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	INTERNAL AUDIT PROGRAMME GUIDE

RENT ACCOUNTING


	Housing Association Internal Audit Forum



Preamble

The most significant change in this area since the last guide has been the publication of the Government’s policy statement on housing in December 2000, “Quality and Choice: A Decent Home for All – The Way Forward for Housing”.  This included a proposed system for rent setting in the social housing sector where rents were brought onto a common system based on relative property values and local earning levels.  This paper reiterated the objectives for social rent setting first raised in the Housing Green Paper in April 2000.  These objectives and associated guidance became known as the rent restructuring framework. 

Rent accounting, including the application of the rent restructuring framework is one of the most critical areas for any Housing association because rents inevitably constitutes a very large proportion of the organisation’s income. This fact is mirrored within the Housing Corporation’s Regulatory Code.

In particular, under the requirement to be Properly Managed, “Housing Associations must set rents which move towards target social rents and are, on average, below those in the private sector for similar properties and which reflect size, property value and local earnings”.    Target social rents are defined as the rent derived by applying the formula under the framework, that is :-

weekly rent is equal to :
70% of the average rent for the HA Sector multiplied by relative county earning multiplied by bedroom weight


plus


30% of the average rent for the HA sector multiplied by relative property value

(Source : Para 5.3, Rent Influencing Regime – Implementing the rent restructuring framework – Housing Corporation) 

This therefore requires an Auditor reviewing rents to consider both the application of the rent restructuring formula such as ensuring that figures used in the formulae for average rent for the HA sector, County Earning and Bedroom weight are supported by a robust audit trail and any spreadsheet model used to calculate the rent is both accurate and reliable, and the communication of the rent policy and levels of rent across the stock to residents.

The programme does not focus on service charges, lettings, or voids. These aspects are covered by other IAPGs and/or by standard audit documentation covering ‘general’ systems.

Areas covered by this Guide

This Internal Audit Programme Guide covers the following areas:

· High Level Control Framework

· Rent Setting under the rent restructuring regime 

· Rent Collection Methods

· Rent Accounting

· Rent Arrears

· Management Information

Given the complexity of these areas more detail on each of the above is given in the following paragraphs.

The Control Framework

This focuses on:

· Policies and procedures for rent setting, collection, accounting and arrears.

· Scheme of delegation.

Rent Setting \ Rent Restructuring

This focuses on:

· Application of the rent restructuring framework.

· Adequacy of the rent setting policy.

· Consistency and accuracy of rent increases.

· Identification of new properties.

Rent Collection Methods

This focuses on:

· Ensuring that appropriate rent collection methods are considered.

Rent Accounting

This focuses on:

· Segregation of duties.

· Access to the rents system.

· Mesne Profits.

· Recording of information.

· Reconciliations with other related systems.

· Statements of account.

Rent Arrears

This focuses on:

· Ensuring that appropriate preventative measures have been considered.

· Consistency of application of procedures.

· Monitoring and review.

· Write-offs.
Management Information

This focuses on:

· The adequacy of management information provided to members and managers.

· Monitoring and review.

Key Risk Areas

Failure to put in place and enforce robust systems of internal control in the area of Rent Accounting exposes a Housing association to a number of risks.  These could include the following:-

	Risk
	Potential Implications

	Rent levels incorrectly set
	· Bad publicity

· Loss of income

· Action by the Housing Corporation



	Consistent action not taken where tenants fall into arrears
	· Loss of income

· Accusations of inequity leading to bad publicity



	Failure to introduce appropriate rent collection methods
	· Increase in rent arrears

· Increased overhead costs leading to poor VFM




Other Sources of Information

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

· Housing Corporation Sector Study 29 – Housing Associations and changes in rent 2002 to 2003 (2003)

· Housing Corporation 05/03 – Rent influencing regime – implementing the rent restructuring framework (temporary social housing and privately financed supported housing)

· Housing Corporation : The way forward, Our approach to regulation (2002)

· Housing Corporation: R2 – 30/01 Rent Influencing Regime – supplemental guidance for implementing the rent restructuring framework (2001)

· Housing Corporation: R2 – 27/01 Rent Influencing Regime – Implementing the rent restructuring framework (2001)

· Audit Commission – Housing Association rent income : rent collection and arrears management by housing associations in England (2003)

· Good Practice Briefing 21 – Managing Rent Arrears available from the CIH (2001) 

· Rent arrears and registered social landlords – A good practice guide.  Available from the NHF, ISBN 0 86297 442 9 (2000)

· ODPM – Guide to social rent reforms (2001)

· ODPM – Quality and choice: a decent home for all – The way forward for housing (2000) 

· Good Practice Briefing 11: Rents and Service Charges available from the CIH (1997)

· Housing Associations and Rent Arrears: Attitudes, Beliefs and Behaviour by Janet Ford and Jenny Seavers, published by CIH [ISBN 1 900396 92 0] (1998)

· Recovering Housing Debt – John Kruse, published by CIH [ISBN 0 901607 89 4] (1997)

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
Glossary of terms

	Rent Restructuring framework
	The framework to meet the Government’s objectives for social rent setting based on relative property values, local earnings levels and property size.

	Target Rent


	The rent derived by applying the formula set out in paragraph 5.3 of the Housing Corporation’s “Rent Influencing Regime – Implementing the rent restructuring framework guide”.



	Mesne Profits
	Mesne profits are payments made for the occupation and use of a dwelling after the tenancy has come to an end. For example, where a possession order has been granted or a suspended possession order has been broken. Under such circumstances, payments should not be treated as rent as there is a risk that a new tenancy could be created.


1.
 OVERALL CONTROL FRAMEWORK
	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	1.1
There is an adequate control framework in place for rent setting, collection and accounting.
	1.1.1
Rent setting and review is set out in an official policy of the Housing association.
	(a) Confirm that an up to date rents policy covering rent setting and arrears has been drawn-up and approved by the Board.

(b)
Confirm that the rent policy takes full account of the areas identified in Housing Corporation Guidance issued as part of Circular  27/01- Appendix G..


	

	
	1.1.2
The scheme of delegation covers all significant aspects of rents.
	(a)
Confirm that an up to date scheme of delegation is in place which covers all aspects of rents (e.g. write-offs, adjustments to rent accounts, rent changes  etc).


	

	
	1.1.3
A procedure guide has been developed covering rent setting (including the application of the rent restructuring framework), rent collection and arrears and is fit for purpose.
	(a)
Confirm that there is an up-to-date procedure document in place covering rent setting, rent collection and arrears.

(b)
By way of interview confirm that all relevant staff hold an up-to-date copy of the procedures and are conversant with the contents.

(c) 
Confirm that the procedure guides have been reviewed and updated to reflect the most recent policy changes made.


	


2.

 RENT SETTING \ RENT RESTRUCTURING

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	2.1
There is an adequate rent setting process in place.
	2.1.1
There is a rent setting policy which is regularly reviewed and approved by the Board.
	(a)
Confirm that the rent setting policy is regularly reviewed and that the most recent version has been approved by the Board.


	

	
	2.1.2
Review of the rent setting policy includes checks for compliance with statutory requirements and rules and guidance issued by ODPM and the Housing Corporation, in particular the rent restructuring regime.


	(a) Review the way in which the rent setting policy was set and confirm that adequate consideration was given to ensuring that all rules, guidance etc. were taken into account.

(b)
Ensure the policy takes into         

             account those categories of        

             housing where application of rent restructuring is either not applicable or has been delayed.  For example, Shared Ownership, Supported Housing, etc.


	

	
	2.1.3
The Housing association has documented a 10 year rent plan to achieve convergence with target rents which has been approved by the Board.
	(a) 
Obtain a copy of the ten year rent plan and ensure it has been considered and approved by the Board.
	

	
	2.1.4
The assumptions within the rent plan and rent setting in general are consistent with business plan assumptions.
	(a) 
Obtain evidence that in setting the most recent rent setting policy and plan, these were reviewed for consistency with business planning assumptions.


	


2.

 RENT SETTING \ RENT RESTRUCTURING (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	2.1
There is an adequate rent setting process in place. (Continued)
	2.1.5
There is tenant involvement in setting and reviewing rents and in decisions on increasing rents.


	(a) 
Review the methodology for setting rents and ensure that it allows for tenant involvement in the process. For example, communication of the principles of rent restructuring.

(b) Confirm that tenant views were properly considered as part of the most recent rent reviews.

(c)
Ensure that residents are provided on an annual basis with a summary of the Housing association’s rent policy, current levels of rent on different sizes of homes in the area.


	

	
	2.1.6
Information on average weekly rent and average weekly target rents contained within the RSR is consistent with the Association’s rent plan.
	(a)
Confirm that rents detailed within the RSR are consistent with the Housing association’s rent plan.


	


2.

 RENT SETTING \ RENT RESTRUCTURING (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	2.1
There is an adequate rent setting process in place. (Continued)
	2.1.7
Valuations used in the formation of the rent plan and target rents are in accordance with the prescribed guidance, i.e. Existing Use Basis.
	(a) The Housing association has considered the best means as to obtain a valuation of the stock including consideration of professional valuation advice.

(b) If external valuers have been used, valuers are appropriately qualified.

(c)
Evidence in support of valuations obtained is retained.


	

	
	2.1.8
The Housing association has retained evidence in support of the assumptions within the rent plan and rent restructuring formulae.  


	(a) Obtain evidence in support of the formulae applied including Valuation, Local Earning data, bedroom factor, etc.
	

	
	2.1.9 If a spreadsheet model \ calculator has been used to calculate target rents and applicable increments this has been tested for integrity and is secure from manipulation.


	(a)
Ensure access controls such as passwords are in place over the model.

(b) Ensure backup arrangements are in place to avoid data loss.


	


2.

 RENT SETTING \ RENT RESTRUCTURING (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	2.2
Rents are accurately and correctly set for all new properties.
	2.2.1
A procedure is in place for new schemes to be notified to Housing Management from development, including precise dates of practical completion and handover.
	(a)
Ensure rent increase \ target rent data is transferred between systems, checks are made on the accuracy of transfer.

(b) 
For a sample of new properties ensure that the application of the rent (per the target rent within the rent plan) is correct and approved or checked by a senior member of staff.

(c) Confirm that the number of properties entered onto the rent files is periodically agreed to development records and that any discrepancies are investigated.


	

	2.3
Rent increases are properly and consistently applied.
	2.3.1 Rent changes/increases are subject to suitable validation checks and review.


	(a) For a sample of in year rent changes/ increases, ensure that each was subject to review by a senior member of staff.

(b) For annual rent increases confirm that checks, either in total or on a sample basis, are carried out to confirm the accuracy of inputs.


	


3.

 RENT COLLECTION METHODS

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	3.1
Appropriate and cost effective rent collection methods are adopted.
	3.1.1
Rent collection methods are regularly reviewed  in light of flexible methods that cater for tenant need, preference and lifestyle.

	(a)
Confirm that the Housing association has periodically consulted tenants on rent collection options taking into account tenant needs, preferences and lifestyle.

 
	

	
	3.1.2
The effectiveness of various rent collection methods is periodically evaluated.
	(a) Confirm that the effectiveness of rent collection methods has been regularly evaluated with regard to:

· Customer Care

· Staff safety

· Collection and administration costs

· Collection rates

· Arrears levels

· Accounting and IT systems.

(b) Confirm that, as a minimum, the costs and benefits of the following rent collection methods have been evaluated:

· Smart Cards

· Automated Tills

· Direct Debit

· Giro

· Door-to-door

· Credit \ Debit cards

 (Note:  Many Housing associations have moved away from door-to-door collection to more automated methods of collection).


	


3.

 RENT COLLECTION METHODS (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	3.2 Adequate controls are in place over cash and cheques received/

collected to minimise the risk of loss.
	3.2.1
Where cash is collected, either at the office or by rent collectors, suitable security and insurance measures are in place.
	(a) Confirm that adequate fidelity insurance is in place in light of sums held in the office or carried by rent collectors.

(b) Confirm that adequate physical security in place over office collection points.

(c) Confirm, on a sample basis, that cash and cheques are banked promptly.


	

	
	3.2.2 Where rent collectors are used, adequate segregation of duties is in place to prevent allegations of theft.


	(a) Review the cash collection procedures and confirm that suitable preventative and detection controls are in place to minimise the risk of theft or loss.


	

	
	3.2.3
Suitable controls are in place over rental income received in the post.
	(a) Review the adequacy of post opening procedures and confirm that two staff are involved in post opening and that all cash and cheques received are recorded and that when passed over to accounts staff, the log of cheques/cash is signed as proof of handover.

(b) Confirm on a sample basis, that the procedures at 3.2.3.(a) above have been followed.


	


4.

 RENT ACCOUNTING

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	4.1 Appropriate controls are in place over the rent accounting system.


	4.1.1
Checks are made that rent increases are implemented promptly and accurately for all tenants.
	(a)
For the sample at 2.2.1(a) confirm  that rent increases were implemented promptly and accurately.

(b)
For the sample at 2.2.1(a) confirm that adequate management checks were performed to verify rent increases.


	

	
	4.1.2
There is adequate segregation of duties between the officer granting a tenancy and the one recording the debit.
	(a) Confirm that procedures require segregation of duties between the officer granting a tenancy and the one recording the debit.

(b)
For a sample of properties ensure that segregation of duties between the officer granting a tenancy and the one recording the debit was in place.

	


4.

 RENT ACCOUNTING (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	4.1 Appropriate controls are in place over the rent accounting system. (Continued)


	4.1.3
Access to the rent accounting system is restricted to authorised personnel.
	(a) Confirm that access to the rent accounting system is by password which is:

· Changed regularly;

· Is of a minimum of six characters.

(b) Confirm that password levels are regularly reviewed by management or the system administrator to ensure that they are at an appropriate level.

(c) Confirm that system access levels can only be set-up on the authorisation of an appropriate line manager.

(d) For a sample of staff, confirm that:

· access rights were only granted on the authorisation of an appropriate manager;

· the password is of a suitable length and changed regularly;

· access rights appear appropriate in light of the staff members duties.

(e) Select a sample of staff who have left the organisation and confirm that access privileges were withdrawn promptly.


	


4.

 RENT ACCOUNTING (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	4.1 Appropriate controls are in place over the rent accounting system. (Continued)


	4.1.4
Mesne profits are properly accounted for.
	(a) Confirm that laid down procedures include coverage of mesne profits.

(b) Select a sample of Mesne payments and confirm that, procedures require the Housing association to inform such occupants that:

· 
all payments will only be accepted as mesne profits not rent;

· 
any future agreements with the tenant will not result in a new tenancy;

· 
the Housing association agrees not to enforce the court order for the time being;

· 
any repayment agreements are subject to periodic review.


	

	
	4.1.5
Former tenant’ arrears, court costs and other non-rent payments are recorded separately from the rent account.
	(a)
Confirm that procedures require former tenant arrears, court costs and other non-rent payments to be recorded separately from the rent account.

(b)
Select a sample of tenants in arrears and confirm that court costs etc have been separately identified.


	

	
	4.1.6
For each tenant, the rent accounting system maintains a payment history and details of recovery action taken.
	(a)
For a sample of tenancies, ensure that the rent accounting system maintains a payment history and details of recovery action taken.


	


4.

 RENT ACCOUNTING (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	4.1 Appropriate controls are in place over the rent accounting system. (Continued)


	4.1.7
The rent accounting system is reconciled on a monthly basis with the general ledger and cash collection systems. Reconciliations are subject to management review.
	(a) For a sample of months, confirm that:

·  the rent accounting system was reconciled on a timely basis with the general ledger and cash collection systems;

· all reconciliations are signed by the originator and evidenced as reviewed by a manager/supervisor.  


	

	
	4.1.8
Consideration has been given to setting a 48 or 50 week rent year.
	(a)
Confirm that consideration has been given to setting a 48 or 50 week rent year.


	

	
	4.1.9
The rent accounting system is immediately updated with payments made or at least within 24 hours.
	(a)
Confirm that procedures require the rent accounting system to be immediately updated with payments made or at least within 24 hours.

(b) Select a sample of rent payments and review the timeliness with which the rent accounting system was updated.


	

	
	4.1.10
Statements of Account are produced for each tenant on an annual basis, the number of statements produced is reconciled to the number of tenants and sample checks are carried out on the statements to ensure information has been accurately recorded.
	(a) Confirm that Statements of Account are produced for each tenant on an annual basis.

(b) Confirm that the number of statements produced is reconciled to the number of tenants.

(c) Confirm that sample checks were carried out on the statements to verify that the information was accurately recorded.


	


4.

 RENT ACCOUNTING (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	4.2
There are proper procedures for making and processing adjustments to tenants accounts.
	4.2.1
Adjustments to accounts are uniquely identified, recorded with full audit trail and accurately input.
	(a) Confirm that there is a full audit trail of all adjustment processes including retention of source documents.

(b) For a sample of adjustments confirm the adjustments to source documents.

(c) Confirm that management review, on a sample basis, adjustments made to the rent accounting system.

(d) Confirm that critical adjustments, (e.g. deletion of property), are subject to review prior to processing. 

(e) Confirm that reconciliations are carried out on carried forward and brought forward figures such as number of properties etc.


	


5.

 ARREARS

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	5.1
Preventative measures are put in place to minimise arrears.
	5.1.1
Preventative measures have been considered and put in place to reduce the risk of tenants falling into arrears. 
	(a) Confirm that the following preventative measures have been put in place:

· pre-tenancy counseling 

· Flexible payment options

· post-tenancy visits

· information in tenants handbook

· money and debt counseling

· benefits advice including assisting with completion of HB forms

· consideration of incentives scheme that reward tenants with clear accounts and those who maintain repayment agreements.

(b)
Select a sample of tenants in arrears and confirm that appropriate preventative measures have been attempted.


	

	5.2
Adequate arrears procedures are followed for current tenants.
	5.2.1
Tenants in arrears are contacted as soon as they fall into arrears.
	(a)
Confirm that a suitable system for identifying all outstanding balances is in place.

(b)
Confirm that procedures require tenants in arrears to be contacted promptly, as soon as they fall into arrears.
(c)
For the sample at 5.1.1(b)  ensure that tenants are contacted promptly, as soon as they fall into arrears.


	


5.

 ARREARS (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	5.2
Adequate arrears procedures are followed for current tenants. (Continued)
	5.2.2
Arrears procedures are adequate and properly applied.
	(a)     
Review the arrears procedures and ensure that they are reasonable.

(b)     
For the sample at 5.1.1(b) confirm that the laid down procedures have been adhered to.

(c)
For the items in the sample at 5.1.1(b) where the procedure is not adhered to, confirm that adequate reasons or explanations were recorded and reviewed.

(d)
Confirm that spot checks are carried out on a sample of rent arrears cases by senior management to ensure that arrears procedures are being complied with.

(e)
Confirm that payment plans are agreed and appropriate checks are in place to monitor that the plan is being adhered to. Where the terms of payment plans are broken, confirm that appropriate action has been taken.


	



5.

 ARREARS (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	5.2
Adequate arrears procedures are followed for current tenants. (Continued)
	5.2.3
Appropriate cases are referred to court after a review by a senior official.
	(a) Confirm that procedures require cases which are referred to court to be reviewed by a senior official.

(b) For a sample of cases referred to court, confirm that a senior official has reviewed each case before court action was taken.


	

	
	5.2.4
Adequate procedures are in place where eviction is being considered.


	(a)
Select a sample of evictions and confirm that:

· alternatives were considered in conjunction with relevant agencies;

· management/ committee approval was sought and granted;

· relevant agencies were informed (e.g. social services);

· the eviction date was notified to the tenant including the tenant’s legal rights to make representations;

· a former tenant’s account was set up and recovery procedures were implemented.


	

	
	5.2.6
All arrears action is recorded and monitored.
	(a) For the sample at 5.1.1(b) confirm that  arrears action taken was recorded.


	


5.

 ARREARS (Continued)

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	5.3
Appropriate procedures are in place for writing off tenant balances.
	5.3.1
There are adequate write-off procedures which are followed.
	(a)     
Confirm there are documented procedures for writing-off rent arrears.

(b) Confirm that procedures require appropriate levels of authorisation with adequate segregation of duties.

(c) Select a sample of write-offs and confirm that procedures have been properly applied including an adequate segregation of duties between the persons authorising and processing the write-offs.


	


6.

 MANAGEMENT INFORMATION

	System Control Objective


	Expected Key Control or Process
	Suggested Tests


	File

Ref

	6.1
Appropriate management information is produced which enables management and members to discharge their duties.
	6.1.1 Appropriate management information is reported to committee embracing all major performance criteria for the rents function.


	(a) Confirm that reports such as arrears as % of debit (banded by size of arrears, age) and ex-tenant arrears are produced for members on a regular basis.

(b) For a sample of figures reported, ensure that evidence exists to support the detail contained within the reports.


	

	
	6.1.2 There is a system for large arrears to be reported and reviewed by a senior officer.


	(a) Confirm details of the rent accounts of NOSP, court cases and other serious rent arrears cases are produced for senior managers at least once a month.


	

	
	6.1.3 Regular information is produced each month for managers showing level of rent arrears in bands of size of arrears, age of arrears; and ex-tenant arrears.


	(a)
Confirm that a regular review of the arrears situation as a whole, is carried out by senior management. 
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