Agenda item 6

VECTIS HOUSING ASSOCIATION LIMITED
TREASURY MANAGEMENT REVIEW 2016
1. Introduction

This review assesses the adequacy of controls and procedures which seek to facilitate and establish the best use of the Association’s financial assets. Such controls are intended to ensure:

· there are adequate funds for investment in new homes, for sustaining existing housing stock for the long term, for safeguarding the organisational structure, and, most importantly, for continually improving the quality of services to tenants; 
· that such funds have been financed at competitive rates and associated terms;

· any surplus funds are invested safely and securely at competitive rates;

· measures to secure the timely collection of all core income (ie rents) are in place and continuously reviewed;

· measures are in place to ensure the Association achieves value for money with its activities.

The review should be read in the context of the size of the Association, the sums involved, and the resources available for addressing improved investment and borrowing terms, all of which are limiting factors. There is also a wider context which must be considered – that of the political environment in which the Association now operates. Negligible subsidy, welfare reforms, and the potential onslaught that is Right to Buy will all create challenges which will impact on the Association’s resources in the fullness of time.
2. Revenue 
2.1 Rental income 

The Association’s income stream is derived primarily from its rents. The cash flow is enhanced by the impact of cost efficiencies which are an integral feature of business operations.

Approximately sixty per cent of the Association’s rental stream is effectively effectively ‘protected’ in the form of housing benefit paid direct to it, normally every four weeks, when an average of £80,000 is paid straight to the Association’s bank account. Systems and processes are in place to maximise tenants’ entitlements and to keep the Local Authority, the distributing body, up to date with individual tenant arrangements. Such procedures obviously assist with inward cash flow. 
This whole concept will gradually succumb to the introduction and application of Universal Credit on the Isle of Wight (it is already underway in some selected locations elsewhere in the country) which commenced in in December 2015. Tenants with new benefit assessments will receive one payment comprising all benefits to which they are entitled, and this will be paid direct to them monthly in arrears. The initial activity will apply to new claims made by under 25-year-olds. 

Members are well informed of the issues associated with the key variations in current arrangements. 
The following measures are in place to mitigate its likely impact:

· Rent arrears are the sole responsibility of the Income Management Officer(IMO), whose activities are overseen by the Housing Services Manager (HSM). 
· A statistical report is prepared for senior managment following the week in which the housing benefit four weekly cycle is processed, as this gives the only accurate arrears figure. 
· Meetings are held with the HSM, and the IMO on a monthly basis. Initiatives to mitigate any increase in overall arrears are continually under review. 

· NOSPS are now routinely imposed on balances in excess of £500. 
· Tenants are now offered a wide variety of alternative payment methods, with the recent introduction of ‘payment on-line’ and a credit card facility to augment the debit card process introduced a year or so ago. Staff are also issued with IT tablets to better facilitate payment in this way during home visits.
· Communication procedures have been enhanced further by the introduction of an interactive website, which also facilitates payment.
· Active consideration is now being given to the introduction of direct debit facilities. This process has capital cost and resource implications, the benefits of which need to be demonstrably greater than the investment in order for it to be effective
· A broader and proactive approach to helping tenants manage their financial arrangements is in place. The IMO is now qualified to provide such advice, although this stops short of the need to register to do so. Officers continue to assist tenants with problems they may experience when called upon to meet their financial commitments to the Association. Such measures include manageable repayment plans, general advice, and support for other schemes which ultimately free up tenants’ resources to facilitate the payment of rent.
Nevertheless, there is only so much that can be done to protect cash inflow.
It remains the case that a certain amount of additional cost is foreseen to meet the resources which may be needed just to maintain the status quo, but this will only be called upon when it becomes clear that existing systems and procedures cannot meet the objectives.

2.2 Expenditure

Revenue investment

The single biggest budget item, apart from salaries and associated costs, is that of responsive and planned maintenance, which is carefully reviewed in detail by the by the CE, Finance Manager (FM), and Property Services Manager (PSM). The budget is based upon a scientific review of requirements informed by the stock condition survey. Expenditure is monitored monthly by the senior management.

The PSM continues to explore initiatives which bring about significant cost benefits, mainly through the introduction of more cost-effective procurement methods. 

The constraints placed on income stream by welfare reform and current development plans (qv) may become an influencing factor in future maintenance planning. 
The Association retains a relatively low administrative expenditure base. The CE continues to keep contracts with service providers under close scrutiny. There is now a register of such detail, particularly, but not exclusively, in the area of telecommunications, and this has brought about efficiencies, whilst enhancing the impact of communication generally.
Other areas where value for money has been demonstrated are well reported, and will be highlighted in the Association’s Annual Report as part of the new regulatory criteria.
These factors all contribute significantly to the substantial operating surpluses delivered each year, notwithstanding the annual investment in sustaining housing stock for the long term. This does not happen by accident. It is the result of prudent treasury management, balanced with a clear understanding of the needs of the business.
3. Capital investment

Investment in new homes remains a key strategic objective for the Association over the life of the current Business Plan. Whilst there is a healthy theoretical pipeline of projects in place, two key schemes intended to run in tandem with those of Greenmount and Bembridge are stalling due to circumstances beyond the control of the Association. The consequences of this situation will impact adversely on short-term financial projections, especially if they are not completed and generating income by March 2018 which is the latest date by which the Triodos loan needs to be drwn down in entirity.

The above mentioned four projects are intended to be financed by existing borrowing facilities, mainly through Triodos Bank. 
4.  Mortgages

4.1 Orchardbrook (Royal Bank of Scotland): former Housing Corporation Loans
There has been no change in the nature or status of these mortgages which members will recall are at various, and arguably excessive, fixed rates. The potential for re-financing the capital balance of £425,000 has been well documented in recent years.

4.2 Nationwide Building Society

The key financial covenants of interest cover to operating surplus, and the ratio of loans to reserves, continue to be met comfortably. 
Members are reminded that the obligatory five-year professional evaluation of security was undertaken by Countrywide Surveyors in May 2013. There are 110 properties in mortgage to Nationwide.

The Association is currently repaying capital at the rate of around £210,000 each year, a not insignificant sum in itself. This obviously reflects well on the gearing ratio.
4.3 Interest rates (Nationwide)
The Association continues to enjoy a lengthy period of low LIBOR rates. 
On the “old” facility the overall rate is 2.54 (2015 2.52) per cent on the variable element of mortgage (£1.23 million).  The fixed element attracts a rate of 3.19 per cent. The comparable rates for the “new” facility are 2.54 (2015 2.4177) per cent on £865k, and 3.78 (3.68) per cent on £881k respectively. 
It remains important to appreciate that the savings these very favourable rates over the last five or six years or so have facilitated surpluses which have part funded both development and modernisation projects perhaps earlier than planned. Thus the Association has taken full advantage of the opportunities such rates have created, and remains well placed to withstand the effects of more austere times should they occur.
Subject to the impact of welfare reform and universal credit, there is sufficient surplus capacity to withstand a moderate rise in interest rates. The current Business Strategy allows for libor/base rates to increase steadily to 4 per cent by March 2018, and new development projects are evaluated on the basis of a 6 per cent overall rate, including margins, over a 25 year period. Given the current base rate of 0.5 per cent, and ‘expert’ financial analysis indicating slow and steady increase in due course, this would seem a sufficiently prudent approach.

4.4 New Finance – Triodos Bank
The Triodos facility of £2 million has yet to be drawn down. The commitment fee of 1 per cent is paid in the meantime. Members are reminded that the whole of the loan must be drawn down by March 2018, so development projects intended to be funded by this means need to be completed and generating income as soon as possible before then.

(Members are reminded of the broad terms: £2 million facility, a repayment term of 25 years with a ten-yearly review of margin - initially 2.25 per cent, and a minimum lending rate of 3.5 per cent. (This last condition will become irrelevant if the loan is not drawn down until base rate has increased by 0.5 per cent, which may well be the case within a year or so.) Given the rates currently charged by Nationwide, and the cautious approach now adopted by financial institutions, these terms would seem to be moderately favourable.)
4.5 New Finance – Other sources
The funding of schemes beyond the current proposals will require additional financing, the timing of which is difficult to judge, given the length of time the documentation takes to complete once such terms are agreed. There would still appear to be one or two financial institutions willing to entertain modest mortgage facilities such as those the Association likely to need.

5. Funds invested

The Association does not have the resources to devote to a daily review of where best to invest its surplus funds. An approved independent financial advisor (IFA) is retained to review rates and terms on a periodic (albeit infrequent) basis. This approach is considered adequate in the current climate of exceptionally low interest rates and the amounts involved. The cost of more regular and comprehensive research would easily outstrip the benefits likely to be gained.
Under advice from the IFA, £500,000 is invested with Market Harborough Building Society at 1.45 per cent, and the other half with National Counties Building Society at 0.95 per cent, which two institutions appeared to be offering the best alternative fixed rates at the time of investment. There has been no call on either of these investments since their inception.

The Association retains the grant from IW Council amounting to £300,000 which requires to be invested appropriately whilst it is awaiting allocation to the Bembridge  housing project.
Remaining cash funds are currently kept ‘at close quarters’ with NatWest, the Association’s day to day bankers, at rates of between 0.3 and 0.5 per cent.

By arrangement, NatWest continues to transfer the Association’s funds from current account to an interest-bearing deposit account, so that the former balance is maintained at around £5,000, and this ensures best use of funds which are likely to be called upon at relatively short notice. 
Notwithstanding the foregoing, it remains prudent to strike a balance between holding surplus funds available for new homes, and otherwise placing them on deposit. The former approach is adopted because:

· It is a critical part of the Association’s business to provide new homes;

· Interest rates are so low that there is in fact very little practical benefit accruing to locking away funds, given also the resources necessary to continuously research the market for the best of such rates, and

· In the current climate, opportunities such as that described above need to be seized. The Association must be seen to be ready and able to participate in such activity when it arises. 
6.  Conclusion
Whilst the measures applied previously in treasury management have clearly earned the Association considerable cost benefits over the years, those now in place demonstrate an enhanced commitment towards strategic objectives. 

All staff are charged with responsibility to explore and introduce initiatives which deliver better value for money. These have produced significant benefits in many aspects of the Association’s day to day operational activity. The broader detail has been reported in successive reports, and will be covered in the VfM report contained in the Annual Report.

Day to day income and expenditure continues to be monitored, and controlled in line with budgetary provision, essentially by the FM in his financial capacity. 
The Finance Committee shares with the Board the review of management account information in a timely fashion, at least once a quarter.
The appointment of an IFA to help monitor, and maximise income from, invested funds, whilst also managing the Association’s pension arrangements, improves the Association’s capacity to generate further income from this resource. It is nevertheless reasonable to conclude that since there is currently no individual employed exclusively for the purpose of manipulating funds to achieve maximum investment income and minimum servicing costs on finance, the Association has continued to maximise its cash resources, given such constraints.
The Finance Committee scrutinises annual budgets, annual audited financial statements, and cases for changes in operational direction when proposed. The Committee Chairman and FM (in consultation with the CE) are authorised to make intermediate investment decisions from time to time, and the Chairman of the Board is included when there is a capital investment opportunity in line with the development strategy. All such decisions are ratified subsequently. 
In addition, the appointment of a new Internal Audit Representative will bring a fresh approach to this important aspect of our work and reports at least once a year on the effectiveness of the Association’s overall controls, and on the ratios which reflect its financial position at the balance sheet date.
Such procedures work well, keeping the business going.
In the meantime, given the resources available to it and the more recent enhancements to due process, it is considered that the Association’s short, medium and long-term financing and investment positions remain sound, and are being effectively managed. 
It is RECOMMENDED that members endorse this conclusion, and that current practices be maintained accordingly. 
P.V.Hann, 
Chief Executive,
July 2016
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