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Foreword
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Director, Audit

At the start of a new decade, significant universal challenges
including climate change, Brexit, cyber security and now Covid19, will be at the forefront of many board meeting agendas.
The Covid-19 pandemic continues to impact all our lives on a
global basis. The disruption has caught most by surprise and
highlights the importance of being agile to changing economic
and financial market uncertainties. The full impact remains
undetermined, and the current situation remains unpredictable.
In such uncertain times, housing associations continue with
strenuous efforts to do what they do best, and to provide
support to the most vulnerable members of our society.
Undoubtedly, whilst the financial reporting impact of Covid-19
may not be at the top of many board meeting agendas, there
are a number of accounting ramifications that all housing
associations need to carefully think about, as they prepare
their March 2020 financial statements.
Associations are also having to navigate some sector specific
developments, with new building safety guidance, the
2020 Rent Standard as well as the introduction of Universal
Credit, along with other key universal challenges including
Climate-change and Brexit. All these issues are likely to have
a significant impact on most associations and therefore it is
expected that these will also be reflected in the annual report,
particularly in the area of narrative reporting.

With increasing reporting requirements for those entities
incorporated under the Companies Act, there is additional onus
to address climate-related issues. Although these requirements
are not mandatory for all associations, many stakeholders
will be looking for the sector to provide concrete action and
direction on climate change and therefore we expect reporting
in this area to increase significantly, whether required by
legislation or through best practice reporting.
With regards to Brexit, we have now left the EU, the impact of
this decision is still unclear, and therefore it is advisable that
associations continue with their contingency planning, both
in the short-term and long-term; with a particular focus on the
potential impact Brexit may have on funding, employees and
other key stakeholders.
All these challenges are accompanied by the changes in
financial reporting with the new Housing SORP and Accounting
Direction now being effective, however we don’t expect these
changes to have a significant impact for most associations.
Suffice to say, the sector has a number of challenges to
navigate through this coming year, however, we hope that this
sector developments publication, together with the Housing
model accounts will give you some effective tools to tackle your
financial reporting preparations during this difficult time.
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Financial and
narrative reporting
developments

Financial and narrative
reporting developments

Housing SORP
This is a reminder that a revised edition of the Housing SORP1
was published in October 2018 to reflect the relevant changes
to FRS 102 as part of the triennial review of this standard, as
well as clarifying some other areas of the SORP. The updated
SORP is effective for periods beginning on or after 1 January
2019, although early adoption is permitted, provided all
aspects are adopted. Therefore, these changes are relevant
and effective for March 2020 year ends.
Some of the changes will have a more significant impact on the
financial statements of housing associations, whereas other
changes are minor in nature.
Some of the key changes have been highlighted below.
• Entities with listed debt in the group structure – There is
now a new requirement to apply IFRS 8 Operating Segments
(as adopted in the EU) in the consolidated accounts of
housing associations, where the association:
– has debt or equity instruments that are publicly traded, or
– files, or is in the process of filing, its financial statements
with a securities commission or other regulatory
organisation for the purpose of issuing any class of
instruments in a public market; or
– chooses to provide information described as segment
information.
This requirement also applies to housing associations if there is
any listed debt held by a subsidiary within the group structure.

Investment properties rented between group entities - Entities
that rent investment properties with a group entity now have
an accounting policy choice between holding those assets
at fair value or at cost. There is transition relief available as
well for those entities which previously had to fair value their
investment properties rented to group members.
Removal of undue cost or effort exemption – This exemption,
although rarely used, has been removed when valuing
investment properties held by housing associations. Another
area where this exemption was previously used is for mixed
use properties. Under the new requirements, the mixed use
property must be separated between investment property and
property, plant and equipment if the resulting portions could
be sold separately or leased out separately. However, if the
fair value of the investment property component cannot be
measured reliably, the entire property shall be accounted for
as property, plant and equipment.
Operating surplus line - There was some debate in the
accounting profession as to what should be included within the
operating surplus line and what items may be presented below
the line on the face of the Statement of Comprehensive Income.
Housing associations need to ensure that the amount disclosed
is representative of activities that would normally be regarded
as ‘operating’. For example, it would be inappropriate to
exclude items clearly related to operations (such as inventory
write-downs, profits or losses on the sale of property, plant and
equipment, investment property and intangible assets, and
restructuring and relocation expenses) because they occur
irregularly or infrequently or are unusual in amount.
Net debt reconciliation disclosure - You may remember the
note on net debt reconciliation under the old UK GAAP days…
well you may or may not be pleased to know that it is back and
now a requirement under FRS 102 and the updated SORP 2018.
For further detail please refer to the Grant Thornton Model
Accounts, which reflect the updated amendments where
relevant.

1

https://www.housing.org.uk/nhf_catalog/publications/housing-sorp-2018-update/
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The Accounting Direction for private
registered providers of social housing –
January 2019
This is a reminder that the Regulator of Social Housing
published the Accounting Direction2 for private registered
providers of social housing in January 2019. The revised
direction is effective for periods beginning on or after 1
January 2019 and therefore will be applicable for March
2020 year ends.

The principal areas of change are:
• Updates to reflect the requirements of the Value for
Money Standard published in April 2018
• Updates to accommodate the abolition of the Disposal
Proceeds Fund by section 92 (and Part 3 to Schedule 4)
of the Housing and Planning Act 2016
• Updates to reflect wider changes in legislation and
accounting standards as well as recommended practice.

For further detail please refer to the Grant Thornton Model
Accounts, which will be updated to reflect the amendments
where relevant.

2 https://www.gov.uk/government/publications/the-accounting-direction-for-social-housing-in-england-from-january-2019
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Companies (Miscellaneous Reporting)
Regulations 2018
The Companies (Miscellaneous Reporting)
Regulations 2018 are applicable to all
large UK companies, incorporated under
the Companies Act 2006, with reporting
periods beginning on or after 1 January
2019, with early application permitted.
These regulations are not applicable to
those associations incorporated under
the Co-operative and Community Benefit
Societies Act 2014.

The four requirements are applicable to housing associations
qualifying as ‘large’ under the Companies Act 2006, as follows:
• Statement of how directors have complied with their
duties to have regard to matters in Section 172(1) of the
Companies Act 2006
• Statement summarising how directors have engaged with
employees and taken account of their interests
• Statement summarising how directors have engaged with
suppliers, customers and others in a business relationship
with the company
• Statement stating which corporate governance code, if any,
has been applied and how (this is for very large companies
only and is already a requirement under the Accounting
Direction for Registered Providers of Social Housing).
Please note that there is no exemption for subsidiaries, and
therefore if the subsidiary meets the qualifying conditions,
they will need to comply with the new requirements, even if the
parent doesn’t meet the qualifying conditions. The Department
for Business, Education and Industrial Strategy have
published a Q&A document3 to help companies and interested
stakeholders understand how they will be affected by the new
reporting requirements.

3 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/715740/corporate-governance-company-reporting-faq.pdf
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Climate change reporting
As the urgency of addressing climate
change is becoming ever more apparent
the public are looking towards all
organisations, including housing
associations, to lead the way in tackling
the greatest challenge we may come
across in our lifetime.
At present there is no specific requirement in the UK to report
on climate change for housing associations, however there are
many reporting requirements that require those associations
incorporated under the Companies Act to address climate
related issues.

Streamlined energy and carbon reporting framework
The Streamlined Energy and Carbon Reporting (SECR) legislation4
was implemented on 1 April 2019 and is effective for periods
beginning on or after 1 April 2019. The new regulations apply to
quoted and large unquoted companies, and large LLPs and are
therefore not applicable to those associations incorporated under
the Co-operative and Community Benefit Societies Act 2014.
The new regulations require companies to disclose their energy
and carbon emissions in their annual reports. An organisation is
defined as ‘large’ if they meet at least two of the following three
criteria in a reporting year:
• a turnover of £36million or more;
• a balance sheet of £18million or more; or
• 250 employees or more.

Companies Act 2006
For those associations incorporated under the Companies
Act 2006 (the Act), there are sections in the Act that may
encourage, or require disclosure of climate-related matters,
these include:

For companies where energy use (40MWh or less over the
reporting period) is low there is a statutory de minimis exemption.
Where companies are applying the exemption they will need to
include a statement in their annual report confirming that they
are a low energy user. Where a group exists, the low energy user
threshold applies to the energy consumption of the parent group
and its subsidiaries.

Section 414c. This sets out that the strategic report must
include a description of the principal risks and uncertainties
facing the company. It also sets out that where appropriate,
analysis using other key performance indicators, including
information relating to environmental matters and employee
matters should be included.

The requirements, as a minimum, include reporting on UK energy
use from electricity, gas and transport fuel, and associated
greenhouse gases, and narrative reporting on measures taken to
improve the businesses’ energy efficiency in the year.

Disclosures should be sufficient to understand the development,
performance and position of the company’s business on the
impact on the environment. Disclosure relating to the principal
risks and uncertainties may be relevant where climate-related
issues are material.

For further details on all climate related reporting please see the
report published by the FRC in October 2019, Climate Change
Reporting: Where to next?5

Section 172. This sets out a number of matters which a director
must have regard to, including the impact that the company’s
operations have on the community and the environment. The
Companies (Miscellaneous Reporting) Regulations 2018 have
introduced a requirement for all large companies, to include a
Section 172 statement which sets out how they have done this.

4 http://www.legislation.gov.uk/uksi/2018/1155/pdfs/uksi_20181155_en.pdf
5 https://www.frc.org.uk/getattachment/22ee8a43-e8ca-47be-944b-c394ecb3c5dd/Climate-Change-v8.pdf
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Rent changes and Rent Standard 2020
On the 31 October 2019 the Regulator of Social Housing
published its response to the consultation on the Rent Standard
2020 and published a final version of the new standard. The
Rent Standard 2020 replaces the 2015 Rent Standard and
takes effect on 1 April 2020.
Below we have considered some key aspects of the new standard:
• Return of CPI+1% - The most significant change in the new
standard is the return of the CPI+1 formula for rent increases
that applied briefly under the 2015 Rent Standard. This
recognises the Government’s drive to balance the desire to
provide value for money with the need for associations to
operate at a level where investment can be made in current
stock and development of new stock.
• Rent increases for existing tenants – These will be restricted
to CPI+1%, based on CPI for September of the previous
financial year. The CPI for September 2019 was 1.7%, so the
rent formula allows an increase of 2.7% in 2020/21. This limit
applies even if the current rent is below formula – there is no
convergence mechanism.
• Maximum vs target – Under the new standard the focus will
be on maximum rental values rather than the old targeted
rents. This is reflected in the above omission of a convergence
mechanism, further it allows associations to charge lower
rents if they see fit. However, at the other end of the spectrum
rent caps remain in force but will be increased by CPI+1.5%
each year, rather than CPI+1%.

• Social rent tenancies – The standard continues to allow a
range above the formula rent of 5% for general needs and
10% for supported housing. Where the rent is already above
the formula for an existing tenant it may remain but may not
be increased until it is let to a new tenant.
• Clear rationale – When a social rent property is let to a
new tenant, the above formula boundaries can be applied
if judged appropriate. This is a change to the old standard
which would only allow the increases if they had been
present ahead of the standard being implemented. However,
the Policy Statement says that associations making use of
upward adjustments must have a ‘clear rationale’ for doing
so, taking account of local circumstances and affordability.
• Service charges – On social rent properties these are
excluded from the calculation of the formula and the
CPI+1% increase. The policy statement suggests that
service charges should be reasonable and transparent and
notes the expectation that associations make every effort to
keep increases with the CPI+1% limit, clearly subject to the
overriding principle that they reflect the cost of providing
the services. For affordable rents the standard includes
service charges within the formula and there is no upward
adjustment allowed. Further, no changes can be made on the
completion and re-let of a property to the same tenant, rebasing is only allowed if there is a new tenant.

Charity sector developments 11

Legislation

Welfare reform and Universal Credit
The introduction of Universal Credit will require all housing
associations to adjust their strategies and organisation by
grouping various benefit payments, including housing benefit,
income support, and working tax credit, into one single transfer
to the recipient.
For the majority, Universal Credit is set up to be a single,
monthly payment which is paid in arrears directly into the
claimant’s bank account. Payments will include all eligible
housing costs. The claimant will then need to transfer the rent
amount to their landlord.
However, the Department for Work and Pensions (DWP) has
confirmed that they will be testing a new system early this year
to pay social landlords direct payments for those tenants who
require “managed payments” i.e. those who are struggling
to manage their own costs. The new system will see landlords
receive the housing cost element directly from the DWP, at the
same time that tenants receive their Universal Credit payments.

While most providers have invested and prepared for the rollout of Universal Credit since its announcement, the majority of
eligible tenants are not yet in receipt of Universal Credit. The
transition of significant numbers of existing claims to Universal
Credit has not yet begun. It started on a pilot (geographic
area) basis in July 2019 and is set to be complete by 2023.
It has been noted that where an area moves to Universal Credit,
there is often an increase in arrears for a period. Failure to
anticipate and manage this increase in arrears could adversely
affect cash flow and potentially interest cover, therefore
associations should plan accordingly.
The government has issued guidance6 for landlords to help
them understand and plan for the roll out of the Universal
Credit as well as giving them advice on how to support their
tenants to manage the new system.

6 https://www.gov.uk/government/publications/universal-credit-and-rented-housing--2/universal-credit-and-rented-housing-guide-for-landlords
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Regulator of Social Housing: Sector Risk
Profile 2019
In October 2019, the Regulator of Social Housing (RSH)
published its 2019 Sector Risk Profile7. This report highlighted
that operational and strategic risks facing the housing sector
have grown this year principally due to safety concerns
following the Grenfell fire and the uncertainty surrounding the
impact of Brexit.
Some of the risks outlined in the report may assist boards
when assessing their risk registers, formulating their stress
testing, and reviewing cash flow forecasts.
The most significant risks noted in the report are as follows:
• Health and safety compliance: Ensuring homes are safe for
tenants is top priority and there is recognition that ensuring
tenants’ homes are safe goes beyond complying with specific
pieces of legislation, particularly following the tragedy of the
Grenfell fire. This is emphasised in the latest advice regarding
building safety published by the government8.
• Stock condition and asset management: Decision making
on stock quality should be based on a good evidenced
understanding of the overall stock condition and using
professionally sourced information where additional
investment is required.

• Market sales exposure: The board should consider
the impact of the market cycle and slowdown in some
geographical areas and how this impacts development
plans and cash flows. This factor is also relevant when
assessing the indicators of impairment, especially for those
providers with large-scale land and sale stock holdings in
some regional areas.
• Reputational risk: This should be assessed across the
whole organisation including the conduct of the board and
executive members, taking into account all stakeholders’
expectations.
• Rents and rental market exposure: It is important that
strategies and business plans are robust enough to cope
with changes in housing policies, including welfare reform
changes. The report also notes that rent compliance will be
a continued area of scrutiny for the RSH, and boards should
ensure that they have adequate assurance on the quality of
their organisation’s internal controls on rents.
• Investment in the sector: Options for sourcing investment
have widened over the past few years, branching out from
traditional debt finance to include equity backed investment
and leasing and management models. These alternative
forms of financing all come with their own risks and therefore
boards need to consider all their stakeholders before entering
into any new financing arrangements.
There are a number of other sector risks mentioned within the
report such as pension risks, counterparty risks, financial and
treasury management risks, data integrity and technological
changes as well as risks that may arise from changing
business models.

7 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/848158/Sector_Risk_Profile_2019.pdf
8 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/860484/Building_safety_advice_for_building_owners__including_fire_doors_-_
January_2020.pdf
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Impairments in social housing
A social housing report from September 20199 identified
that impairments rose by nearly a third among the UK’s
largest housing associations in financial year 2018. It is
worth highlighting some of the key indicators of impairment
identified, as these are likely to still remain relevant.
• Replacing aluminium composite material (ACM) cladding
in the wake of the Grenfell Tower fire. The government
have updated their building safety advice10 to recommend
removing ACM cladding from all buildings, irrespective
of height. The government previously agreed to fund the
replacement of cladding for any buildings over 18m, however
following the release of the new advice there are calls for
them to extend their funding to all buildings. The building
safety advice also addresses the need for assessments of fire
doors.
• Write-downs of properties in tower blocks that have been
hard to sell due to a lack of clarity concerning building safety
guidance. The industry have attempted to address this via
an agreed new valuation process, which requires a qualified
fire safety professional to conduct a fire safety assessment,
however there are still concerns from mortgage companies
and it is an ongoing issue.

• Falls in values of shared ownership schemes (SO) under
construction - a number of organisations have had issues
with the demand for such properties. Due to thinking/
trends around home ownership change and the economic
environment impacts on the ability of people to enter such
arrangements.
• Impairments are geographically spread - analysing the data
by the G15, there is no specific region where impairment is
particularly prevalent and therefore all associations should
be mindful of the requirement to assess for indicators of
impairments in line with the SORP 14.5.

9 https://www.socialhousing.co.uk/insight/insight/special-report-housing-associations-impairments-rise-by-nearly-a-third-63013
10 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/860484/Building_safety_advice_for_building_owners__including_fire_doors_-_
January_2020.pdf
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Brexit
The UK legally left the EU on 31 January
2020 and we are now in an eleven-month
implementation period. Throughout this
period the UK and the EU will start to set
out plans for their new relationship. The No
Deal scenario is still possible if the UK and
EU have not reached a trade deal by 31
December 2020.
Although there is uncertainty, associations should still
be planning for life after Brexit; this means undertaking
contingency planning, stress testing, and ensuring that plans
are sufficiently flexible to deal with whatever situations may
arise as a result.
Below we have listed some key areas of consideration and
examples of what impact Brexit might have in these areas:
Finance and funding
• volatile exchange rates
• changes to EU funding
• issues with bank covenants

Stakeholders
• change in demands and needs of beneficiaries
• change in the association’s relationship with EU partners
due to new laws
• potential for new international partnerships
Employees
• challenge with retention and recruitment of workers
• change in skill set of employees
• increased workers’ rights
We would expect most associations to be impacted by Brexit
in some way and therefore this should be reflected in the
disclosures on risks in the financial statements, including
what mitigating actions have been put in place to reduce the
significance of the impact.
Guidance
The National Housing Federation have updated their guidance
on Brexit11 for the sector which includes some practical steps
that associations can take during the implementation period.
Grant Thornton are also continually updating their guidance
and insight into Brexit12, covering off the potential impact and
opportunities as well as practical steps organisations can take to
prepare. Please also refer to the Grant Thornton Model Accounts
for further details on the impact of Brexit on narrative reporting.

11 https://www.housing.org.uk/resources/brexit-update-jan-2020/
12 https://www.grantthornton.co.uk/en/insights/navigating-brexit/
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Cyber-crime
Cyber-crime is the act of attacking
computer systems and networks, it can
include the theft of data or disruption to
systems and processes. The risk of cybercrime is increasing all the time, with 70%
of all frauds now being committed on-line.
Associations are equally as likely to be targeted as any other
business and therefore it is essential that prevention measures
are taken. Earlier this year a housing association had its
governance rating downgraded after it was defrauded out of
almost £1m as a result of cyber scam. This example shows that
associations also need to be mindful of the reputational and
regulatory impact that cyber-crime can have.
The Government’s Cyber Security Breaches Survey 201913
revealed that over 32% of businesses had recorded a cyber
breach or attack in between July 2018 and July 2019, with the
most common form of attack being phishing emails. Some of
the common steps associations can take to mitigate the risk of
an attack are set out below:
• carry out cyber security training for all staff
• implement controls to prevent data being amended without
authorisation
• implement anti-spoofing software to identify fake emails
• have up to date anti-malware software and have a person
responsible for ensuring that security patches and updates
are applied correctly to computers
• consider the implementation of a secure File Transfer Protocol
(FTP) service to send files rather than emails.

The debate around an “unregistered
parent”
Since 2010, it has become increasingly popular for housing
associations to set up what has been described by the
Regulator of Social Housing (RSH) as “an unregistered parent”,
as part of their group structure. The RSH has issued warnings
to the sector around this, due to the additional risk an
unregistered parent can bring. Below we have looked at this
from the perspective of the regulator, providers, and funders.
Regulator view:
• Governance – Before changing a group structure there
are a number of considerations to take into account. RSH
expects high levels of governance to be in place at all times,
particularly when making decisions as significant as a
change in group structure. Therefore, if the governance
surrounding the decision making is not up to scratch, the
associations’s governance rating could be downgraded.
• Risk and reward – There is a risk of an imbalance in the
risks and rewards held by the registered entity, with a high
likelihood that the primary risks lie within the registered entity
but not such a great proportion of the rewards.
• Accountability – Having an unregistered parent at the top of
the group could lead to a lack of accountability, as there is no
clarity over who is responsible for strategic decisions.
• Value for money - The RSH also believe that there is a risk that
the housing provider will have to “prop-up” underperforming
other non-housing parts of the group, which does not
demonstrate value for money.

As with all controls it is vital that checks are performed on a
regular basis to ensure they are operating effectively.

13 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/813599/Cyber_Security_Breaches_Survey_2019_-_Main_Report.pdf
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Tax

Provider view:
• Commercially orientated - It is understood that one of the
major appeals for providers to incorporate an unregistered
parent into the group structure is to make the group appear
sophisticated and commercially orientated. As this is one
of the most appealing factors for interested development
partners and funders, the significance placed on this by
providers should not be understated.
• Space to focus on objectives - Creating space between
a provider’s commercial and social housing divisions can
provide important structural benefits on the outset, allowing
the provider to focus on their main objectives.
Funders view:
• Creditworthiness - Funders will have similar worries to
regulators in terms of strategy, accountability and control
when setting up an unregistered parent. Ultimately, they are
concerned over the creditworthiness of the provider due to
increased risk, which is not a positive factor for lenders.
• Balance of decision-making - Lenders will need full
understanding of the new constitutional arrangements that
come with a parent and the provider, focusing particularly
on the balance of decision-making between both sides.
Furthermore, loan agreements established in recent years
may require funder consent to a new parent.
As you can see there are arguments on all sides, however the
key message from RSH is that a change in group structure
should not be a decision that is taken lightly and the provider
must ensure that they have good governance in place and
engage early with both funders and the RSH, to mitigate any
detrimental impact on the group.
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Impact of Covid-19 on the
housing sector
There is no doubt that every single one of us has been and continues to be impacted
by Covid-19. In such uncertain times, now more than ever, communities will be looking
towards housing associations to do what they do best and provide support to those
in need, particularly the most vulnerable members of our society. However, social
distancing as well as staff sickness and absences, has made achieving their aims even
harder. We have identified some of the key challenges below along with the potential
knock on financial/and or regulatory impact:
Challenge

Financial/regulatory impact

• Access to tenants, particularly those in self-isolation as well
as the ability to carry out safety checks for example gas
safety checks and waking watches

• Could result in non-compliance with regulatory requirements,
in particular those concerning tenant health and safety and
service delivery

• Pausing of construction and postponement of other nonessential maintenance and capital work

• Impact on timing of cash flows and uncertainty regarding
future phasing of work could result in liquidity/going concern
issues. Any work in progress and properties held for sale will
also need to be considered for impairment

• Increased administrative burden regarding the surge in
tenants signing up to Universal Credit. Over one million
people have applied for Universal Credit since mid-March
and the number keeps on growing.

• Potential for a backlog in processing all the change in
payment details as well as delays in rent payments from
tenants whilst they wait for their application to clear

• Rise in tenants struggling to pay their rent

• Likely to result in issues around recovery of rent arrears

• Complications due to the government advice regarding
delays to house moves, increased likelihood of sales not
going through due to change in financial circumstances of
buyers

• Property valuations will need to be re-visited at the year end
and timings of cash flows are also likely to be affected

• Furlough of staff - we are aware that some associations are
considering furloughing staff, as well as topping up the 80%
to maintain employees’ salaries at full pay

• The NHF has issued some guidance1 on this, stating that the
majority of associations are eligible for the government’s
scheme. This will require careful consideration as there
are a number of points to take into account eg/ legal and
administrative process in putting employees on furlough,
ensuring rules of the scheme are met etc.

• Staff sickness and absences

• As noted above this will result in issues across the board in
terms of having the man-power to comply with regulatory
requirements and ability to prioritise any critical remediation
work however it will also result in issues in maintaining good
governance and internal controls as well as administrative
tasks such as processing financial transactions.
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National Housing Federation advice
The National Housing Federation is fully aware that
associations will not be able to operate at full capacity and will
therefore have to prioritise their work. They have therefore set
out four key priorities to focus on
1. Keeping residents safe by ensuring critical safety functions
can continue.
2. Protecting residents’ income and livelihoods by halting
evictions for anyone with rent arrears caused by the crisis,
and putting in place extensive support for everyone affected.
3. Keeping vital services running, including care and support
schemes to protect the most vulnerable and ease pressure on
the NHS.
4. Supporting communities to come together to address the
crisis, and helping suppliers and contractors to continue their
important work.
They have published a briefing2 which provides further details
on these four priorities, as well as outlining how housing
associations can best achieve these priorities in the current
circumstances, whilst also identifying what additional support is
required from government.
Regulator response
In light of the pandemic, the Regulator of Social Housing (RSH)
has also responded3 by making changes to their regulatory
requirements as well as setting out some key situations where
they would expect providers to contact them. The key changes
to regulation are as follows:
• Postponing the deadline for submission of 31 March 2020
year end financial statements and Financial Viability
Assessment (FVA) to 31 December 2020 (i.e. a three month
extension)

• Delaying the requirement for the submission for the Forecast
Financial Return (FFR) until later in the year (unlikely to be
before the autumn)
• Taking proportionate regulatory approach in response to
compliance issues
• Increased engagement and request for information regarding
risks to tenant safety and financial viability
Reporting to the regulator
RSH has requested that providers report material issues that
relate to non-compliance or potential non-compliance with the
regulatory standards, in particular those relating to health and
safety, significant service delivery risks to vulnerable tenants,
and financial viability.
In particular, they should report if:
• They are unable to deliver a minimum service to tenants either
as a result of access issues or a shortage of staff.
• They experience a shortage of staff which means that safe
levels of staffing cannot be maintained in care, supported or
vulnerable people’s accommodation
• They identify any danger to tenants that cannot be rectified
within reasonable timescales.
• They have concerns about the viability of their association
As with all sectors, there is also likely to be a significant financial
impact from the pandemic both in the short- and long-term,
and therefore associations will need to consider how this could
affect their financial reporting.

• Relaxing the expectations for value for money reporting
• Pausing of in-depth assessments for the foreseeable future
• Extending the submission deadline for the Statistical Data
Return and Local Authority Data Return until 31 October 2020

2 https://www.housing.org.uk/resources/briefing-our-response-to-coronavirus-and-current-priorities/
3 https://www.gov.uk/government/news/rsh-statement-on-coronavirus
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Financial reporting issues to consider
Covid- 19 is likely to have a significant impact on a number of
areas of the financial statements, we have highlighted the key
areas of consideration below:
• Strategic report - Additional disclosure will be required
around Covid-19 in the majority of areas of the strategic
report particularly in forward looking disclosures including
the impact on: objectives and strategy for achieving those,
future prospects, principal risks and uncertainties, KPIs,
governance, financial review, going concern and reserves.
• Value for money reporting – Covid-19 may have an impact
on some of the value for money metrics this year, particularly
those which are affected by asset valuations and these
should be reported as usual. Under the value for money
standard4 associations are also required to consider future
forecasts and targets in their disclosure, however RSH have
relaxed their requirements for value for money reporting and
have stated that they do not expect associations to spend
time factoring in the impact of the pandemic in their value for
money commentary.
• Governance and financial viability standard - In accordance
with the Accounting Direction5 (page 8) providers must certify
compliance with the Standard during the course of the year
and up to the signing of the accounts, within the narrative
report, or explain why it has not been possible to comply with
the Standard. Therefore, even though the full force of Covid19 has arrived close to the year end there still may be areas
where compliance has not been possible in the last few weeks
of the financial year and up to the signing of the accounts,
due to staff absences and social distancing. These should be
disclosed with a clear explanation as to the impact and what
alternative measures they will put in place.

• Investments and pensions - There is likely to be a fall in the
valuation of investments, which consequently also may have
a knock-on effect on the valuation of defined benefit pension
schemes. For instance, there may be a significant difference
between any estimated investment return on fund assets
versus actual returns, thereby considerably impacting any
defined benefit pension scheme deficit. Actual returns should
be used if possible and therefore it may be worth delaying
requests for actuarial reports, for instance to May 2020, until
the actual fund asset position can be reflected in the year end
accounting valuation. The financial reporting ramifications
and any principal risks and uncertainties arising from
investments and pensions should be reflected in the financial
statements and explained fully in the strategic report
• Investment in joint ventures/investment in subsidiaries –
Some associations have complex group structures and will
need to consider whether the impact of COVID-19 including
any measures taken to control it are an indicator that the
investments in joint ventures/subsidiaries are impaired.
• Impairments – Halting of construction as well as delays in
property sales will need to be taken into consideration when
assessing whether there are any impairment indicators. There
are a number of housing specific indicators of impairment
under paragraph 14.6 of the Housing SORP which are worth
reviewing against your circumstances.
• Property valuations – Due to the current government advice
regarding social distancing and uncertainty around the
housing market, associations will need to ensure that all
property valuations are using the best estimates possible
and full disclosure is given regarding any assumptions that
have been used, particularly in cases where assumptions
have been used as an alternative to on-site inspections. This is
particularly relevant for investment properties and those held
at market rent, however the assumptions used to determine
EUV-SH may also be affected due to the impact on rental
cash flows and maintenance spend.

4 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/686960/Decision_Instrument_16_VfM_Standard_-_FINAL.pdf
5 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/780110/Accounting_Direction_2019.pdf
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• Liabilities – Associations need to consider whether additional
provisions are necessary due to employee layoffs and other
items as a result of COVID-19.
• Going Concern - Going concern and any associated
material uncertainties will need significant consideration
and may have an impact on both the audit report, narrative
reporting and accounting policy disclosures in the accounts.
In the most severe situations, the appropriateness of the
going concern basis for accounting may need to be reviewed.
Some key areas to consider around going concern are:
− Forecasting – any forecasts will need to be revisited in
light of the current circumstances as well as a variety of
sensitivities and stress testing performed. Associations
should also ensure that these go well beyond the 12
months post signing and are based on cash flows.
− Covenants – as most associations will have a March
year-end loan covenants are not likely to be an issue for
March 2020 financial year ends, however the impact of
the pandemic may result in covenants being broken in
subsequent periods and therefore this needs to be taken
into accounts when assessing going concern

• Post balance sheet events – Most associations will have
March 2020 year ends, and therefore additional information
about COVID-19 and its impact should be known at the
reporting date. We would therefore expect most post
balance sheet events relating to Covid-19 to be adjusting
events, however the picture continues to evolve and it will
depend on which asset/liability is affected. Careful analysis
and judgement, with reference to FRS 102 section 32, will
be required to determine what adjustment (if any) and
disclosure is required. Management may also need to add
detail to their financial statement disclosures regarding the
risks and inability to assess the impact of COVID-19 upon the
future financial position and results of operations of the entity
We would encourage all organisations to consider all these
points when preparing their financial statements to ensure that
they have considered all relevant points.

• Distributions paid (via Gift Aid) to charitable parent
association from trading subsidiary: It is important to
consider the company law considerations for the directors
of the trading company making the distributions, both at
the time of proposing a gift aid payment and at the time it is
paid, whether there are sufficient distributable profits to make
such a payment.
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Other issues to consider
Other key areas to consider, as highlighted below:
• Impact on audit work/external scrutiny
− Audit approach - Planned audit approaches are likely to
change due to logistical issues as well as a heightened risk
in a number of areas of the financial statements, resulting
in additional testing being required. Social distancing
will have a significant impact on how auditors obtain the
evidence they require as well as how they communicate.
You may see an increase in use of technology as well
as more substantive testing, particularly if the operation
of internal controls has been affected. Auditors and
associations will need to work together to identify
what alternative measures are possible in the current
environment without reducing the quality of audit
evidence.
− Audit committee meetings - these may also be impacted
if physical meetings are still prohibited/advised against
at the timing of the meeting. Audit committees will need
to discuss with their auditors how best to communicate,
holding virtual meetings where possible.

• Early engagement with key stakeholders – In uncertain times
it is particularly important to be in constant dialogue with all
key stakeholders. Some examples include:
− Valuation experts - These should be contacted as
soon as possible to establish how they will obtain the
most accurate valuation method, in light of the current
uncertainty and with social distancing methods in place.
RICS have issued some advice9 to its members on that
matter, including highlighting the possibility that some
valuations may need to be issued with ‘material valuation
uncertainty’ declarations.
− Lenders - Early conversations should be held with lenders
to discuss the possibility of amendments to covenants if in
danger of being breached.
− Actuaries - Discussions with actuaries, engaged to support
with defined benefit pension schemes, should be held
regarding updates to the assumptions used and timing of
their report, in order to obtain the most accurate valuation
possible.

− Filing deadlines: Companies House are accepting
applications for filing extensions6, as are the Charity
Commission7. The Regulator of Social housing has also just
announced8 that they will not pursue late submission of
accounts for 31 March year ends until after 31 December
2020 (i.e. a 3 month extension if required), the deadline for
submission of the Financial Viability Assessment (FVA) is
similarly extended.
− Matters of material significance - If there is a significant
operational and/or financial impact that requires reporting
to the regulator (see regulator response section) auditors
may also need to report a matter of material significance.

6 https://www.gov.uk/government/news/coronavirus-if-your-company-cannot-file-accounts-with-companies-house-on-time
7 https://www.gov.uk/government/news/coronavirus-covid-19-guidance-for-the-charity-sector
8 https://www.gov.uk/government/news/rsh-statement-on-coronavirus
9 https://www.rics.org/uk/upholding-professional-standards/sector-standards/valuation/valuation-coronavirus/
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Guidance
The amount of information and constant updates can be
overwhelming and therefore we have included some key
websites for guidance on both the operational and financial
aspects that are being updated regularly.
Grant Thornton COVID-19 hub
Grant Thornton have a dedicated COVID-19 hub10, which covers
a number of topics including: navigating government support,
cyber security, contingency planning, impact on businesses and
option to join weekly webinars which provide practical steps to
dealing with the impact of the pandemic.
National Housing Federation (NHF)
The NHF have a dedicated page to COVID-1911 with the latest
guidance and advice including summaries of updates from the
regulator and the government.
The NHF is also working with the regulator to set up regular
webinars so that members can ask questions and share their
latest challenges. In the meantime, NHF are asking members to
share any immediate issues or concerns with them directly.
Regulator for Social Housing (RSH)
RSH now have a dedicated page12 to coronavirus, which will
include all of their announcements including updates to their
approach to regulation during this testing period.
FRC
Although not specific to the housing sector the FRC are
continuously updating their advice on the impact of the
pandemic on financial reporting and audits – this is relevant for
both companies and auditors13.

20 April 2020
Please note that this is a constantly evolving situation and
this information may change over time.

10 https://www.grantthornton.co.uk/en/insights/responding-to-coronavirus-covid-19/
11 https://www.housing.org.uk/our-work/coronavirus/
12 https://www.gov.uk/government/news/rsh-statement-on-coronavirus
13 https://www.frc.org.uk/about-the-frc/covid-19
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Other
developments

Other developments

Together with Tenants

NHF Code of Governance Consultation

After extensive consultation with tenant groups, residents,
associations and other stakeholders, the National Housing
Federation (NHF) has developed a draft four-point plan14 to
enhance the relationship between housing associations and
their residents, and to ensure that residents’ needs are taken
into account at all times.

The National Housing Federation (NHF) is currently undergoing
a consultation of its Code of Governance, which was last
updated in 2015. The code is specific to the housing sector and
is the most common code used by associations and therefore
it is vital that it is kept up to date and reflects all the relevant
issues affecting the sector.

The four points of the plan are:

The updated code is expected to address the following issues:
• accountability to residents
• health and safety, and
• equality and diversity in associations.

• A new requirement in the National Housing Federation Code
of Governance for boards to be accountable to residents
• A new Together with Tenants Charter
• Resident oversight and reporting of progress against the charter
• Giving residents a stronger collective voice with the regulator.
The plan is currently in a pilot stage and the NHF aim to have
a finalised plan in place by spring 2020. Once the final plan
is published and ready to be rolled out nationally it will be
accompanied by implementation guidance. The adoption of
the plan will be voluntary, however it is expected the majority of
associations will use the framework.

The consultation involves a three- stage process:
1 an open consultation on the core principles framing the code
2 a collaborative drafting process
3 A final consultation on the draft code.
The first stage is currently underway in the form of an on-line
questionnaire15. The consultation is open until 13 March 2020
however, there will be another opportunity to feed into the
code’s development in the spring, during part of phase three of
the consultation process.

14 https://www.housing.org.uk/globalassets/files/together-with-tenants/together_with_tenants_revised_plan_july_20192.pdf
15 https://www.surveygizmo.com/s3/5419990/National-Housing-Federation-Code-of-Governance-questionnaire
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Governance and best practice
In our volatile times, restoring trust in businesses has never
been a more important or complex challenge. Grant Thornton’s
2019 Corporate Governance Review has identified that there
is still significant room for improvement in this area and sets
out some key recommendations to achieve this. Although
this review focuses on the FTSE 350 the recommendations
are equally applicable to housing associations, and we have
therefore highlighted these below:
Proper purpose
• Developing, articulating and then embedding a clear purpose
helps stakeholders understand an association’s motivation,
can attract lenders and breed loyalty in your team.
Going green
• Explicitly planning to and reporting on environmental issues,
even if not required by legislation, will demonstrate to
stakeholders that you are looking to the future and taking
measures to protect the local community.
Making a point of difference
• Transparency builds trust and trust breeds optimism.
Moreover, rigorous reporting indicates authenticity, where
other, more bare minimum approaches could engender
scepticism.

16 https://www2.grantthornton.co.uk/Corporate-governance-review-2019.html
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Delivering cultural value
• Demonstrating a commitment to cultural investment reflects
positively on your association. Establishing diversity and
inclusion credentials, environmental commitment, learning
and development programmes while promoting ethical
practices so people instinctively do the right thing, all create
points of difference whilst energising a workforce who
believe in the association and its purpose.
Building visions for the future
• Leadership development including succession planning is
essential for future-proofing your association; transparency
around remuneration is vital for building stakeholder trust.
Strong governance practices can create and retain sustainable
value and therefore it is an area that is really worth investing
in. For further insight into the key trends and recommendations
regarding best practice you can download a copy of the
Corporate Governance review16 from the Grant Thornton website.

Other developments

From LIBOR to SONIA
The Financial Conduct Authority (FCA) have announced that
by the end of 2021 it is expected that LIBOR will cease to exist.
As a result, the Risk Free Rate Working Group (RFRWG) set-up
by the Bank of England, in conjunction with the FCA, have put
forward the Sterling Overnight Index Average (SONIA) as a
replacement benchmark rate.
Housing associations’ existing variable rate debt typically
references predictive LIBOR (which is set in advance of the
interest period), and SONIA is an overnight risk-free rate quoted
daily. There is therefore a mismatch between the benchmark
that is referenced in housing associations’ current loan
agreement documents and SONIA.
In October 2019, the National Housing Federation (NHF) met
with the Bank, the FCA, the Regulator of Social Housing, UK
Finance, lenders’ lawyers and the majority of LIBOR lenders in
the sector, to voice the sector’s concerns over the transition as
well as to obtain assurance over lenders’ intentions.
There are two steps that need to be agreed before housing
associations can move to a SONIA rate that reflects threemonth LIBOR in existing contracts:

Step 1 – Term rate vs. compounded in arrears rate
Three benchmarking organisations are developing term rates
for the market by early 2020, however the National Housing
Federation, in their latest update17, have advised that a SONIA
compound in arrears rate might be more suitable for the
following reasons:
1) A term rate is temporary and there is no certainty as to how
long it will be around for
2) A compound in arrears rate is much less volatile as it is
based on a higher number of transactions
The RFRWG have produced a report18, including decision trees
to enable borrows and lenders alike to determine what rate
might be most suitable as a replacement for LIBOR, dependent
on their own situation.
Step 2 – Credit adjustment spend
The RFRWG closed its consultation19 on the 6th February 2020
regarding the various options as to what the credit adjustment
spread could be based on. Once the results of the consultation
have been published the NHF will advise the sector accordingly.
The NHF is encouraging all housing associations to include the
transition to SONIA on their risk registers, as well as reviewing
with lenders how the end of LIBOR affects their loan agreements,
hedging documentation, leases and other contracts.

17 https://www.housing.org.uk/news-and-blogs/news/an-update-on-the-libor-to-sonia-transition/
18 https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf
19 https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/consultation-on-credit-adjustment-spread-methodologies-for-fallbacks-in-cash-products-referencing-gb.pdf
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Tax

Structures and Buildings Allowance (SBA) Making Tax Digital (MTD)
SBA has been introduced following a review of the capital
allowances regime by the Office of Tax Simplification (‘OTS’)
in Summer 2018. The OTS recommended simplification of the
regime as well as extending the scope of assets which qualify
for relief.
SBA allows tax-payers to claim capital allowances on
commercial construction projects, including new build,
refurbishments and fit-outs as a 2% straight line deduction
claimable over 50 years. No tax relief was previously available
for buildings and structures. HMRC are currently considering
increasing this to 33 1/3% over 33 years.
SBA is only available where all contracts for ‘physical
construction works’ have been entered into on or after 29
October 2018. Expenditure will not qualify if the building or
structure will be for ‘residential use’. This includes dwelling
houses, student accommodation buildings and retirement
home facilities but not hotels or care homes.
In order to claim SBA, tax-payers will have to meet an
‘allowance statement requirement’, which has strict content
requirements.

The MTD requirements introduced on 1 April 2019 apply to all
VAT registered taxpayers (with some minor exceptions), across
all sectors, with income over the VAT registration threshold
(currently £85,000).
There are three requirements under the MTD regulations which
are as follows:
1 Taxpayers are required to submit VAT returns using bridging
software or an API enabled software
2 There is a requirement to keep certain specified digital records
3 Taxpayers are required to retain digital links for any digital
records that feed into the VAT return
The first two requirements were mandatory from 1 April 2019
(or 1 October 2019 for those taxpayers that qualified for the
deferral). However, for the third requirement HMRC introduced
a soft-landing period before the full extent of digital links
becomes compulsory. As such, this is not a formal requirement
until 1 April 2020 or 1 October 2020 (for those entities that
qualified for the deferral period).

Each project qualifying for SBA will have a new SBA ‘pool’.
There will be no disposal adjustments where SBA is claimed.
Instead, a purchaser of a second hand property will inherit the
SBA pools and continue to claim the remainder of the 50 year
relief available.

HMRC’s guidance in Notice 700/22 states that, once data has
been entered into software used to keep digital records, any
further transfer, modification, etc must be digitally linked to
other pieces of software to create a digital journey. A digital link
is one where the transfer of data can be made electronically
between systems, ie there is no manual intervention. This could
be by the linking of cells in spreadsheets for example, but also
includes CSV downloads, e-mails or via a digital drive.

SBA will also interact with capital gains tax for future disposals,
by reducing the base cost of an asset, effectively resulting in a
clawback of the SBA claimed.

We are encouraging all businesses to review their current
VAT return process to ensure that is complies with all the
requirements under MTD.

Whilst the SBA isn’t available for residential properties, it
may be available where a charitable group is considering
purchasing / leasing a head office or warehouse space (i.e.
factory or storage associated with modular homes or depot
associated with repairs & maintenance activities).
Typically charitable entities do not claim capital allowances
due to their specific tax profile, but there are occasions when a
subsidiary of the group will claim capital allowances. Therefore
we recommend you speak to a member of the NFP tax team to
see whether SBAs might be beneficial.
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Domestic reverse charge for the
construction sector
On 1 October 2020 the way VAT is accounted for in the
construction sector will see a fundamental change. A new
domestic reverse charge (‘DRC’) is due to be introduced as
HMRC’s way of combatting fraud and criminal activity in the
sector. This change was supposed to be implemented on 1
October 2019, but was delayed for twelve months.
The DRC will remove the obligation for suppliers of standard
and reduced rated construction services to other VAT registered
construction businesses to account for any VAT due in respect
of their supplies. Instead, the obligation to account for the
supplier’s output tax will transfer to the customer. If the
customer is fully taxable (ie they are able to reclaim all of the
VAT incurred on the purchase of goods and services) they will
be entitled to reclaim the VAT accounted for on the supplier’s
behalf on the same VAT return. As a result, there would be an
equal output VAT liability and input VAT entitlement arising in
the same VAT period and the supplier will have no opportunity
to default on his payment obligations.
This mechanism means that VAT in the supply chain cannot
go ‘missing’ if the supplier fails to pay over the VAT collected
from the customer. This mechanism was introduced to combat
the threat to the Exchequer arising from ‘missing trader’ or
‘carousel fraud’ and will now be extended to services within the
construction sector.
There are a number of exceptions which include any services
which are:
• ordinarily subject to VAT at the zero rate
• supplied to the final customer (ie the customer is not making
an onward supply of construction services)
• some, but not all, supplies between connected parties
We would recommend that providers familiarise themselves
with the new rules to determine whether they make or receive
any supplies that are subject to the DRC and therefore how
they may be impacted by the changes.
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VAT liability of electronic publications
UK VAT legislation allows the sale of certain printed matter,
such as newspapers, books and periodicals to be supplied at
the zero rate of VAT. To date, where these have been supplied
electronically HMRC have found them to be subject to VAT at
the standard rate. Where an entity is unable to recover the
input VAT it incurs in full, this VAT will be a sticking cost.
In the recent case of News Corp UK & Ireland the Upper
Tribunal found that the supply of newspapers in an electronic
format could also be zero rated. Whilst the case focused on
newspapers, the judgement could impact a wide variety of
printed matter, such as periodicals.
Where VAT has been incurred on the purchase of electronic
publications there is an opportunity for this to be reclaimed.
We recommend any affected businesses to protect their
position by submitting a protective claim to suppliers for VAT
that it may have been overcharged.
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