the Director of Finance will be focused on achieving maximum shareholder value whilst ensuring that regulatory requirements are met, such as statutory reporting and accounting standards. The corporate governance debate of recent years has focused on the importance of risk management and internal controls. 

1.4
In the public services a complex web of stakeholders creates multi expectations and demands on the role.  The reform agenda for public services is seeking improved and customer led service delivery.  Inspection and regulation are linking increased financial freedoms and flexibilities with performance ratings.  The corporate governance debate has mirrored the debate in the private sector with an emphasis on risk management and assurance on internal controls.

1.5
Developments in technology have led to the increasing automation of transaction processing and other backroom processes. This has allowed the finance function to shift increased resources into decision support. The quality of this decision support will impact significantly on the success or otherwise of change management and the achievement of the business objectives, whether in the private or public sectors.

1.6
RSLs stand neither within the public nor the private domain. Whilst they are not public bodies RSLs belong to a tradition of organisations established for a social purpose.  We are now seeing a resurgence of interest in the establishment of such bodies, for example as community companies. Indeed, as partnership work gathers pace, at the boundary between these public and private sectors we see a variety of new organisational vehicles.

1.7
RSLs can range from small charities such as Almshouses and Co-ops to large organisations with a group structure and complex financial arrangements between subsidiaries that themselves may be charities, mutual societies or companies. At present in the whole of the UK there are over two thousand RSLs managing over 2 million homes. Nearly 200 of these, managing over 800,000 homes, have been formed following the Large Scale Voluntary Transfer (LSVT) of council housing from local authorities. Just over 100 manage over 5000 homes each whilst the majority, approximately 1400, are small organisations managing less than 250 homes each.
1.8
Many RSLs have undertaken a significant role over the last 15 years in developing new affordable homes. In some cases these have included not only houses for rent, but also shared ownership initiatives, key worker accommodation, supported housing and properties for outright sale. These have been funded through a combination of public grants and private finance from banks and building societies. This has led to substantial loan finance being arranged and managed by RSLs. 
1.9
The title ‘Director of Finance’ is commonly understood to refer to the person with the overall responsibility for an organisation’s finances.  The scale of the role of the Director of Finance will clearly depend on the size of the association, but the fundamentals of the role will not. 

1.10 In some smaller RSLs there may be no specific person with responsibility for finance and finance related work may be carried out by accountancy firms or even volunteers. 

1.11 The person may also have responsibility for areas other than finance, such as Information Technology, Corporate Services or Human/Physical Resources. Many Directors of Finance also provide the company secretary role in their respective organisations. It is not however, intended to discuss these particular elements in this bulletin.


1.12
This bulletin examines the new challenges for Directors of Finance in RSLs that are additional to what might be considered the traditional activities.  It also includes discussion of the role of Director of Finance in some public services as a contrast to the very particular financial environment in RSLs.

2
A changing role

2.1
Until recently, the main income streams of RSLs were generally set and approved by RSL Boards. However, with the onset of rent regulation in England and Wales (though not in Scotland), potential increases have been restricted in a similar way to that of many public utilities. This coupled with government changes in respect of Supporting People and requirements for Decent Homes standards, etc. has made the role of the Director of Finance much more interesting and challenging. Reducing income coupled with increasing possible demands for expenditure makes competing priorities a key issue.

2.2
RSL Directors of Finance are required to keep their key stakeholders informed of progress. Indeed it is a major challenge to manage all the different information requirements from a whole range of stakeholders, each requiring a different level of information and complexity.  To be able to deliver this effectively calls for excellent communication skills.

2.3
Access to large sums of, both public and private, finance inevitably leads to close monitoring by those regulating and providing it. A key function of an RSL Director of Finance is to ensure that all returns are promptly and accurately completed for its funders, regulator, charities commission etc. The Finance Director will need to liase closely with these bodies to ensure the smooth running of the business.  

2.4
RSLs have borrowed substantial monies secured against long term property assets. These must therefore be carefully managed and maintained to ensure future income streams are able to repay loans. As a result long term business planning plays a major part in the role of Directors of Finance, with many associations maintaining 35-year forecasts and appraising all projects over a similar period.

2.5
Many housing associations have responded to government initiatives and commercial opportunities and diversified into non-housing areas. This has meant that Directors of Finance have increasingly to embrace financial arrangements more akin to the private sector. Such matters require Directors of Finance to be fully aware of financial and risk appraisal techniques and the need to obtain economic return on investments.    
2.6
In the public services, under the governments’ reform agenda, there is an increasing emphasis on improving performance in the delivery of service to customers. Similarly RSLs are expected to continuously improve their services for tenants. This increased emphasis on target setting, performance management frameworks and the integration of service and financial planning, is widening the role for Directors of Finance.  They need now to ensure that finance plays its full part in supporting performance improvements and in delivering customer led services.
2.7
Housing associations can be characterised as risk averse organisations, which have a social purpose underpinning their activities and which receive large sums of public money by way of grant. The traditional role of the Director of Finance places an emphasis on probity and the stewardship of public monies.  

2.8
There are specific rules laid down governing the way in which the statutory accounts of RSLs should be compiled. In England and Wales these are governed by the SORP – the Statement of Recommended Practice – Accounting by Registered Social Landlords and the Housing Corporation’s Accounting Requirements for Registered Social Landlords General Determination 2000 for England and the National Assembly for Wales’ Accounting Requirements for Social Landlords Registered in Wales General Determination 2000.  Is Scotland the Registered Housing Association’s (Accounting Requirements) (Scotland) Order 1999 applies.
2.9
Cash flow issues coupled with the large amounts of private finance borrowed by developing and LSVT associations, means that treasury management is a key responsibility. Private lenders set various covenants and ratios that need to be achieved if associations are not to default on loans. Managing a large loans portfolio and ensuring that costs are minimised without risk is a key activity for many Directors of Finance.

2.10
RSL Directors of Finance need to be aware of and deal with many taxation issues. Not only are non-charitable associations liable for Corporation tax on surpluses, but most associations are unable to recover VAT on all expenditure. This means that tax planning has a much greater significance in RSLs than in many public service organisations.

2.11
The makeup of the Board and its Committee structures in RSLs can be very different from that in public sector organisations.  Board Members are selected by due process as volunteers and generally receive no payment for the responsibilities and work they undertake. This is now changing in England following the publication of the Housing Corporation Good Practice Note in June 2003 Board Member Remuneration which sets out in what circumstances payment might be made to RSL Board Members.  In Wales and Scotland the rules not allowing payment to Board Members continue to apply. Some Board Members may be nominated on to individual Boards by either tenants or local authorities (particularly in LSVT associations). Although generally there is no political debate or context to the discussions undertaken. In providing support and advice to Boards and Committees, RSL Directors of Finance must ensure that appropriate information is given to enable Members to make balanced judgements and approve decisions. 

3 How do you measure up?

3.1
Four key elements summarise the role of a Director of Finance:

· maintaining strong financial management underpinned by effective financial controls and firm risk management.
· leading and managing an effective and responsive financial service

· providing financial support and advice to all staff in their operational roles

· contributing to corporate management and leadership, including supporting and advising Board Members

What do these mean in practice for the Director of Finance and what are the key activities?

3.2
Strong Financial Management

“maintaining strong financial management underpinned by effective financial controls and firm risk management.

Consistency of standards and transparency in financial activities are essential.  The panel’s view is that the role of the Director of Finance does not stop at the boundaries of the association, but extends into partnerships, joint ventures and companies in which the association has an interest.

Key activities
· Advising on risk management, including safeguarding of assets, risk avoidance and insurance.

· Ensuring there is an effective system of internal financial control.

· Ensuring that financial management arrangements are sound and effective.

· Ensuring treasury management arrangements are in place.

· Ensuring that any partnership arrangements are underpinned by clear and well-documented internal financial control.

· Advising on anti-fraud and anti-corruption strategies and measures.

· Securing effective systems of financial administration.

· Ensuring regulatory returns, accounts and grant claims are properly prepared.

3.3
Leading the finance function



“leading and managing an effective and responsive financial service”

Sound financial strategies and the provision of advice and information to all parts of the association’s business are essential if the association is to remain viable and pursue its plans in a controlled manner.

The Director of Finance must also lead the finance function and ensure it is adequately resourced and meets the needs of its internal customers.

Key activities

· Ensure financial strategies serve the business objectives.

· Ensure budgets are properly managed.

· Advise on performance management and measurement.

· Secure high standards of financial service to tenants.

· Demonstrate accountability to tenants and other stakeholders by providing robust financial and performance information.

· Establish a good professional working relationship with internal auditors, external auditors, inspectors, regulators and other statutory agencies.

· Ensure that financial advice and information is provided to all parts of the association.

· Ensure finance services to internal customers meet their expectations and need.

· Lead and manage the finance function.

3.4 
Support and advice

“providing financial support and advice to all finance staff in their operational roles”

A key part of the Director of Finance role is to ensure that timely, up to date and relevant financial advice and guidance is given to all staff working within the business.

Key activities

· Act as the head of profession for all finance staff in the association.

· Ensure that the finance service has a thorough understanding of the business and all aspects of its finances.

· Ensure that finance contributes at all meetings where financial matters or implications will be discussed

· Ensure finance staff remain up to date with all accounting, regulatory and statutory changes relating to the sector.

· Ensure there are high standards of performance throughout the finance function.

 3.5 Contributing to Corporate Management
Contributing to Corporate management

“contributing to corporate management and leadership, including supporting and advising board members”

Although Board Members are ultimately responsible for agreeing the association’s business direction, it is the corporate management team that is responsible for implementing policies and ensuring there is an effective approach to performance management.

The Director of Finance has an essential part to play.

Key activities

· Involvement in the strategic decision making processes.

· Contributing effectively to corporate management.

· Ensuring the association’s finances are well managed.

· Contributing to developing the business, and partnerships.

· Building effective relationships with stakeholders.

· Advising on protocols setting out the role of Board Members for financial management.

· Advising Board Members on financial matters.

· Ensuring Board Members receive the right financial information to monitor financial performance and targets.

4
The Person

4.1
In RSLs there is no legislative requirement for the Director of Finance to be a qualified accountant, i.e. a member of one of the six member bodies of the CCAB.

4.2
In England, the Housing Corporation regulates RSLs.  The Regulatory Code and Guidance sets out the regulatory framework.  Specific and separate guidance applies to RSLs with fewer than 250 units.

· Para 2.2 of the Code states, “that Housing Associations should be headed by an executive board with a sufficient range of expertise — supported by appropriate governance and executive arrangements — that will give capable leadership and control.”

· Para 2.2(c) follows and states, “Organisational management structures reflect the Association’s business objectives.”

The Housing Corporation will therefore expect an RSL’s management team to be suitably qualified commensurate with the association’s business and scale.

4.3
In Wales, the National Assembly for Wales regulates RSLs. The Regulatory Requirements of the National Assembly for Wales state

· 
Para 2.8 “appointing a suitably qualified and experienced finance director and ensuring that he or she is given the right of direct access to the board and the duty to report matters of financial concern to it without delay”.

· Para 2.11 “The Board should ensure that organisation structures, employment and staffing policies are those required for efficient and cost effective conduct of the RSL’s business…………….. 

· ensuring that staff are adequately trained and competent to carry out their duties”.

4.4
In Scotland, Communities Scotland regulates RSLs.  The regulatory requirements are set out in various publications and guidance notes. There is no specific guidance on the position of Director of Finance although any person in this position will be jointly "responsible for management and control of the organisation that rests with the governing body and this can only be satisfactorily delivered if that body has a full understanding of the risks faced by the organisation". RSLs are independent organisations, with their own governing bodies and professional staff.  They are responsible for the management of the operational and strategic risks faced by their businesses that might lead to loss or financial failure.
4.5
It is not only the regulators who will want to be satisfied with the competency of the Director of Finance.  Lenders of private finance can also be expected to take a keen interest in an RSL’s management team and would not lend if they had concerns.  The suitable qualification of the Director of Finance would be of particular interest to them.

4.6
In practice, the majority of Directors of Finance are qualified accountants.  There are currently no statistics available as to how many Directors of Finance in RSLs are qualified. Some Directors of Finance may hold non-accountancy qualifications reflecting backgrounds in the lenders/ banking sector.

4.7
Whilst accounting qualifications can demonstrate the technical capabilities of potential individuals, there are a number of other essential requirements that are generally looked for when recruiting. Candidates will need to demonstrate excellent communications skills, firstly to work with lenders and those with financial understanding, and secondly, to explain complex financial issues to non-financial staff and Board Members. 

4.8
A record of successful change management and staff leadership will be essential given the developments ongoing for social housing.  The ability to contribute to strategy and business development will be qualities that Boards will look for in their association’s Director of Finance.

4.9
Given the importance of treasury management to larger and developing associations, previous experience in managing loan and/or investment portfolios is also generally considered essential. Taxation skills will also add value to any application. 

4.10
Whilst previous experience within local authorities or housing could be beneficial, the quasi-commercial nature of many associations means that often, candidates with experience in private, manufacturing or commercial sectors are welcomed. Not only can such candidates bring other skills and abilities, but their previous experience may help to identify alternative solutions to issues which arise.
5
Getting it wrong!

5.1
As a highly regulated sector, it is worth noting the current ways in which the responsibilities of RSL Directors of Finance are monitored and controlled. 


England 

5.2
One of the key objectives of the Housing Corporation as regulator is to ensure that associations remain financially viable and demonstrate sound financial management. The aim is that no RSL fails and no funder has to write off monies owing from an RSL. In order to achieve this, the Corporation requires all associations to submit an Annual Accounts and Management Letter, but viability returns are varied according to size and grading. The regularity of these returns will depend on a number of factors including the overall financial strength of the association, the scale of development being undertaken and the amount of private finance involved. 

5.3 From these reviews the Corporation currently grades the viability of all associations on a traffic light system, ranging through eight stages from:

· the association has a strong financial condition and exposures are comprehensively mitigated

to

· the association’s financial condition is poor and viability is in doubt.

5.4
If the Housing Corporation has any concerns about an association’s compliance with its regulatory code it will place it into one of three categories

· continuing regulation

· intervention status – funding may be suspended

· enforcement status – funding is likely to be suspended and the statutory powers of the Housing Corporation used.

5.5
The statutory powers allow the Housing Corporation 

· to intervene and make appointments to the Board of an association to help it resolve problems and improve performance,

· to institute a statutory inquiry in the case of mismanagement or misconduct,

· to intervene where an association is threatened with insolvency.


Wales

5.6
The National Assembly for Wales operates under the same legislation as for England and the same statutory powers to intervene when things go wrong can be applied.

Scotland

5.7
In Scotland the regulator inspects all RSLs with an aim "to ensure that all social landlords are properly governed, managed and viable".  The financial risks of an RSL are considered as part of Communities Scotland's approach to assessing the financial viability of RSLs both in the short term and in the longer term. At inspection Communities Scotland carry out a detailed assessment of an RSL and report on an RSL's financial viability and management.    

5.8
Communities Scotland expects RSLs to be able to demonstrate continued viability and financial capacity.  In some cases, if concerns cannot be fully resolved, Communities Scotland may take early action to understand underlying issues and work with the management team of an RSL to develop an appropriate strategy for its future. Communities Scotland can and will take statutory action by way of their published intervention strategy setting out how they use their statutory powers if improvement by RSLs is not able to be achieved.
Public Service Summary

In the public services there have been a number of documents issued outlining best practice in governance arrangements and the financial management of organisations and the role of the Director of Finance.
Annex 1 Health
Within the NHS there is no legislative or regulatory guidance requiring qualification of the Director of Finance.

In health the finance function faces a number of challenges as modernisation under the NHS Plan is implemented.

· Public Interest in Health


In seeking to make the NHS more accountable to the public the interface between patients, individual members of the public and pressure groups has been broadened.  Directors of Finance in the NHS are more likely than ever to interface with the public.

· Structural Changes


Under the NHS Plan new health bodies have been established each with a range of financial targets and duties.  There are also a number of shared service arrangements, varying in scope.  These devolved arrangements will demand new approaches from Directors of Finance.

· Targets and Performance Monitoring


Targets and external monitoring are integral to the NHS plan.  This places a greater emphasis on the tasks expected of the Director of Finance and the need for them to play an active role in linking financial and service objectives.

Directors of Finance face the dual challenge as members of corporate teams striving to modernise the NHS and as the guardians of public funds.  It is the professional responsibility of the Director of Finance to deliver excellent financial management, effective financial control and the highest standards of probity for public funds in the NHS.

The Department of Health published in March 2003 ‘Delivering Excellence in Financial Governance’ that concentrates on the role as guardian of public funds.  A companion document ‘The Role of the Finance Director in the NHS’ will follow that takes a wider perspective on the developing corporate role that Directors of Finance play.

Accountability for financial governance lies with the Chief Executive as Accountable Officer.  The Director of Finance has a statutory role to ensure that sound financial management practices and procedures are in place.

The statutory role of the Director of Finance is set out in the Directions on Financial Management in England HSG (96)12.  The Directions are specific to Health Authorities. Trusts are expected to follow them as a matter of good practice.  The Directions also set out the range of financial processes and procedures that should be put in place by NHS bodies. These are the responsibilities of Boards, and would normally be delegated to the Director of Finance.

The Accountable Officer for each organisation is required to sign the annual ‘Statement on Internal Control’ that reports on the system of internal control which is underpinned by compliance with the Financial Management Controls Assurance Standard.

Annex 2 Local Government
In local government statute specifically requires that an officer of the authority has responsibility for the administration of the authority’s financial affairs.  In England and Wales the officer appointed as the Responsible Financial Officer must be a member of a specified accountancy body, ie a qualified member of one of the six bodies comprising the CCAB.  This requirement is recognised as good practice in Scotland.  There is no equivalent requirement in Northern Ireland.  


In Local Government, CIPFA published in 2001 with SOLACE (the Society of Local Authority Chief Executives) ‘Corporate Governance in Local Government: A Keystone for Community Governance – Framework and Guidance Notes’.  This was followed in January 2003 by a revised ‘Statement on the Role of the Finance Director in Local Government’.


Local Authorities face a focus on the continuous improvement of services delivered to citizens and an expectation of a sound governance framework.  Central Government has linked financial freedoms and other powers to an assessment of a Council’s performance.



Case law and statutes have developed the statutory responsibilities of the Director of Finance in Local Authorities.  Section 151 of the Local Government Act 1972 requires the appointment of a Responsible Finance Officer (RFO) in England and Wales, and Section 95 of the Local Government (Scotland) Act 1973 requires the same for Scotland.  This person, who must be an employee of the authority, is in practice responsible for managing the totality of the authority’s financial affairs of its dealings.  The person also has a fiduciary responsibility to local citizens. The RFO has statutory protection against dismissal.


The statutory responsibilities in England and Wales include the requirement to report if there is or is likely to be unlawful expenditure or an unbalanced budget. They are being extended to ensure an authority remains within the new prudential limits for borrowing and capital investment.  The finance director will also have a statutory duty to report to the authority at the time the budget is considered and the council tax set, on the robustness of the budget estimates and the adequacy of financial reserves.  They will also have a key role in fulfilling the new statutory duty on authorities to keep their finances under review during the year and take action if there is evidence that financial pressures will result in a budget overspend or if there is a shortfall in income.


The Accounts and Audit Regulations 2003 (England and Wales) and the Local Authority Accounts (Scotland) Regulations 1985 impose responsibilities on the finance director relating to accounting records and supporting information, control systems and the statement of accounts.

Annex 3 Further and Higher Education

Further and higher education institutions are not required by law to appoint a Director of Finance.  The finance memorandum with the funding council requires the governing body of the institution to designate a principal officer, normally the vice chancellor or principal, who must satisfy the governing body that all the conditions of the memorandum are being met.  It is usual for day-to-day financial management to be delegated to a Director of Finance.

The financial memorandum sets out the terms and conditions for the payment, by each higher education funding council and the institutions it funds, of funds made available by the relevant Government department to be used for teaching and research.

This places a requirement on the governing body of each higher education institution to:
· ensure funds from the higher education funding council are used only for the permitted purposes

· ensure that there is in place a sound system of internal financial management and control

· plan and conduct its financial and academic affairs to ensure that it remains solvent and that, taking one accounting period with another, its total expenditure is not greater than its total income

· deliver value for money from public funds

· provide information, including financial information, of a satisfactory quality within prescribed timescales

· ensure the institution has adequate insurance cover

· ensure that the institution complies with funding council requirements regarding:

· the sale of land

· granting of leases

· borrowing

· the provision of contractual services

· publishing financial statements

· audit.

In every one of these key requirements included in the financial memorandum, the director of finance has an important role to play.

Each higher education funding council issues an audit code of practice that sets out its minimum requirements for external and internal audit arrangements and the broad framework within which they should operate.

The audit code includes a number of mandatory requirements that are a condition of funding, the establishment of an audit committee for example.  There is therefore a key role for the Director of Finance to help ensure that the institution does not fail to comply with these requirements.
In June 1998 the Higher Education Funding Council for England published Effective Financial Management in Higher Education : A guide for governors, heads of institutions and senior managers (Report 98/29) which sought to encourage good practice in effective financial management throughout the sector.  Although the guide is not mandatory in its application, there is a widespread expectation that it will be used by institutions to test their financial management arrangements and ensure that they are effective, appropriate and robust.


CIPFA with the British Universities Finance Directors Group published guidance in December 2001 on the context within which directors of finance operate and the key activities and main tasks of the role.

USEFUL SOURCES OF FURTHER INFORMATION

CIPFA’S RSL Panel

The RSLs Panel reports to the Institute’s Public Finance and policy 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 (Secretary), CIPFA

Lakhbir Jaspal, Accord Housing Group

Patrick McCarthy, Forest of Dean LSVT 
Arthur Merchant, RSM Robson Rhodes

Katrina Michael, Mid-Wales Housing Association

Harry Lloyd, National Assembly for Wales

Brian Logan, Hanover (Scotland) Housing Association

Kevin Pearce, Ocean Housing

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

Julie Robinson, Whitefriars Homes Ltd

John Squires, Wyre HA
Norman Thomas, Places for People Group
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.
Comments

If you have any comments or suggestions regarding this bulletin 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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