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	INTERNAL AUDIT PROGRAMME GUIDE

PURCHASE OF EXISTING DWELLINGS


	Housing Association Internal Audit Forum



Preamble

The purchase of existing dwellings has previously been a significant feature of the development activity of many housing associations, however in the environment of rising house prices and the abolition of Local Authority Social Housing Grant (LASHG), the extent to which this route is used by housing associations has decreased.  However these type of purchases do carry with them advantages to an housing association looking to increase its housing stock, particularly in areas where new development may not be possible and/or the purchase of property to meet local needs where new development is not currently planned or is limited.  

Properties may be brought to the housing association’s attention by Agents, Surveyors, Advertising, Direct Mail, Developers, Local Authorities, Vendors or the housing association’s own staff.

The purchase of existing dwellings has traditionally been financed by a mixture of grant such as LASHG and an housing association’s own capital although a property could be acquired by free transfer or donation.  Therefore the controls put in place by management over the purchase of existing properties must reflect these different arrangements.  The wide ranging nature of the system invariably requires the involvement of several of an housing association’s departments.

In reviewing this area the Auditor should consider the content of the IAPG guide on Development as a number of the areas identified within this guide are also relevant to this area, such as the Development Strategy, the principles of Egan such as partnering, and the use of specialist consultants in the acquisitions process. Consequently sources of additional information and useful Websites also remain relevant.

This guide does not specify the mechanisms for grant awards for property purchases used by the Housing Corporation.  This system is often subject to regulatory change and auditors should familiarise themselves with current grant rules prior to evaluating the grant aspects of acquiring existing properties contained in the programme.

This guide, by the nature of its title, refers to the purchase of existing dwellings. This, however, is not the only way in which properties can be acquired. Auditors should tailor the expected controls where other acquisition methods are adopted.

The control environment should ensure that an adequate framework is in place for evaluating the housing association’s acquisition strategy and that clear lines of responsibility are established for implementing it.  The financial and non-financial risks associated with acquiring existing property need to be fully appraised if an housing association is to reduce the risk of poor acquisition decisions being taken.  The control activities that an housing association has in place should ensure that the objective of acquiring properties efficiently and effectively is met.  Monitoring of the acquisitions process by the Board and senior managers is essential to ensure that the strategic plan is being met, and requires that appropriate levels of information on acquisition activity are provided.

Areas covered by this Guide.

This IAPG covers the following areas:-

· Overall Control Framework

· Strategy

· Financial Procedures

· Technical Appraisals

· Administrative Arrangements

· Management Information and Monitoring.

The IAPG does not cover the process of allocating dwellings, once renovated, to tenants.  For guidance on this topic the auditor should refer to the IAPG “Allocations”. The IAPG does not cover specifically the purchase of freehold or leasehold land although some of the principles are appropriate.

Key Risk Areas

Failure to put in place and enforce robust systems of internal control in the area of purchasing existing dwellings exposes an housing association to a number of risks.  These could include the following:-

	Risk
	Potential Implications

	Selection of inappropriate properties (type/location etc)
	· Failure to meet greatest housing need

· Increased voids/rent loss



	Inadequate investigation of potential purchases
	· Unresolved disputes on title to the property

· Poor quality properties acquired

· Increased conversion costs and time delays

	Failure to comply with grant procedures
	· Loss of grant income



	Failure to liase between housing association departments
	· Increased voids due to nomination delays;

· Increased maintenance costs due to inappropriate fixtures and fittings (windows/kitchens etc)



	Poor reporting of progress on purchases
	· Plans and any changes thereto not subject to management review;

· The financial and housing need implications of failure to meet plans are not made transparent.




Other Sources of Information

There are a number of useful publications available on this topic, details of which are given below:

· Capital Funding Procedure Guide – Housing Corporation (Updated on an ongoing basis – most recent at time of IAPG Guide January 2004)

· Strategy for Sustainable Communities – Housing Corporation (2003)

· Guide to the allocation Process 2004/05 and 2005/06 – Housing Corporation (2003)

· Assessing Procurement – Ensuring probity and value for money in property development, regeneration and maintenance procurement – Housing Corporation (2003)

· Scheme Development Standards – Housing Corporation (2003)

· Implementing the Clients Charter – A step by step guide, NHF (2003)

· Housing Factsheet's – No 1 Housing Capital Allocations 2004-2006 and Regional Housing Boards; No 2 – Key Worker Accommodation; No 4 – Abolition of LASHG, ODPM (2003)

· Managing Partnering Relationships, Office of Government Commerce

· First steps in partnering – An introductory guide for RSLs, ISBN 0 86297 4297 (2000)

· Standards and quality in development – a good practice guide – ISBN 0 86297 354 6 NHF (1998)

· Rethinking Construction (the Egan Report), DETR (1998)

· Accelerating Change (Also chaired by Egan), Strategic Forum for Construction (2002)

Useful Websites

· Housing Corporation – www.housingcorp.gov.uk

· Housing Corporation Bank of Good Practice - www.bankofgoodpractice.org

· National Housing Federation - www.housing.org.uk
· Chartered Institute of Housing - www.cih.org
· Audit Commission - www.audit-commission.gov.uk
· Office of the Deputy Prime Minister – www.odpm.gov.uk
· www.sustainablehomes.org.uk
· www.constructingexcellence.org.uk

· www.ogc.gov.uk

1.  
OVERALL CONTROL FRAMEWORK
	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	1.1
Policies and guidelines controlling the purchase of existing properties are in place, up- to-date and adequate in scope and complied with.
	1.1.1
Documented procedures are in place for all staff involved in the purchase of existing dwellings including the identification,  acquisition and undertaking of works relating to the Property.  The guide also makes reference to roles of Finance, Housing Management and Maintenance departments as appropriate.
	(a)
Obtain copies of relevant policies and procedures and verify that:

· Up to date written procedures are in place for development staff (NB A good indicator is the Housing Corporation Capital Funding Procedure Guide which is regularly updated);

· Up to date written procedures control the involvement of Finance and Maintenance staff.

· On a sample basis confirm that staff  have access to, and are aware of, these procedures.


	

	
	1.1.2
Policies are in place concerning the type and condition of property the development team should normally purchase.
	(a) Confirm the existence of approved policies for purchasing existing  properties.
	

	
	1.1.3
The responsibility for approaching vendors to make offers on behalf of the housing association is that of designated officers.
	(a) For a sample of purchases verify that the responsibility for committing the housing association to pursuing a property purchase is restricted to authorised officers.


	

	
	1.1.4
There is adequate segregation 
of duties between 
development and 
finance staff 
prior to the purchase of an 
existing dwelling.
	(a) Verify that no one officer of the housing association cannot source, evaluate and purchase a property on its behalf.

(b) For the sample at 1.1.3 confirm that adequate segregation of duties was in place. 


	


1.  
OVERALL CONTROL FRAMEWORK (Continued)
	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	1.1
Policies and guidelines controlling the purchase of existing properties are in place, up- to-date and adequate in scope and complied with. (Continued)
	1.1.5 Guidelines are in place for the maximum level of capital funds the housing association can commit for different sizes and types of property.

(Note: There are times when the purchase of existing property will be made to meet a specific need and it may not always be appropriate to follow these guidelines. Where this is the case then a full report should be made to the governing body.)


	(a) Verify the existence and reasonableness of restrictions on the ability of the development section or equivalent to commit capital funds.

(b) For the sample at 1.1.3, confirm compliance with these guidelines.
	

	
	1.1.6 Guidelines are in place for the maximum sum the housing association will commit to remedial work in the purchase of existing dwellings.


	(a) For the sample at 1.1.3(a) verify that  limits on remedial work by value are complied with;

(b) Verify that remedial work limits are considered and adjusted in line with any inflation assessments.


	

	
	1.1.7 Authorisation to withdraw from proposed purchases is delegated to specified person(s).


	(a)
On a sample basis verify 
that the decision to 
withdraw from a purchase is 
taken by a suitably senior 
person, and is evidenced.


	


2.  
STRATEGY

	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	2.1 
The housing association has an approved and documented strategy for purchasing existing dwellings.


	2.1.1 The purchase of existing dwellings is part of the development strategy agreed by the Board and the senior management team (SMT).


	(a) Review the strategy and confirm that:

· the strategy includes consideration of the purchase of existing dwellings;

· the minutes of the Committee charged with Development and the Board verify that the strategy was agreed.

(b)     Inspect SMT minutes prior to the meeting of the Committee charged with Development and the Board to verify that the development strategy was considered.


	

	
	2.1.2 Sources of capital and revenue for the acquisition of existing property has been considered as part of the Business Plan and identifiable in the development strategy.


	(a) Confirm that the Business Plan allows for Development activities of this type.

(b) Confirm that budgets set for the purchase of existing dwellings clearly identify the expected capital sources, whether internal or external and are consistent with the Business Plan

(c) Confirm that revenue costs for the purchase of existing dwellings are analysed by Finance/Development and included in the Strategy.


	


2.  
STRATEGY (Continued)
	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	2.1 
The housing association has an approved and documented strategy for purchasing existing dwellings. (Continued)


	2.1.3 Acquisition targets set for the purchase of existing dwellings are consistent with the development strategy.


	(a) Review the numbers of houses/flats targeted for acquisition against the development strategy for consistency.


	


2.  
STRATEGY (Continued)

	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	2.1 
The housing association has an approved and documented strategy for purchasing existing dwellings. (Continued)


	2.1.4 The housing association’s strategy for the Purchase of Existing Dwellings  takes account of National and Local, both internal and external influences.  For example, Office of Deputy Prime Minister, Housing Corporation, Local Authority, Housing Management. 


	Verify that:

(a) The analysis of housing need in the area is consistent with the purchase strategy.

(b) The purchase strategy is analysed by senior housing management staff prior to the development Strategy being considered by SMT and the Board

(c) External information on likely demographic changes in the area is taken into consideration prior to the strategy being considered by SMT and the Board


	

	
	2.1.5 An annual review of the purchase of existing properties is conducted that takes account of inputs based on developments in housing need and the effects of house price movements, and is presented to the Board.


	(a)
Verify that the purchase of existing dwellings strategy is subject to review by the Board.
	


3. 
FINANCIAL PROCEDURES

	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	3.1 Financial procedures for the purchase of existing dwellings are adequate and are complied with.


	3.1.1 The financial appraisal for the purchase of existing dwellings is conducted using an NPV method over the lifetime of the Business Plan.


	(a) For the sample at 1.1.3(a) confirm that all purchases of existing dwellings are conducted using the NPV method with the same NPV assumptions.

(b) For the sample at 1.1.3(a) confirm that all purchases are evaluated over the lifetime of the business plan (ie 25 years).

(c) Review the application of assumptions on a business planning and individual scheme by scheme basis for reasonableness.


	

	
	3.1.2 The financial appraisal identifies the proposed sources of funding.


	(a) For the sample at 1.1.3(a) verify that the proposed purchase is based on an evaluation of the level of internal and external funding likely to be achieved.


	

	
	3.1.3 Rent levels used in the financial appraisal are consistent with the housing association’s rent plan.


	(a) For the sample at 1.1.3(a) verify that the property rent used in the evaluation of the proposed purchase is consistent with the housing association’s current policy and business plan assumptions.

(b) For the sample at 1.1.3(a) verify that the rent increases are consistent with rent policy and Housing Corporation rent increase guidelines.


	


3.
FINANCIAL PROCEDURES (Continued)
	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	3.1
Financial procedures for the purchase of existing dwellings are adequate and are complied with. (Continued)


	3.1.4 Costs for maintenance and management are included in the appraisal and are based on realistic assumptions.


	(a) For the sample at 1.1.3(a) verify that maintenance and management costs used in the evaluation are based on a suitable analysis of these elements over the lifetime of the purchase.

(b) Verify that maintenance and management costs are subject to a proper process of review to inform the calculations by the development section.


	

	
	3.1.5 The evaluation identifies the break even point year, with purchases not breaking even being disallowed or subject to Board/Committee approval.


	(a) For the sample at 1.1.3(a) verify that the calculations used in the assessment of the purchase clearly identify the break even year and correctly calculate the present value surplus.

(b) For the sample at 1.1.3(a)verify that any policy on non-break even purchases is complied with.


	

	
	3.1.6 
The financial appraisal is subject to independent review by the Finance department and updated on an ongoing basis to reflect key stages achieved in constructions.
	(a) For the sample at 1.1.3(a) confirm that final appraisals are suitably checked and authorised.


	


3.
FINANCIAL PROCEDURES (Continued)
	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	3.1 Financial procedures for the purchase of existing dwellings are adequate and are complied with. (Continued)


	3.1.7
Grant applications are correctly calculated and are countersigned. (NB Grant claims are now submitted online through the IMS System)


	(a) For the sample at 1.1.3 verify that grant applications have been compiled using existing Housing Corporation guidance and using the correct cost indicators.

(b) For the sample at 1.1.3 review grant claims logged against the scheme to ascertain the appropriateness of the officer approving them on the IMS system to ensure segregation of duties \ review in the process 


	

	
	3.1.8
Grant applications are submitted in a timely manner.


	(a) For the sample at 1.1.3 confirm grant submissions are actioned in a timely manner and minimise any adverse cashflow effects on the housing association. This can be ascertained through review of the date logged, submitted and approved on a scheme by scheme basis on the IMS system)


	


4 
TECHNICAL APPRAISALS

	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	4.1 Technical appraisals, reports and evaluations for the purchase of existing dwellings are adequate.


	4.1.1 A visit is made by a member of the property maintenance team prior to the  survey on the proposed purchase and a timely report produced.


	(a) For the sample at 1.1.3. check that a time limit is set for the initial visit to be conducted as part of the purchasing procedures.

(b) For a sample of procedures verify that a report form is submitted in a timely manner to development following the visit.


	

	
	4.1.2 A full survey is obtained by the housing association for each proposed purchase.


	(a) For the sample at 4.1.1 (a) check that there is a survey from a recognised Surveyor to support the purchase.


	

	
	4.1.3 The results of property evaluations are checked by Development Section to identify any adverse comments.


	(a) For the sample at 4.1.1(a) verify that there is documented evidence for checks on property evaluations by the development team.


	

	
	4.1.4 A schedule of remedial defects is drawn up and costed prior to any offer.


	(a) For the sample at 4.1.1(a) verify that any remedial defects have been subject to estimated costs for remedy.

(b) For the sample at 4.1.1(a) verify that the costs of correcting material defects does not exceed any remedial defects figure set by the housing association.


	


4.
TECHNICAL APPRAISALS (Continued)

	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	4.1
Technical appraisals, reports and evaluations for the purchase of existing dwellings are adequate. (Continued)


	4.1.5 Freehold or leasehold title to the property is clearly established prior to the purchase.


	(a) For the sample at 4.1.1(a) verify that there is documentary evidence from the housing association’s Solicitor confirming the housing association’s title to the purchase.


	

	
	4.1.6 Where the purchase is affected in any way by licences, service charges or other restrictions, the relevant officers are informed by the development team.


	(a) For the sample at 4.1.1(a) verify that, where a licence to cross the property is required, the relevant legal documents are drawn up and sent out in a timely manner.

(b) For the sample at 4.1.1(a) verify that where the property is affected by the requirement for a licence, the licence conditions are established and dealt with in a timely manner.


	


5 
ADMINISTRATIVE ARRANGEMENTS

	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	5.1 Administrative and handover  arrangements relating to the purchase of existing dwellings are adequate.


	5.1.1 Monies are transferred by Finance on the date of completion.


	(a) For the sample at 4.1.1(a) verify that monies are transferred by Finance on the date of completion.


	

	
	5.1.2 The property is correctly set up on the rent account in a timely manner.


	(a) For the sample at 4.1.1(a) verify that the property details on the rent account have been set up correctly.


	

	
	5.1.3 Information on the attributes of the property are entered onto the attributes database.


	(a) For the sample at 4.1.1(a) verify that the property details have been correctly set up on the attributes database.


	

	
	5.1.4 The property is included in any future phased refurbishments if applicable.


	(a) For the sample at 4.1.1(a) verify that any phased refurbishment programmes include the properties acquired as existing dwellings.6


	

	
	5.1.5 Minor works are scheduled for completion in a timely manner after the property has been purchased.


	(a) For the sample at 4.1.1(a) verify that minor works have been scheduled for completion by the maintenance team in a timely manner.


	

	
	5.1.6 The property purchase is communicated to the housing association’s Insurers in a timely manner.


	(a) For the sample at 4.1.1(a) verify that the purchase of existing dwellings is communicated to the housing association’s Insurers in a timely manner and is based on the market valuation of the property.


	

	
	5.1.7 Deeds/Covenants/Licences are securely stored.


	(a) For the sample at 4.1.1(a) verify that legal documentation relating to the property acquisitions are securely held.


	


6 
MANAGEMENT INFORMATION

	System Control Objective
	Expected Key Control or Process
	Suggested Tests


	File

Ref

	6.1 Management information produced for the purchase of existing dwellings


is adequate.
	6.1.1 Comparisons of budget to actual spend on the purchase of existing dwellings are considered by the relevant committee on a regular basis.


	(a) On a sample basis ensure that budget reports are produced on a regular basis and comprise budget and outturn figures for purchase of existing dwellings.


	

	
	6.1.2 Projected totals for acquisitions costs are produced against the annual budget and approval for potential variations is sought from the appropriate committee.


	(a) Verify on a sample basis that significant budget variations are subject to approval by the relevant committee and that reasons for the variations are explained.


	

	
	6.1.3 Specific purchase targets for types and location of properties are adequately reported.


	(a) On a sample basis verify that targets set by committee are adequately reported to them.
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