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IGP Database Ref No G01-20213

Introduction

This guide provides advice on matters designed to assist the auditor in developing an internal audit programme on development. It is the responsibility of the auditor to determine which elements of the guide are incorporated into their internal audit programme. The tables setting out the key control and expected tests do not imply that all the items contained in the tables need to be included in the internal audit programme developed by the auditor.
Preamble

Many housing associations see new build development as a significant feature of their overall development activity.  This activity enables housing associations to increase their property portfolio and meet emerging housing need in a way that may not be possible within existing stock.  Development is normally financed by a mixture of grant and the housing association’s own capital. Therefore the controls put in place by management need to reflect these complex and higher risk financial arrangements and the involvement of several different housing association departments.

The control environment should confirm that there is an adequate framework in place for evaluating developments and that clear lines of responsibility are established for implementing the agreed strategy. The financial and non-financial risks need to be fully appraised if a housing association is to reduce the risk of poor development decisions being taken.  Monitoring of the development process by the Board and senior managers is essential to confirm that the development plan is being met, and requires appropriate levels of management information on development activity to be provided.

Housing Corporation requirements

The high risk nature of this area means it is a key component of the Housing Corporation’s Regulatory Code, in particular section 3 ‘Properly Managed’, sub section 3.4 which makes reference to the development of good quality homes that meet peoples needs and preferences now and in the future. This includes the need for standards of new development provision to be met, particularly compliance with ‘rethinking construction’ principles as advised by the Housing Corporation.  

The Housing Corporation uses self-assessment and external resources as set out in Capital Funding Guide for schemes funded through partnering agreement – the majority- for approved partners. Procedural compliance is undertaken on a self-assessment basis using an independent accountant operating under the guidance contained in ‘Technical Release – Audit 03/03, Public Sector Special Reporting Engagements – Grant Claims’ (September 2003) published by the Institute of Chartered Accountants of England and Wales (ICAEW). The Housing Corporation will undertake to become a party to the commission via the ‘standardised terms of engagement’ route utilising agreed upon procedures as set out in Appendix 3 of the ICAEW publication. The Housing Corporation guidance on the audit of capital works excludes the internal auditor from carrying out this work as the guidance requires that “RSLs may commission any suitably experienced and qualified accountant to undertake this audit function, including either their External Auditors or external accountants undertaking the RSL's Internal Audit function. However, qualified accountants directly employed by the RSL or any other of its RSL partners are excluded as they are not considered to be appropriately independent”. This does not preclude the internal auditor carrying out compliance tests using the Housing Corporation’s checklists.

The Corporation also uses performance in development in forming its conclusions on the system of Housing Corporation Assessments (HCA).  Given the potential high impact of developments to go wrong and the costs involved, failure to perform in this area can often lead to regulatory action by the Housing Corporation. 

The guide does not specify the mechanisms for grant awards used by the Housing Corporation.  This system is subject to frequent regulatory change.  The Internal Auditor should therefore be familiar with current grant rules prior to evaluating the grant aspects of development initiatives.

Audit Commission requirements

The Audit Commission does not include any specific requirements on development within the KLOEs.

Areas covered by this Guide
The Internal Audit Programme Guide relates to new build projects and covers the following areas:

· High Level Control Framework

· Financial Procedures

· Technical Appraisal

· Appointment of Consultants and Contractors (procurement arrangements are outside the scope of this Guide)

· Negotiated Acquisitions 

· Currency of Contract

· Site Monitoring

· Final Contract Payments

· Administrative Arrangements

· Post Contract Evaluation

· Management Information

The Internal Auditor should also obtain details of the most recent Housing Corporation Assessment against compliance with the Regulatory Code standards to identify whether any weaknesses were highlighted in the area of development.

Whilst the subject of this Guide is Development, there are a number of implications of the above across other guides.  For example, one of the key strands of the Sustainable Communities Plan is the Decent Homes Target. Therefore the Internal Auditor should also bear in mind IAPG guides on Asset Management / Decent Homes, Planned and Responsive Maintenance.

Key Risk Areas

Failure to put in place and enforce robust systems of internal control in the area of development exposes a housing association to significant risks.  These include the following:-

	Risk
	Potential Implications

	Poor financial/strategic planning


	· Failure to meet housing association’s development objectives;

· Failure to meet greatest housing need

· housing association is unable to support a development programme 

· Regulatory action by the Housing Corporation 



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

· Poor quality properties developed



	Poor reporting of developments during the currency of the contract
	· Plans not subject to management review

· Financial and housing implications of failure to meet plans are not made transparent



	Development undertaken at inflated cost
	· Poor Value for Money (VFM)

· Loss of capital if property values fall





The auditor should also review their own organisation’s risk map for risks relevant to this review.
Other Sources of Information

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

· “Capital Funding Guide” – Housing Corporation (2006)

· “Capital Funding Procedure Guide” – Housing Corporation (Updated on an ongoing basis – most recent at time of IAPG Guide January 2006)

· “Strategy for Sustainable Communities” – Housing Corporation (2003)

· “A toolkit of Indicators of Sustainable Communities” – Housing Corporation (2003)

· “Scheme Development Standards” – Housing Corporation (2003)

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

· “Developing affordable housing: a comprehensive guide to commissioning and building new homes” – NHF (2001)

· “Standards and quality in development – a good practice guide” – NHF (1998)

· “Rethinking Construction (the Egan Report)” – DETR (1998)

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
· The Communities & Local Government – www.communities.gov.uk

· www.sustainablehomes.org.uk
· www.constructingexcellence.org.uk

Disclaimer

This guide has been prepared to provide persons carrying out internal audit reviews with an understanding of the risks and controls associated with the activity covered in this guide. This guide does not purport to be a detailed technical guide on the activity itself. The information and guidance contained in this guide are provided for general information purposes only and do not constitute legal or other professional advice. Users of this guide are responsible for establishing whether there has been any new guidance and/or regulatory change since this guide was prepared. This guide should not be relied upon to identify all strengths and weaknesses that may exist or to identify all instances of fraud or irregularity. HAIAF does not accept responsibility for any loss that may arise from reliance on information contained in this guide, or from its omission or unavailability. Specific professional advice must be sought in respect of any particular query. 

All references to publications and legislation are applicable in England only.
1. 
HIGH LEVEL CONTROL FRAMEWORK

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	1.1 The development - contract management arrangements are not carried out in a duly authorised manner that may lead to financial loss due an absence of direction and to lack of accountability.

	1.1.1 Development is undertaken in accordance with the housing association’s Strategic Objectives and is subject to a formal development strategy agreed by the Board and the senior management team (SMT).


	(a) Confirm that the Strategic \ Corporate plan of the housing association includes consideration of development activities.

(b) Confirm that a Development Strategy has been considered and if separately documented this is in accordance with the housing association’s objectives within its strategic \ corporate plan.

(c) Confirm that the minutes of the Committee charged with Development and the Board verify that the development strategy was agreed.

(d) Inspect SMT minutes prior to the meeting of the Committee charged with development and the Board to verify that the development Strategy was fully considered.



	
	1.1.2 The financial implications of the housing association’s Development Strategy have been considered as part of the business planning model including capital and revenue budgets. 


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

(b) Confirm that budgets clearly identify the expected capital sources, both internal and/or external, and can be linked back to the business plan model.
(c) Confirm that revenue costs are analysed by Finance/Development and can be linked back to the Business plan model.   



	
	1.1.3 The Development Strategy takes into account the implications arising from the housing association’s Asset Management Strategy including the Decent Homes Standard, Planned and Responsive Maintenance.


	(a) The Development Strategy includes reference to how it fits within the housing association’s wider Asset Management Strategy.

	
	1.1.4 The Development Strategy sets out a range of objectives which are based on SMART principles.  For example, the number of units to be produced.


	(a)
Confirm that objectives within the Strategy are based on SMART principles.

(b) Further to 1.1.1 (b) confirm objectives \ targets set as part of the Strategy are consistent with the overall strategic \ corporate plan.



	
	1.1.5 The housing association’s development strategy takes account National and Local, both internal and external influences.  For example, Office of Deputy Prime Minister, Housing Corporation, Local Authority, Housing Management. 


	(a) The Development strategy has been developed taking into account and makes reference to the local \ national agenda.  For example, the Communities Plan, Local Authorities housing strategies,  Housing Management information on refusals, 

(b) The Development Strategy includes an analysis of the external and internal environment operated in.  For instance the use of a SWOT and PEST analyses.



	
	1.1.6 The Development Strategy has been communicated to key staff within Development, Housing Management and Maintenance Departments and objectives clearly assigned to departments \ individuals to confirm effective delivery. 


	(a) The Development Strategy or a summary thereof has been communicated to all key staff within the housing association via email, hard copy, or available on the intranet.

(b) Objectives within the development strategy have been translated into departmental plans and individual appraisal objectives to confirm both commitment and potential to maximise delivery of strategy objectives.



	
	1.1.7 Regular review of achievement of the objectives within the Development strategy is undertaken as well as a periodic review of the Strategy itself to confirm it remains valid \ up to date and  takes account of inputs based on developments in housing need and is presented to the Board.


	(a)
Confirm that progress against the objectives in the Development Strategy is reported to Senior Management and the Committee charged with Development \ Board on at least a quarterly basis.

(b) 
Confirm that the development strategy is subject to periodic review and approval by the Committee charged with Development and the Board.



	1.2
Inadequate policies controlling the development function may lead to a failure in service delivery and financial loss.


	1.2.1 
Proposed developments are initially appraised for consistency with the housing association’s agreed Development strategy.


	(a) On a sample basis check that proposed developments are considered against the housing association’s Development strategy for consistency by the development team.



	
	1.2.2 
Documented procedures are in place for staff involved in development activity and cover all aspects of the function including: File Set-up and Administration; Feasibility; Scheme Design; Acquisition; Detailed Design; Tendering \ Partnering; Contracting; Project Management; Handover; Defects; Final Account. 


	(a)
Confirm 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)
· The written procedures control the involvement of finance, housing management and maintenance staff.

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



	
	1.2.3 
Policies are in place concerning the type of property the team should build.


	(a) Confirm the existence of guidance notes and spot check that these reflect the housing association’s stated policy.



	
	1.2.4 
The responsibility for approaching potential vendors of land/land and buildings to make offers on behalf of the housing association is allocated to designated officers.


	(a) Verify that the responsibility for committing the housing association to public sites is restricted to authorised officers.

(b) For the sample at 1.2.1(a) confirm that decisions have been taken by the authorised officer.



	
	1.2.5
There is adequate segregation of duties between development and finance staff.


	(a) Verify that one officer of the housing association cannot source, evaluate and purchase for all aspects of development activity.

(b) For the sample at 1.2.1(a) confirm that adequate segregation of duties was in place.



	
	1.2.6
Guidelines are in place for the maximum capital funds the housing association may commit for each development.


	(a) Verify the existence of restrictions on the ability of the development section to commit capital funds without committee approval.

(b) For the sample at 1.2.1(a) confirm that maximum limits have not been exceeded.



	
	1.2.7 
Guidelines are in place for the maximum sum the housing association will commit to remedial work for development purposes such as removing contamination, and drainage.


	(a)
Verify that there are limits on remedial work by value.

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

(c) Confirm, on a sample basis, that remedial work cost limits have not been breached.



	
	1.2.8
Authorisation to withdraw from developments is delegated to specified persons.
	(a)
On a sample basis confirm that the decision to withdraw from a development project is taken by a suitably senior person, and is evidenced appropriately.




2.
FINANCIAL PROCEDURES

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	2.1
Potential developments are not properly vetted, leading to financial loss for the Association.
	2.1.1 The financial appraisal of potential developments is conducted using an NPV method over the lifetime of the Business Plan.


	(a) For a sample of developments confirm that they are reviewed using the NPV method with consistent NPV assumptions.

(b) For the sample at 2.1.1(a) confirm that developments are evaluated over the lifetime of the business plan (i.e. 25 years).

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



	
	2.1.2 The financial appraisal identifies the proposed sources of funding, for the development; prior to any bidding/negotiation for sites.


	(a) For the sample at 2.1.1(a) confirm that proposed purchases are based on an adequate evaluation of the level of internal and external funding likely to be achieved.



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


	For the sample at 2.1.1(a) confirm that:

(a) the property rent used in the evaluation of the proposed development is consistent with the housing association’s current policy and business plan assumptions.

(b) rent increases are consistent with rent policy and Housing Corporation rent increase guidelines.




	
	2.1.4 Costs for maintenance and management are included in appraisals and are based on realistic assumptions.


	For the sample at 2.1.1(a) confirm that;

(a) maintenance and management costs used in the evaluation are based on a suitable analysis of these elements over the lifetime of the development.

(b) maintenance and management costs are subject to a proper process of review by the development section including input from colleagues from these respective functions



	
	2.1.5 The appraisal identifies the breakeven point year, with developments not breaking even being disallowed or subject to Board/Committee approval. (Note: This can be calculated using actual costs where loan finance is used or a nominal rate where the housing association uses its own funds)
	For the sample at 2.1.1(a) confirm that;

(a) the calculations used in the assessment of the development clearly identify the break even year and correctly calculate the present value surplus.

(b) any policy on non-break even points is complied with.




	
	2.1.6 
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.
	For the sample at 2.1.1(a) confirm that;

(a) 
The financial appraisal has been subject to independent review outside of the Development department and this is formally evidenced. 

(b)
Confirm that if the financial appraisal is presented for consideration and approval by the Committee charged with development or the Board this is the same one as signed off by the Finance department.

(c)
Review the extent to which financial appraisals are updated to take into account actual costs when known \ submissions of claims throughout the development as a measure against achievement of original objectives for the scheme.


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


	(a)
Obtain the list of officers authorised to access the IMS system and review for appropriateness \ whether it is up to date.

(b)
Review if the housing association maintains a manual system outside of the IMS system for internal verification \ authorisation of grant submissions.  For example, screen prints of grant confirmation, claims submitted on scheme files.

For the sample at 2.1.1(a) confirm that;

(a)
grant applications have been compiled in line with existing Housing Corporation guidance and using the correct cost indicators.

(b)
review grant claims logged against the scheme to ascertain the appropriateness of the officer approving them on the IMS system to confirm segregation of duties \ review in the process.  



	
	2.1.8 Grant applications are submitted in a timely manner.


	For the sample at 2.1.1(a) confirm that:

(a) grant submissions are actioned in a timely manner and minimise negative cashflow effects to 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)

(b) Ascertain the housing association’s systems to confirm (remind \ prompt) staff submit claims on a timely basis.



	
	2.1.9
Housing Corporation standards are met.
	(a)
Ascertain whether the requirements for external accreditation as set out in the Capital Funding Guide have been met.


3.
TECHNICAL APPRAISALS

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	3.1 Failure to complete the Housing Corporation Sustainability checklist may lead to a lowered Inspection grade.
	3.1.1 The Housing Corporation Sustainability checklist has been completed (all new build schemes in receipt of SHG monies) and consideration to Housing Plus, SDS Plus and Secured by Design.
	For the sample at 2.1.1 (a):

(a) Confirm where appropriate the Sustainability toolkit has been utilised and other accreditations have been considered.  Evidence of this has been retained on scheme files.



	3.2 The failure to fully appraise development opportunities may lead to unsuitable projects being accepted.


	3.2.1
Evaluations of the potential sites to be acquired for development purposes include evaluations of the land and buildings on the site as appropriate.


	For the sample at 2.1.1(a) :

(a) check that a time limit is set for appraisals to be conducted as part of the evaluation procedures.

(b) Confirm that a report from the property management team or external consultants is submitted in a timely manner to development following the visit.



	
	3.2.2 
A full survey is obtained by the housing association for any property where applicable.


	For the sample at 2.1.1(a);

(a) check that there is a survey from a recognised Surveyor to support the proposed development project, where applicable.



	
	3.2.3 
The results of any technical evaluations sent by Consultants  are checked by development to identify any adverse comments (For example, Asbestos, Drainage, Site, Ground Investigation)


	For the sample at 2.1.1 (a)

(a) check that there is documented evidence for checks on property evaluations by the development team.



	
	3.2.4 
A schedule of remedial defects should be drawn up and costed prior to any offer for any development site.


	For the sample at 2.1.1(a) check that;

(a) any remedial defects have been subject to estimated costs for remedy prior to any purchase decision.

(b) the costs of correcting material defects do not exceed any remedial effects figure set by the housing association.



	
	3.2.5 
A valuation has been undertaken by an independent, professionally qualified valuer.


	Confirm that for the sample at 2.1.1(a):

(a) A documented valuation report has been provided including information taken into account when forming their opinion, the period of validity of the valuation and the type of valuation (i.e. Open Market Value).

 (b)
Confirm for schemes in receipt of Housing Corporation grant the valuation is valid (in accordance with Scheme Development Standards) at grant confirmation and exchange of contracts.



	
	3.2.6 
Freehold or leasehold title to the property is clearly established prior to the development commencing.


	Confirm that for the sample at 2.1.1(a):

(a) there is documentary evidence from the housing association’s Solicitor confirming full title to the land or land and buildings subject to development.



	
	3.2.7 
Where the proposed development is affected in any way by licences, service charges or other factors relating to the property, the relevant officers are informed by the development team.


	Confirm that for the sample at 2.1.1(a):

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

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

(c) Prospective service charges applying to the development have been correctly calculated.




4.
APPOINTMENT OF CONSULTANTS AND CONTRACTORS

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	4.1 Failure to complete a full and transparent tender process for all contractors required leads to unsuitable contractors being employed with a further risk of financial loss.


	4.1.1 Contractors have been selected using a satisfactory tendering process or other vetting procedures such as those advocated under Egan principles such as partnering.


	(a) On a sample basis confirm that the procedures used by the housing association to appoint development contractors are adequate and involve a process of competitive tender or partnering including an evaluation of the submissions made, review of financial standing, previous performance for the housing association and references from other housing associations. 
(b) Confirm a formal contract \ agreement clearly stating the agreed fee and period of the document is in place for each successful contractor reviewed and this has been signed in accordance with Financial Regulations and Standing Orders.



	
	4.1.2 Valuation services have been acquired using an appropriate tender list or other vetting procedure such as those advocated under Egan principles such as partnering.


	(a) On a sample basis confirm that the procedures used by the housing association to acquire ‘legal’ services are adequate and involve a formal process of competitive evaluation. (Note: housing associations may  use Valuers in other parts of their activities such as for Property Disposals through Right to Buy) 

 (b) 
Confirm a formal contract \ agreement is in place for appointed valuers clearly stating the agreed fee and period of the document and this has been signed in accordance with Financial Regulations and Standing Orders.

	
	4.1.3 Surveying services (For example, Quantity Surveyor, Employers Agent) have been acquired using an appropriate tendering or other vetting procedure such as those advocated under Egan principles such as partnering.

.


	(a) On a sample basis confirm that the procedures used by the housing association to acquire surveying services are adequate and involve a formal process of competitive evaluation.

(b)
Confirm a formal contract \ agreement is in place for appointed surveying services consultants, clearly stating the agreed fee and period of agreement, and this has been signed in accordance with Financial Regulations and Standing Orders.



	
	4.1.4 Legal services have been acquired using an appropriate tender list or other vetting procedure such as those advocated under Egan principles such as partnering.


	(a) On a sample basis confirm that the procedures used by the housing association to acquire ‘legal’ services are adequate and involve a formal process of competitive evaluation.

(Note:  In many cases housing associations will have a formal long term contract with a nominated firm of solicitors for the provision of all legal services). 

(b)
Confirm a formal contract \ agreement is in place for appointed solicitors clearly stating the agreed fee and period of agreement and this has been signed in accordance with Financial Regulations and Standing Orders.



	
	4.1.5 Architectural services have been acquired using an appropriate tendering or other vetting procedure such as those advocated under Egan principles such as partnering.
	(a) On a sample basis confirm that the procedures used by the housing association to acquire architectural services are adequate and involve a formal process of competitive evaluation.

(b)
confirm a formal contract \ agreement is in place for appointed architects, clearly stating the agreed fee and period of agreement, and this has been signed in accordance with Financial Regulations and Standing Orders.


	
	4.1.6 Professional services are subject to a process of appraisal by the development team.


	Confirm that;

(a) there is an adequate process of appraisal of all consultants and contractors used using standard documentation. (such as a performance assessment report)

(b) the evaluations are periodically reviewed by the appropriate committee charged with development.

(c) the result of evaluations are used to inform future contracts in Development and other areas of potential activity such as maintenance services (see also 4.1.1(a) above).




5.
NEGOTIATED ACQUISITIONS OF LAND OR LAND AND BUILDINGS

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	5.1 The lack of a clear appraisal and authorisation framework for the acquisition of land/land and buildings leads to financial loss through inappropriate acquisitions.


	5.1.1 Where developments are based on negotiated agreements between vendors of land/land and buildings and the housing association, there is an appropriate process of authorisation.


	(a) On a sample basis confirm that an adequate authorisation procedure for entering into, and negotiating with, potential vendors is in place and has been complied with.

(b) For the sample at 5.1.1(a) confirm that the terms and conditions of the development have been legally and technically analysed.

(c) For the sample at 5.1.1(a) confirm that a full financial evaluation of the offer and its results is undertaken by consultants/finance and agreed by the Finance Director or committee where appropriate.



	
	5.1.2 Negotiations with potential vendors for developments are appropriately documented.


	(a) For the sample at 5.1.1(a) confirm that negotiations for developments clearly identify all housing association employees involved and that adequate segregation of duties was in place.




6. CURRENCY OF CONTRACT: CONTROLS

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	6.1 Ineffectual monitoring of contract payments leads to financial loss.


	6.1.1 A cashflow forecast is created as part of the monitoring process, by the contractor for the programme and is updated throughout the course of the project.


	For the sample at 2.1.1(a);

(a) check that a cashflow forecast has been submitted by the contractor prior to the commencement of the contract.

(b) check that the cashflow forecast is consistent with the contract sum.

(c) Check that the initial forecast and subsequent updates are provided to the Finance department for cashflow monitoring purposes

(d) check that the forecast is included as part of regular development progress reports to committee.



	
	6.1.2 Monitoring includes regular review of actual to forecast costs for each development.


	For the sample at 2.1.1(a) confirm that development costs are monitored throughout the currency of the contract via:

· site meetings incorporating contractor progress reports

· Valuation certificates and associated invoice costs compared to cashflow forecast.

· final account estimates.



	
	6.1.3 All contract variations and price fluctuations are appropriately authorised.


	Using the sample at 2.1.1(a) select a sample of variation orders and price fluctuations and:

(a) Verify that a suitable level of prior inspection has taken place before the authorisation of significant variation sums.

(b) Check that costs contained in the variations have been examined and agreed as bona fide variations.

(c) Verify that there is an adequate procedure for authorising variation orders, including segregation of duties and that it has been complied with.

(d) Check that a valuation for work completed is submitted prior to the payment being made.

(e) Verify that the contractor’s valuation of work has been adequately evaluated by a Quantity Surveyor.

(f) Verify that the certificates of payment issued to the contractor take account of any adjustments made to the valuation.

(g) Confirm any significant variations in costs (estimated or actual) are reported to Finance Officers and Senior Management in a timely manner.

	
	6.1.4
Interim payments are subject to a proper process of authorisation and are submitted in accordance with contract \ agreement terms.


	(a) Using the sample at 2.1.1(a), select a sample of interim payments and confirm that the certificate of payment has been authorised by a person independent of the employee checking the valuation.

(b) Confirm claims for payment are submitted and paid in accordance with the terms of the contract.



	
	6.1.5
Suitable retention’s are held in accordance with the contract.


	(a) For the sample at 2.1.1(a) confirm that retention payments are part of the terms of the contract and that retention’s are correctly stated on the certificates of payment.



	
	6.1.6
Contract payments are recorded in a timely manner on the housing association’s accounting system and a development contracts register (if maintained) and are within the overall agreed sum of the contract.


	(a) For the sample at 2.1.1(a) and subject to 6.1.3 (a) above confirm that the accounting system and development contracts register is up to date and is referred to prior to authorising payments to confirm the sums paid remains within the agreed contract sum.



	
	6.1.7
Payments to consultants are in accordance with their terms of appointments.   


	(a) For the sample at 4.1.2 – 4.1.5 or any other consultants or contractors identified through 4.1.1 and not reviewed under 6.1.4 confirm payments are made in accordance with agreed terms and conditions.




7.
CURRENCY OF CONTRACT: SITE MONITORING
	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	7.1 Inadequate contract monitoring leads to contract slippage, poor performance and financial loss.


	7.1.1 Documented evidence of a programme of site meetings to control the development is held.


	(a) For the sample at 2.1.1(a) confirm that regular site meetings are held and are attended by appropriate contractor and housing association staff.



	
	7.1.2 Regular inspections of the development site are conducted by the Clerk of Works (CoW).


	(a) For the sample at 2.1.1(a) confirm that a record of CoW inspections is maintained.

(b) Check that there is evidence of a follow up of problems noted on CoW reports.



	
	7.1.3 The development meets the scheme standards of the Housing Corporation.

(Note: Although this need only applies where a grant is part of the funding).
	(a) Confirm where the terms of appointment of consultants (e.g. Architects, Quantity Surveyors) includes certification of compliance with the Housing Corporation Scheme Development Standards confirmation is obtained and retained on scheme files.

(b) For the sample at 2.1.1(a) confirm that site inspections include consideration of items (e.g. entrance widths) that are stipulated by the Housing Corporation.




8.
FINAL CONTRACT PAYMENTS

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	8.1 Failure to control and authorise final contract payments leads to financial loss.


	8.1.1 A certificate of practical completion is issued at the substantial completion of the work.


	For the sample at 2.1.1(a) confirm that:

(a) the Certificate of Practical Completion is issued after an evaluation by the Quantity Surveyor.

(b)
retentions are held at the appropriate rate (e.g. 5% for building works phases, 2.5% for the defects period).

	
	8.1.2 There is an adequate procedure for the inspection of final accounts prior to payment.


	For the sample at 2.1.1(a) confirm that:

(a) Final accounts have been submitted by the contractor in a timely manner.

(b) Financial accounts have been inspected to verify the accuracy of the final account by the contract management team.

(c)
An independent review is conducted of the final account figures which includes a reconciliation with the original contract sum.

	
	8.1.3 Adjustments made for liquidated damages specified in the contract are taken into account when final payments are made to the contractor.


	For the sample at 2.1.1(a) confirm that:

(a) The rate of liquidated damages stated in the contract is correctly applied.

(b) The level of liquidated damages stated on the Certificate of Payment reconciles to the level of damages notified to the contractor.

(c) The final payment is correctly calculated and authorised.



	
	8.1.4 Retention’s are withheld until the final payment is made.


	For the sample at 2.1.1(a): 

(a) Confirm that the final payment correctly takes account of retention payments.

(b) Check that the retention is withheld at the appropriate rate.



	
	8.1.5 Final payments are only made after a site or visit by the Contract Manager, Clerk of Works.


	For the sample at 2.1.1(a) confirm that:

(a) there is a final site visit made by the Contract Manager/Clerk of Works.

(b) Check that the visit report is produced before the final payment is made.



	
	8.1.6 Final payments are only made when the time period for making good defects has expired.


	For the sample at 2.1.1(a):

(a) check that a Certificate  of Making Good Defects was issued on expiry of the Defects Liability Period, in a timely manner to the contractor.

(b) Check that the Certificate of Making Good Defects is issued prior to the final payment being made to the contractor.




9.
ADMINISTRATIVE ARRANGEMENTS

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	9.1 Failure to implement appropriate methods of contract administration leads to an inconsistent approach.
	9.1.1 An agreed methodology for the administration and maintenance of scheme files is in place.
	(a) Procedures for the set-up and maintenance of scheme files is in place.

(b) For the sample at 2.1.1 (a) review the set-up of files to confirm compliance with procedures.  For example, use of any scheme checklists, standard file index, etc.



	
	9.1.2 A system for identifying income \ expenditure to specific schemes has been established.
	(a)
Confirm each scheme has been assigned a specific reference \ code to confirm all income and expenditure relating to a particular scheme can be accounted for and a clear audit trail is in place.



	
	9.1.3 The housing association has agreed a position on the maintenance of finance records on scheme files for audit purposes. (NB Often copies of invoices are retained for audit purposes on scheme files, with originals held in Finance department records)
	(a)
Ascertain the system for maintaining invoices for development schemes and confirm it is applied consistently across scheme files.



	
	9.1.4 The properties are correctly set up on the rent account and in a timely manner.


	(a) For the sample at 2.1.1(a) confirm that the property details on the rent account have been set up correctly.



	
	9.1.5 Information on the attributes of the property is entered onto the attributes database.


	(a) For the sample at 2.1.1(a) confirm that the property details have been correctly set up on the attributes database.



	
	9.1.6 Deeds/Covenants/Licences are securely stored.


	(a) For the sample at 2.1.1(a) confirm that legal documentation relating to the development is securely held.

	
	9.1.7 Handover arrangements from the development to the housing team are adequate.


	(a) For the sample at 2.1.1(a) check that handover is sufficiently early to confirm timely occupation of a new dwelling.

(b) For the sample at 2.1.1(a) check that handover to the housing team is controlled using a checklist detailing ‘inter alia’ utility reading, keys obtained and the location of utility controls such as stopcocks.



	
	9.1.8 Prospective tenants are identified and approached and the property is allocated in a timely manner.


	(a) For the sample at 2.1.1(a) confirm that the housing association allocates the property by a method that minimises any void period, preferably by pre-allocation.




10. 
POST CONTRACT EVALUATION

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	10.1 Ineffective post contract completion monitoring means that assumptions used in financial and business modelling are not updated accordingly thereby leading to subsequent projects being inappropriately assessed.
	10.1.1 Post contract reviews of the development are undertaken in a timely manner, following the completion of the contract.


	(a) For the sample at 2.1.1(a) check that the review is managed by a member of staff independent of the team directly involved in the contract.

(b) Check that the reviews are conducted on the same basis for developments of particular sizes.

(c) Check that the result of the review is reported to the Head of Development.

(d) Where developments are above a certain size, check that reports are submitted to Committee.

(e)
Check that a proforma report is used for post-contract appraisals, and that it gives consideration to financial and non-financial factors.

	
	10.1.2 The post project appraisal involves a detailed review of the financial aspects of the budget.


	(a)
For the sample at 2.1.1(a) check that the review involves a consideration of budget v outturn costs and a consideration of the reasons for the variances.

	
	10.1.3 Contractors/Consultants performance is adequately appraised.


	(a) For the sample at 2.1.1(a) check that the summary of the performance of the contractor is consistent with the observations made during the currency of the contract.

(b) For the sample at 2.1.1(a) check that, where a recommendation not to use a contractor is made, this is appropriately communicated.



	
	10.1.4 Recommendations are made to inform future development contract activity.


	(a) For the sample at 2.1.1(a) check that recommendations agreed to alter the design policies and specifications result in the timely updating of them.

(b) For the sample at 2.1.1(a) check that operational procedures are updated based on recommendations made.



	
	10.1.5 Post contract assessments are centrally held.


	(a) For the sample at 2.1.1(a) check that post-contract assessments are held by a designated person.




11.
MANAGEMENT INFORMATION

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	11.1
Ineffective management information produced on development activity leads to financial loss for the Association.
	11.1.1
Progress reports provided by Consultants and Contractors incorporating financial and operational status are subject to critical review by Operational Staff. 


	(a) For the sample at 2.1.1 (a) confirm financial and operational progress reports received are subject to critical review and evidenced as such.



	
	11.1.2
Comparisons of financial (budget v actual spent) and operational progress on developments are considered by the relevant committee on a regular basis.


	(a) For the sample at 2.1.1(a) confirm that progress reports covering financial and operational performance produced on a regular basis for Committee and these are consistent with the reports sampled within 11.1.1.



	
	11.1.3 Projected totals for development costs are produced against the annual budget and approval for potential variations is sought from the appropriate committee.
	(a) For the sample at 2.1.1(a) verify that significant budget variations are subject to approval by the relevant committee and that the reasons for the variations are explained.



	
	11.1.4 Financial performance information provided is accurate and reliable.  


	(a) 
For the sample at 11.1.1 and 11.1.2 confirm that financial information presented is consistent. (NB Inconsistencies may occur should data be provided by Finance through the Management Accounts Budget Reports and Development through progress reports produced for Committee) 




PAGE  
Good Practice Guide – Development

Revised January 2007 – Version 1

[image: image1.png]_1220193177.bin

