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1
Introduction
Housing associations as a group spend a large amount of public funds annually and have assets worth billions of pounds on the open market.  Strictly speaking, the individual financial liability of a housing association member is limited to the share capital held (normally £1) if the association is an Industrial and Provident Society, but if things go badly wrong – and they can – committee members may discover that their liabilities are wider.  For instance, committee members must not, by law, allow an association to trade insolvently. 
Whatever the structure of an association, control, and therefore responsibility, lies firmly with the Board of Management.  No matter how much members respect the superior knowledge of their staff they must never allow control to slip through their hands.

In order to ensure financial control, all Registered Social Landlords (RSLs) produce accounts. There are two main types. It is possible to distinguish between the two branches of accounting, which reflect the internal and external users of accounting information.

· Statutory (or annual, published, year end accounts) are required by statute.  The format of these accounts must comply with the Accounting Requirements for Social Landlords in Wales General Determination 2000, The Registered Housing Associations (Accounting Requirements) (Scotland) Order 1999 and the Accounting Requirements for Registered Social Landlords General Determination 2000 (England). They are also required to follow the Statement of Recommended Practice (SORP) 2002 for Registered Social Landlords.  The purpose of these accounts is the provision of information to external parties outside the organisation.

· Management Accounts should be produced regularly, either on a monthly or quarterly basis.  Their purpose is to provide the information necessary to manage the affairs of the RSL efficiently and effectively.  There is no prescribed format for the management accounts although the regulators of RSLs and external stakeholders will require certain information from the accounts. The management accounts are often used as a monitoring tool by its Funders.  The purpose of these accounts is the provision of information to people within the organisation to help them make better decisions. 

This short briefing document aims to give concise guidance to board members on a set of RSL management accounts. 

Management accounts will be used by the management of the RSL (officers and Board Members).  It is important that the Board, and/or the Finance Committee in larger organisations spends adequate time considering the management accounts and understand the implications of the information contained within them.  Usually the management accounts will be presented in a written format together with a verbal report highlighting the main points.  It is vital that members have a clear understanding of the information they contain.  Further enquiries should be made if there is any doubt as to the content or meaning of the information.
The main documents contained within the management accounts will be:

· income and expenditure account

· balance sheet

· loan covenants

· cash-flow statements and forecasts

These documents will not only contain figures relating to expenditure or income, but will also include budgeted figures and the variances of the actuals to these.  
Trends are also important when reading a set of management accounts.  A simple figure in itself may not tell the whole picture, whereas an examination of the figures over a period of time can alert members to potential issues. 

2 
Income and Expenditure Account

Management accounts should include an income and expenditure account for the accounting period under examination. RSLs should prepare clear, timely and accurate management accounts to enable the governing body to monitor performance against budget.  Management accounts must be analysed in order to ensure that any variances from budget are highlighted and any appropriate action taken.

It is fundamental to this analysis and any corrective action that there is an understanding of the causes of the variance that generally arise from a volume variance, where the level of activity is either higher or lower than planned, or a price variance, where the unit cost of the activity is either higher or lower than planned.



Board members might expect to see 
1
Budget figures for the period 
2
Actual figures for the period 
3
Variance amounts 
4
Variance percentages 
5
Actual and projected outturn figures 
6
Budget and actual figures for the corresponding period last financial year and 
7
Detailed notes relating to significant variances.
Regulatory requirement may influence the level of detail and form of the Income and Expenditure Account.

Board Members might wish to keep in mind this checklist of questions when considering their management accounts and associated reports.

3 
Balance Sheet

Management accounts should include a balance sheet at the start and end of the accounting period under examination. A balance sheet is a “snapshot”, prepared to show what resources the association has and how they have been financed. It lists all of the association’s assets and liabilities at the date on which the balance sheet is prepared.

The balance sheet is an important tool for assessing the efficiency of an association’s financial performance, the strength of its financial management and its ability to survive and grow.

As with the income and expenditure account, outlined in section 2, any variances from the budgeted balance sheet should be fully explained.

Board Members might wish to keep in mind this checklist of questions when considering the balance sheet.


4 
Loan Covenants

Loan covenants are agreements between the RSL and its funders that are legally binding on the RSL for the period of the loan. They require the RSL to perform certain acts, for example, the timely provision of financial statements; or to refrain from certain acts, such as borrowing from another lender without prior approval; and to achieve certain minimum ratios of financial performance.

It is usual to include as part of the management accounts a report on compliance with loan covenants. The loan covenant profile usually includes ratios such as gearing and interest cover.

Board members might wish to keep in mind this checklist of questions when considering the loan covenant report.


5
Cash-Flow Statement and Forecasts

The cash-flow statement is a snapshot of how balances have moved and should be compared to the cash-flow forecast. The objective of the cash-flow forecast is to ensure that sufficient cash is available at all times to meet the level of operations that are outlined in the various budgets. It is up to the board to assess how much cash the association holds. The decision will reflect the views of the board and any particular circumstances specific to the RSL’s activities. It should be consistent with the business plan and underlie the treasury policy. The cash-flow forecast combines all those elements of the income and expenditure account and balance sheet (income, cost and asset movement). It explains the movement between the opening and closing balances on a balance sheet.

Cash-flow forecasts are used to predict the movements in cash levels over a period. The key factors relate to the actual receipts and payments of cash, not to when the income has been earned or the expenditure incurred. The cash-flow forecast is a tool for understanding how funds are being used in the organisation.

Board members might wish to keep in mind this checklist of questions when considering the cash-flow statement/forecast.


FURTHER READING

Committee members’ handbook, NHF
What’s it all about? Registered social landlord accounts explained, NFH 1999
In control: the manual for voluntary board members, NHF 2000
The Housing Finance Manual, CIPFA/NHF
USEFUL SOURCES OF FURTHER INFORMATION

CIPFA’s RSLs 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
Andy Burchell, Parkside Housing Group
Arthur Cockburn, Prospect Community Housing Ltd
Suzanne Dowse, (Secretary), CIPFA
Carole Hicks, CIPFA

Lakhbir Jaspal, Accord Housing Group

Patrick McCarthy, Forest of Dean Housing 
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 Association

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).

Loan Covenant Report - checklist of questions





Do I understand the report?


Is it clear whether the covenants have been complied with or not?


If they have not been complied with – is the next course of action clearly identified?











Balance Sheet – checklist of questions





Do I understand the terminology?





Are there explanatory notes to accompany the balance sheet?


Are there any technical terms that I do not understand?


Do I understand the differences between the categories in the balance sheet?


	(For example: fixed assets, current assets, liabilities, debtors, creditors, capital, and reserves)





Do I understand why there are variances from budget?





Fixed Assets


Is the development programme on schedule for numbers and costs?


Has the rate of disposal of properties been greater than anticipated?


Has there been a change to the depreciation policy?


Is the movement in other fixed assets in line with the capital budget?


Current Assets


Are balances consistent with previous years? Are significant fluctuations explained?


Is a change in debtors due to a change in the debt recovery policy or to other factors?


Is the provision for bad debts reasonable and do I understand how it is calculated?


Are sufficient cash balances held to cover immediate liabilities?


Current Liabilities


Are movements in creditors due to a revised invoice payment policy?


Are credit terms from suppliers being maximised?


Do current liabilities exceed current assets?


Is the ratio of current liabilities to current assets consistent with benchmarks?


Long Term Creditors


Are movements in long-term creditors consistent with the Association’s borrowing strategy?


Capital and Reserves


Do I understand what creates reserves?


Does the reserve figure tie into the income and expenditure account?





What does the balance sheet convey to other stakeholders?


Lenders – both existing and potential


Customers


Suppliers


Auditors, statutory agencies and other regulators








Management Accounts – checklist of questions


Are the management accounts……….?


Sufficiently detailed but not excessive i.e. are housing management/ maintenance costs identified?


Presented on a consistent basis i.e. are there trends appearing that assist the reader e.g. for voids, arrears?.


Up to date and produced on a timely basis i.e. are they produced within 3 to 4 weeks of period end?


Highlighting appropriate areas of expenditure and income i.e. housing management/ maintenance/ development


Including appropriate graphs and are these of use?


Are the risk areas of the Association separately identified in the Management Accounts e.g. for salaries, loan interest, maintenance costs, etc?


Do I understand the terminology?


Of what is being disclosed e.g. for voids, bad debts etc?.


Are the terms used explained?


Is the method of apportioning/ allocating overhead explained? – are the overheads apportioned per staff member, floor space, timesheets etc to the traditional cost centres of RSLs – namely housing management, maintenance, development etc? 


From the variance figures:


Are the budget figures quoted based on:





The original budget for the period.


A revised budget during the year to date.


Is it clear whether the position is better than planned or worse?


Are explanations provided whenever the variances exceed a certain limit or percentage?


Are the projected estimated figures for the year disclosed and what impact will they have on the Association’s overall financial position?


Is there a proposed course of action to minimise/ maximise any significant variance outlined in the Association’s reports?


Is there a reconciliation carried out between the year-end management accounts and the audited financial statements?


Are the management accounts traditionally noted or do they generate debate and resultant corrective action, if necessary?








Cash Flow Statements – checklist of questions





(i)	Do I understand the report?





Are the terms used explained?


Do I understand what the report is telling me? Is it clear whether a negative cash flow is good or bad?


Are variances against forecasts reported?


Does the report provide clear justification for any variances, e.g. loans not drawn-down due to delays in the development programme?





(ii)	Do I receive a regular cash-flow statement/forecast that contains the most up-to-date position? – i.e. has it been produced within 3 to 4 weeks of the period end?





(iii)	Does the Association assess the effectiveness of its forecasting with the aim of continuously improving it?





(iv)	The sensitivity of all cash flow forecasts to changes in key assumptions should be analysed. Is this included within the report?





(v)	Can I read the report, does it avoid spurious detail and are the major items of receipts and expenditure included?





(vi)	What is our policy on holding cash and does this report fit in with that?





(vii)	Am I aware of any major decisions from other Board reports that have been reflected in this report (for example to defer/accelerate expenditure)?
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