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Introduction

This document has been produced to assist Registered Social Landlords
(RSLs) in carrying out reviews of compliance with the Standards of
Governance and Financial Management, particularly when these are
undertaken as preparation for submission of Annual Assurance Statements.

Other sector guidance is available, in the form of the SFHA’s Social Landlord
Self-Assurance Toolkit. The Scottish Housing Regulator (SHR) participated in
the development of the Toolkit and endorses its contents. This Lessons
Learned document is intended to sit alongside, and complement, the Toolkit
approach.

We commissioned Paul Rydquist, an experienced Statutory Manager, to
produce this as an illustration of an effective way to carry out a review of
compliance with Regulatory Standards. Its main purpose is to highlight the
lessons that both the author and SHR have learned from such reviews with
which we have had direct involvement, and to provide more information about
how to carry out a successful review process.

It is targeted at RSLs rather than local authorities, and in particular at
governing body members, to help get the most benefit out of these reviews
and improve governance effectiveness.

It is also for senior staff members, given the role they need to play in such
exercises, and any independent advisors tasked with leading or participating
in the review process. Other stakeholders, who may be asked to engage and
offer their opinions on the current state of governance, might also be
interested.

The approach is principle-based and focuses solely on compliance with the
Standards of Governance and Financial Management for RSLSs.

It is for each RSL to decide how it will approach reviewing and demonstrating
compliance with each of the Regulatory Standards, in order to support the
submission of its Annual Assurance Statement. This is advisory guidance and
landlords should consider applying any recommendations but are not required
to follow it. So, a landlord may decide to adopt the approaches in full, in part,
or not at all.

From observation of previous successful review processes, two key lessons
have been identified:

e The more governing body members are directly involved in the process
the better the quality of review, and the more genuinely useful the
outcome is likely to be.

e Itis very important to be fully objective and totally honest, and to be
ready to recognise any significant weaknesses found.
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Self-assessmentreviews: akey component of sound
governance

Governance is the system by which organisations are directed and controlled,
and the Standards of Governance and Financial Management for RSLs are
based on widely recognised principles of good governance. Because this is the
case, compliance with Regulatory Standards is a strong indicator of overall
governance effectiveness.

The Regulatory Framework requires RSLs to show how they comply with
these Standards and associated guidance, and to use self-assessment
reviews to demonstrate that this is the case.

Since the introduction of the requirement to make Annual Assurance
Statements, the conducting of such reviews is now integral to RSLs’ self-
assurance processes.

Lessons from Statutory Intervention (2018) noted that in all 11 statutory
interventions since 2014, SHR judged that the RSL had failed to meet
regulatory requirements and the root of the problems lay in weak governance.
Key lessons included:

e Governing body members did not know what they did not know — they
were not provided with, did not ask for, or failed to understand the
information needed to carry out theirrole;

e The governing body did not seek or receive appropriate assurance and
did not effectively challenge senior officers.

Factoring these lessons into the self-assessment review process will enable
governing body members to prepare properly for their input, helping them to
be self-aware, analytical, open and honest about their RSL’s performance.


https://www.housingregulator.gov.scot/landlord-performance/national-reports/statutory-intervention/lessons-learned-from-our-statutory-intervention-in-registered-social-landlords
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Assurance: Whatis it,and why is it important?

Assurance is the process of gathering evidence to confirm that any controls
and associated internal processes are working properly, thereby building
confidence in compliance and effectiveness.

It is the key role and responsibility of governing body members to have overall
responsibility and control of the strategic leadership of the RSL (Standard
1.2). This is why it is important for governing bodies to take a leading role in self-
assessment reviews.

Governing body members generally cannot, and should not, be involved in the
day-to-day running of the RSL. That is the responsibility of the staff team, led
by the Senior Officer. Nevertheless, the governing body needs to ensure that
what is being done in its name is appropriate and effective. A key
responsibility of governing body members is to seek assurance on these
points, and to achieve confidence in that assurance.

The process of RSLs assuring themselves that they meet Regulatory
Standards and other regulatory requirements, and then assuring both SHR
and their tenants, is central to the regulation process (see How We Requlate,
Regulatory Framework February 2024.

Governing bodies need to be able to rely on the successful conduct of the
RSL’s business activities, and particularly delivery of its key services, sound
internal processes, and the production of credible information, in order to
make good decisions and fulfil their role effectively. Where there are
uncertainties around any of these, confidence diminishes.

Many RSLs will be familiar with this approach through the operation of their
risk management framework:

e Key risks are defined;

e The main causes of the risk are identified,

e Any controls in place within the business are matched to each risk
cause (and any gaps noted where there are new controls required to
manage the risk);

e Assurance is sought to provide evidence that the controls in place are
working - that what needs to be done is actually being done. Levels of
assurance obtained can be scored, e.g. “limited”; “adequate”;
“substantial”;

e Risks can then be accurately assessed.

From experience, the same approach will pay dividends for self-assessment
reviews of compliance with Regulatory Standards:

e evidence of compliance with each Standard is identified (effectively the
“controls” which should ensure compliance);


https://www.housingregulator.gov.scot/for-landlords/regulatory-framework
https://www.housingregulator.gov.scot/for-landlords/regulatory-framework
https://www.housingregulator.gov.scot/for-landlords/regulatory-framework
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e indicators and evidence of the level of “assurance” or confidence that
the “control” is doing its job, often in the form of reports, reviews,
analysis, checking processes, etc. are assembled;

e Judgement is made about the strength of assurance, and the level of
compliance.

For example: Regulatory Standard 6.4 requires that:

The RSL encourages as diverse a membership as is compatible with its
constitution and actively encourages its membership in the process for filling
vacancies on the governing body.

Most RSLs will have a Membership Policy or equivalent, with associated
procedures, and in a review exercise would identify this as part of the
evidence for compliance (the “control”). But does this of itself provide
assurance of compliance? Probably not, and governing body members are
also likely to want to know:

e Isthe policy up-to-date? If dated before the new regulatory standard
was introduced in April 2019, it may not address some of its
requirements and expectations.

e Isitfit for purpose? It might be up to date, but will it provide the
outcomes that the governing body expects to see achieved?

e Isit being complied with? The policy might be just what is needed, but
if it's not being followed it’s of little value.

Answering these questions could be part of the judgement about the strength
of assurance and level of compliance associated with this part of the

Standards.

Sources of assurance can come from both inside and outside the RSL, e.g.

e Day-to-day management of the Standard under review: from reports by
the staff team performing the day-to-day activity, or from checking
exercises by management that the agreed processes are being
followed;

¢ Reports and reviews by central staff teams, such as finance, or HR, or
“corporate services” or management teams, who have responsibilities
across the RSL for seeing that the control framework is working
effectively;

e Input from outside the RSL, and from anyone independent of the
management chain, including internal audit reviews, and work by other
specialist advisors.

Each source can provide robust assurance on its own, and no one source
provides better assurance than the others, although being able to consider
evidence from multiple sources will add confidence to the judgement. Itis
certainly not necessary to think that all three must be in place for each
regulatory standard, or that independent assurance is required in each case.
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4.2

4.3

Conducting reviews of regulatory compliance

This document suggests an approach to carrying out reviews of compliance,
based on the author’s experience of conducting and overseeing many such
reviews in RSLs, and of what seems to work well. This includes reviews
associated with Annual Assurance Statements — this is now the main context
in which such reviews are undertaken.

There are potentially four key phases to a successful review process:

e Surface the key issues — An annual light-touch exercise won't tell
you all you need to know about the current state of your governance.
From time to time a more comprehensive review will be required. The
process needs to be open, absolutely honest and objective. If key
weaknesses exist, and significant change is required, it's important
that the process brings this to light.

e Own the results — If the review process produces results you weren’t
expecting, or identifies serious weaknesses, don’t shy away from
them. By picking up these issues you can demonstrate self-awareness
and transparency, and show how you're going to deal with them. If
significant change is required, it won’t happen unless the governing
body recognises it, and is driving the change.

e Committo the necessary improvements — A comprehensive review
exercise will always throw up areas for improvement, and even if no
non-compliance is identified, there may be areas of significant
weakness to address, as well as partial compliance. Setting this out in
a plan, with measures of what genuine “success” in fixing the problem
looks like, will help the assurance process.

e Evaluate the impact of the completed improvements - If you need
to achieve significant change, especially if it involves culture change,
an end-of-process review exercise, perhaps from an independent
perspective, will be helpful. Find ways to check not just that you can
confirm the improvements have been fully completed, but also that the
outcomes you're looking for are happening. ldentifying success
factors, or key performance indicators at the start of the improvement
phase, which will tell you if this is the case, can be very useful.

Preparing for review

It is important to establish the right environment for an effective and honest
appraisal, where it feels safe to bring out any issues or concerns. Setting the
right tone for those involved is an important ingredient in a successful review.

While the governing body has the central leadership role within an RSL, and
especially in the effective delivery of its governance arrangements, not all
governing body members may feel confident about offering opinions about the
current state of governance across all areas of the Regulatory Standards.

In order to build that confidence across all governing body members, some
initial training would be appropriate, including familiarisation with the SFHA
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Toolkit. The more governing body members are involved, the more their
knowledge and understanding of regulatory requirements will be enhanced.

A comprehensive approach

The review process described here is intended to be part of a
comprehensive review exercise. It could sensibly be linked to the business
planning process.

SHR’s advisory guidance on Business Planning (2015 and due to be
republished in 2024) notes that, in an appropriate business planning cycle,
some RSLs have a rolling programme approach where:

e Every 3 years there is a comprehensive update of the strategic
direction of the RSL;

e Annually, the business plan is updated as necessary.

In order to establish a sensible review cycle, a similar approach can be
beneficial for reviews of compliance with Regulatory Standards:

e Every 3 years or so, a comprehensive review is undertaken;
e Annually, some form of “light touch” audit and update on any
improvement plans is undertaken, to support sign-off of the Statement.

This could be phased, so that in year 1, a comprehensive compliance review
takes place, followed in year 2 by a comprehensive business planning
exercise.

Any comprehensive review of compliance will complement and enhance a
major strategic planning review. It should provide a much clearer picture of
the current state not just of governance effectiveness, but of other aspects of
the RSL’s internal processes, and enable a more confident SWOT (Strengths;
Weaknesses; Opportunities; Threats) or other analysis of the current state of
the organisation, on which effective business planning needs to be based.

Setting your own review cycle and method

There are seven Standards of Governance and Financial Management, under
which sit further guidance, amplifying the scope of each Standard. A view
needs to be formed about the current state of compliance with each Standard
and area of guidance, and the SFHA Toolkit is structured to support this
approach.

Having submitted a number of Annual Assurance Statements, RSLs will have
developed some form of annual process to support the signing of its
Statement.

RSLs will need to decide for themselves if this pattern of compliance review
exercise in support of their Annual Assurance Statement — a comprehensive
review conducted every 3 or 4 years, interspersed with light touch reviews in
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other years — fits with their way of working and will enhance their governance
effectiveness.

RSLs may wish to adopt other approaches such as the ongoing compliance
process set out in the SFHA Toolkit.

Who should be involved in the review process?

All governing body members should play a full part in the comprehensive
review exercise, and in deciding how the review is to be led and co-ordinated.
There will always be three options:

¢ Internal-only review, led by the Senior Officer, senior manager or board
member(s)
e Internally led, with some external input

e Externally led, e.g. by a specialist advisor or independent consultant

However the review is structured — possible approaches for you to consider
are set out in a flow-chart included at Appendix 1, and also in the SFHA
Toolkit - it is important for the success of this process that:

e Allgoverning body members are involved and express an initial view
on current compliance with each of the Standards and associated
guidance, at the commencement of the process. This can be simply
obtained, for example, by using a questionnaire.

e The final decisions on compliance levels are made at a full meeting of
the governing body.

Management team members, including the Senior Officer, will play a key
role in both assembling evidence, and if the exercise is being conducted in-
house, in offering initial judgements about compliance. Their input and
perspective is vital to an accurate assessment of compliance.

Other stakeholders, such as tenants, funders, front-line staff, plus
auditors, other partners and local community organisations, can provide a
very helpful perspective on how the RSL is perceived by those who are
invested in its success, particularly if this review is part of a wider business
planning exercise.

Any input from other stakeholders should be focused on relevant Standards
where they are likely to have first-hand experience of regulatory expectations,
most obviously Standard 2 and parts of Standard 5, and other specific areas
that are directly relevant to the particular stakeholder group.

Tenants are key stakeholders, and it will be important for the RSL to consider
whether and how they can contribute. Most RSLs will already have useful
feedback from tenants to call on, e.g. Tenant Satisfaction Surveys, but there
is considerable scope for added value by asking direct questions on current
views of compliance and effectiveness. This would be particularly relevant for
most of Standard 2 in terms of communication and accountability to tenants,
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and some of Standard 5 (e.g. reputation of the RSL in the community, and
impact on advancing equalities and human rights). Engaging with an existing
group would be the most straightforward approach, e.g. an RTO or tenant
scrutiny panel, but if none of these are in place then a focus group can be
assembled for the occasion.

Front-line staff can provide alternative and very useful insights, e.g. via a
focus group session.

Preliminary judgements

It is particularly helpful if the process can begin with obtaining an initial view of
the current state of compliance from each governing body and management
team member. They can rate compliance with each Standard and associated
guidance, based on their own observations of “governance in action” through
attendance at meetings, reading reports, attending training or other events,
and so on.

The author finds using a four-category scoring approach, both for the
preliminary judgement and for overall compliance assessments, to be the
most helpful:

1. Fully compliant

2. Partially compliant

3. Significant weakness (but still partially compliant)
4. Non-compliant

Whichever approach you decide to take to scoring the assessment, it is
essential that the review will result ultimately in a clear outcome judgement for
each Standard: is it compliant or non-compliant? This approach offers three
shades of compliance, with a sliding scale of improvement requirements.

If questionnaires are used to make this initial judgement, they can helpfully be
augmented by one-to-one interviews with each governing body and
management team member, to discuss some of the more sensitive and
potentially concerning areas. If the review is being conducted in conjunction
with a business planning review, interview questions can be expanded to
include a wider assessment of the current state of the RSL and its strengths
and weaknesses. Care should be taken to identify a suitably objective person
to conduct such interviews.

An example of a completed questionnaire covering Standard 4, including
comments from participants, and some related interview questions, is
included at Appendix 2.

Analysis of the questionnaires and any interviews can form the starting point
for the review of compliance for each area of the Standards, and point
towards the kind of evidence (or potential absence of evidence) which will be
important in judging compliance.
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A feature of such exercises can be considerable variation in judgements
between different audiences, which is highlighted in Appendix 2. There is
great value for the governing body in exploring the reasons for these
differences in judgement, which can be very wide-ranging at this initial stage.

Gathering evidence

Gaining assurance on compliance needs to be evidence-based, and is a two-
stage process:

e Step 1 is to identify any evidence that will support a judgement that the
specific standard under review is being complied with.

e Step 2 is to consider such sources of assurance as are available (see
Section 3, above) and make the judgement: using a scoring system,
are we fully or partially compliant; seriously weak; or non-compliant?

Most RSLs will already have some form of “evidence bank” linked to each of
the Standards, based on preparations for previous Annual Assurance
Statements, which will be their first port of call in future review exercises.

It is important to understand the scope of each standard, as many are multi-
faceted, and require judgements to be reached in several areas.

For example:

Standard 1.2 requires that: The RSL’s governance policies and arrangements
set out the respective roles, responsibilities and accountabilities of governing
body members and senior officers, and the governing body exercises overall
responsibility and control of the strategic leadership of the RSL.

Forming an overall judgement on this Standard will mean considering:

¢ Have we got an appropriate and up-to-date range of governance
policies and procedures?

e Do our governance arrangements — the interplay of sub-committees (if
we have any) or any other sub-groups with the main governing body or
the operation of any group structure, and associated reporting lines -
work smoothly and effectively?

e Have we clearly set out in writing, in our policy documents or Standing
Orders, or governing body remit, etc. the roles and responsibilities and
accountabilities of governing body members?

e Have we got a scheme of delegation which makes it clear where
governing body member and staff responsibilities begin and end?

e Does our induction cover these issues? Do we understand what this
means for us in practice?

e Have we seen a job specification for our Senior Officer and
management team members? Do we ever step into the management
team’s territory, or they into ours? Do we ever discuss this (e.g. atan

10
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away day, or in reports back from the Senior Officer’s appraisal -
assuming they have one, or in our own appraisals)?

e Do we really understand what “exercising overall responsibility and
control of the strategic leadership of the RSL” means in practice?

e And if we understand it, are we confident that we’re actually doing it?

The SFHA Toolkit provides an excellent guide through this part of the review
process, setting out how one Standard links to others; where useful guidance
relating to that Standard can be found; examples of evidence that may give a
prima facie indication of compliance; and the sort of questions that you may
wish to ask in pursuit of making the compliance judgement.

RSLs can look to their existing documents, performance data and other
reports, including internal audit reports, and internal control, risk management
and performance management processes, etc. to find the evidence they need,
or to identify what they should have but haven't yet got.

Further evidence can be gleaned from the questionnaire and interview
outcomes, and any stakeholder focus group or survey results included in the
review process.

Remaining objective

Being objective is crucial to the success of the process. The temptation to be
defensive about the current state of governance, or to present an overly-
positive picture, assuming compliance in the absence of any real evidence,
will undermine the effectiveness of the process. Governing bodies should
welcome finding and flagging up a problem.

The SFHA Toolkit identifies questions that can be asked to provide indicators
of assurance, and form a basis for discussion. Positive indicators of
compliance can come from a range of sources, but those with an external
element can provide added value. Examples, which RSLs may have gathered
in the normal course of business, could include:

e Tenant survey outcomes, or other tenant or service user feedback

e Analysis of service user compliments / complaints

¢ Internal audit reports — These can be even more pertinent if specific
Standards are targeted when briefs are agreed for the annual
programme of reviews. For instance, if a review of internal financial
controls or treasury management arrangements is being undertaken,
auditors could be asked to review compliance with standards 3.1 and
3.2, which cover these areas. The more specific the focus of the audit,
the more thorough the review, and the more value added to the
assurance process

e Benchmarking reports — If these can be produced by your club service
provider, objectivity is further enhanced

e Other external reports commissioned in the course of business, e.g.
Investors in People assessments, funding evaluations, organisation-
specific training outcomes, etc.

11
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The review process will involve agreed parties — whether particular governing
body members, senior staff members, external advisors, or a combination of
all three — making provisional judgements about compliance, based on the
evidence and assurance methods identified.

Governing body members need to build in objectivity to this provisional
assessment process, e.g. avoiding senior staff being involved in judgements
in areas that fall under their responsibility.

It can be helpful to record which sources of assurance have been identified,
and why this results in a judgement of compliance (or non-compliance).

Final decisions on compliance levels in a comprehensive review process are
best taken by the whole governing body, potentially in a session devoted just
to this exercise, considering provisional assessment recommendations, but
with plenty of scope for challenge and discussion. Where assurance is limited,
or borderline adequate, actions to improve this can be identified for inclusion
in any improvement plan.

Focus on improvement

The real benefit of investing time and effort into such a comprehensive and
thorough review process comes in the accuracy of the picture of the current
state of the RSL created, and the clarity of its conclusions. These can provide
a solid platform for sustainable change and improvement.

If the review judges the RSL to be less than fully compliant with any area of
the Standards, improvement action will be required. The more thorough the
review process has been, the clearer the nature of the required improvement
action will be.

All necessary improvement action arising from a comprehensive review
exercise is best gathered together in a single improvement plan. Any
necessary training should be included in the plan — both in areas where the
governing body needs more knowledge and awareness to ensure compliance,
but also in preparation for more complex policy or strategy decisions e.g. the
introduction of a new treasury management strategy.

It is more important to take enough time to ensure that the right change is
being made, and that it can be properly embedded, than to rush programmes
through in the shortest possible period.

RSLs may wish to spread minor improvements over a longer timescale, while
“nipping bigger problems in the bud” and not allowing a problem to get worse
through lack of attention.

At the conclusion of a comprehensive review, some form of proposed
improvement plan should be presented to the governing body for

12



consideration, including arrangements for regular review of progress by the
governing body.

4.10 Evaluating the outcome

Where the improvement plan has picked up on multiple areas of weakness,
consideration should be given to including an evaluation exercise once it is
completed (see paragraph 4.2 above).

The inclusion of “success factors”, or key performance indicators in the
improvement plan will identify if outcomes are being achieved.

Examples of how an Improvement Plan can be structured, and of potential
success factors related to the required improvements, are included at
Appendix 3, also featuring Standard 4.

5. Makingjudgements: compliance,non-complianceand
materiality

5.1 Despite the fact that reviews of compliance with regulatory standards need to
be evidence-based, there is still a significant degree of judgement involved in
the process.

5.2  Good evidence is essential and provides an indication of compliance. But a
series of judgements then come into play:

e What assurance do we have that the evidence is fit for purpose and is
complied with by those responsible for operating it (if it is a policy,
procedure, internal control, etc.)?

e What assurance do we have that the evidence means that we are
achieving full compliance?

Both this Lessons Learned and the SFHA Toolkit provide pointers as to how
RSLs might seek to satisfy themselves on these points. But it remains a
matter of judgement.

We have emphasised two key points:

¢ inthe review process, it is important to be clear who has authority to
make judgements in these areas, with every effort made to ensure
objectivity; and,

¢ the governing body should take final responsibility for endorsing these
judgements through a process of discussion and challenge.

53 Itis also important to recognise the multi-faceted nature of many of the
Standards. Forexample:

13



Standard 3.4 requires that: The governing body ensures financial forecasts
are based on appropriate and reasonable assumptions and information,
including information about what tenants can afford to pay and feedback from
consultation with tenants on rent increases.

This Standard will require the RSL to consider its various forms of financial
projections — the budget; 5-year financial projections which are required to be
submitted annually to us; and any longer-term projections (usually 30-year
projections) — and the appropriateness of the assumptions on which they’re
based and the range of information provided within them.

It will also need to consider its rent policy, what this says about rent
increases, and how this relates to affordability. It will also need to make some
form of assessment about its tenants, their incomes, and their ability to afford
any planned rent increases implied by its rent policy.

Then it will need to consider the effectiveness of its most recent rent
consultation with its tenants and any other relevant service users about
proposed rent increases: how well did it engage with its service users? What
sort of feedback did it get? Did it take account of that feedback?

How do we approach judging compliance, if we establish that we are at
differing levels of compliance with each element of the Standard? For
example:

e Our budgeting systems are fine, but we’ve had serious problems with
our longer-term (30-year) financial projection system, and we haven't
been able to use it properly for a couple of years. We’ve managed to
make a 5-year projection submission each year, and underlying
assumptions are clear, but we know we’ve got a significant weakness
while this remains the case.

e On rent policy and affordability, we feel instinctively that we should be
reducing our standard measure of inflationary rent increase, but
without the long-term model operating properly, we can'’t test out
options. However, we've used a rent affordability assessment tool as
part of this year’s rent consultation process and are happy we’ve done
what we can to assess affordability issues for our tenants around any
proposed rent increase. Maybe we’re partially compliant.

e On rent consultation, we’ve got a well-honed system, and it worked
very well this year, with lots of tenant feedback and a decision on a
rent increase that was supported by tenants, which we’re also
reasonably confident (in the absence of the long-term model) will
provide adequate resources to meet our business plan objectives. This
feels fully compliant.

Where does this leave us in terms of overall compliance? While there is a lot
that’s working well, the lack of important information caused by the failure of
the 30-year projection system is a serious weakness, and could even cause
risks to overall viability if allowed to persist. Perhaps this should be flagged as
non-compliant. Certainly, an urgent improvement planis needed.

14
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5.5

5.6

5.7

In most cases, where non-compliance is judged to form one part of a multi-
faceted Standard, even where other parts are either fully or partially
compliant, there would need to be very significant mitigation for that Standard
to be assessed as anything other than overall non-compliant.

If, in our example, the governing body were to decide that the RSL was
overall non-compliant against Standard 3.4, should this be included in the
Annual Assurance Statement as material non-compliance?

Four key principles for deciding this are set out in the statutory guidance on
Annual Assurance Statements, and examples of how the guidance might be
applied are provided in the Frequently Asked Questions publication, and in
the SFHA Toolkit.

Applying these principles to the hypothetical situation above, the governing
body would need to form a judgement as to whether:

e the absence of any reliable long-term financial forecasting threatened
the stability and viability of any of its service delivery arrangements
(check planned maintenance programmes, but possibly not)

e whether this represented a significant risk to the financial health of the
organisation (possibly)

The decision could go either way.

If the governing body decides that this is material non-compliance, then it will
need to be included as such in the Annual Assurance Statement, or submitted
as a notifiable event if the Statement is not due for imminent submission. If it
is accompanied by a clear improvement plan, and there is confidence in the
capacity and commitment of the RSL to deal with the issue, this would not
normally lead to formal engagement by the Regulator.

A flow-chart is included at Appendix 1, which sets out the sequencing of the
key stages of a comprehensive review process, as described in this Lessons
Learned. Again, it is for RSLs to decide whether, and to what extent, they
wish to follow this approach.

15



6.1

6.2

6.3

Conclusions

This Lessons Learned document emphasises that:

e Governing bodies and their members should be closely involved in
reviews of compliance with Regulatory Standards

e Making what are sometimes difficult judgements about compliance
and materiality falls within the governing body’s role and responsibility.

e Well-governed organisations will recognise their weaknesses and
address them.

Conducting an effective self-assessment review process is about more than
creating greater confidence in the Annual Assurance Statement. It creates
other opportunities - for improved governance; for enhanced self-awareness
of the current state of the organisation as a whole; and for better strategic
planning within the business.

Ultimately, it will help to ensure the RSL is better able to deliver for its tenants
and other service users.

HAPPY TO TRANSLATE

16



Appendix 1

Flow-chartshowingexample of sequencing for conducting a comprehensive self-assessment review process

Governing Body

Review Co-ordinator

Appoint an appropriate review Co-ordinator

\ 4

Arrange pre-review board training

!

Gather provisional views of current state of
compliance: board and management team
via questionnaire / interview. Conduct
guestionnaire / interview. Conduct agreed
stakeholder reviews

Approximate timescale

3 months prior to commencement

Provide analysis of questionnaire / interview
/ review results

Plan and prepare for review exercise
Decide on nature of review:
e Comprehensive 3 or 4-yearly
review, or —>
e Annual “light touch” review
Integrate with business planning review?
Decide on style of comprehensive review
e Internal only
e Internally led, with external input
e Externally led
Decide on pattern of board input to review
e Sub-group to overseeprocess?
¢ Individual contribution as required?
e Full board consideration where
needed?
Decide on range of stakeholder input
e Tenant focus group?
e Staff focus group?
e Lender meetings?
e Stakeholder survey?
Governing body meets to discuss analysis
of provisional reviews. Agree team and &
process for identifying and assessing
evidence of compliance. Identify areas for
more in-depth review, based on provisional
review results.
>
Board session to:
e Review provisional compliance
assessments
e Reach final decisions on scores
e Discuss areas of potential
weakness /non-compliance
e Consider materiality of any areas €<—
of non-compliance
¢ |dentify key areas for
improvement
—_—

Board approves Annual Assurance
Statement and Improvement Plan

v

Board monitors progress with
implementation of Improvement Plan

Co-ordinate exercise to collect and assess

evidence and make initial judgements about

compliance for each Standard:

Refer to existing evidence bank as starting

point.

In each case:

. Identify actual controls (and gaps) and
other indicators of compliance

. Identify, record and assess effectiveness
of indicators of assurance for each
control

. Allocate provisional compliance score:
fully; partial; significantly weak; non-
compliant

\ 4

Arrange board session to discuss, review,
amend, and confirm compliance
assessment.

Prepare provisional improvement plan.

Prepare draft Annual Assurance Statement,
including Improvement plans for any areas of
material non-compliance

Prepare draft improvement plan for other
issues arising from the review exercise

Prepare any necessary “success factors” /
KPIs to assess effectiveness of improvement

|
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Appendix 2 — Example of initial self-assessment questionnaire and sample interview questions

It is important for the success of a comprehensive review process that all governing body and management team members are
given the opportunity to express an initial view on the current state of compliance with each of the Regulatory Standards, based on
their own observations of “governance in action”, before a more detailed review of evidence and levels of assurance is undertaken.
One way to achieve this is by using a questionnaire, covering all seven of the Standards, supplemented by a one-to-one interview
to look in more detail at some of the more sensitive, and potentially more concerning areas. This Appendix provides an example of
part of a questionnaire that has been used at the outset of a review process, covering one of the seven Regulatory Standards, by
way of illustration of the type of questionnaire that an RSL could develop for its own use.

What follows is a positioning statement introducing such a questionnaire; an explanation of the scoring system and how to use it;
an example of questions that could be used in connection with assessing Standard 4, including scoring analysis and some typical
comments made by participants; and some examples of interview questions that also relate to Standard 4.

YOUR VIEWS ON HOW WELL GOVERNANCEAND FINANCIAL MANAGEMENTIS WORKING

On the pages that follow, you will find a series of statements which seek your views on how well the Committee works at
present, including the working relationship between the Committee and the Management Team. The questions are
arranged in seven sections, corresponding to the seven Standards of Governance and Financial Management for RSLs.
Please indicate, by ticking the relevant box against each statement, which description best reflects your views. If you
can’t answer any question because you haven’t seen anything of this area yet, then leave it blank. These views will help to
prepare a collective self-assessment of the current effectiveness of governance and financial management. In the last
column, we are also looking for optional observations about areas where improvement is required.

SCORING
1 2 3 4
Fully Agree Partially Agree Generally Disagree Completely Disagree
The Committee works well The Committee works OK, This is an area of weakness | The Committee is failing to
and fully meets the but there is room for and significant improvement | meet the standard.
standards improvement. is needed.
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Scoring for Q4.2

In the chart below, there are 4 “new” committee members (less than 18 months in post); 8 “existing” longer

serving members and 4 management team members who completed the survey. Responding to question 4.2 all four new members
scored this as 1, fully compliant, so the average score for this group is 1. Two existing members scored the same question as 1,
four scored it as 2, partially compliant; and two scored it as 3, significant weakness. Adding up the scores totals 16; divide by the
number of respondents (8) gives an average score of 2 for existing members. All four management team members scored the
same question as significantly weak (3). Total scores for everyone were 32, divided by the total number of respondents (16) giving
an overall score of 2, or partially compliant - but where nearly 40% of respondents thought there was a significant weakness.

SECTION 4: EFFECTIVE DECISION-MAKING, RISK MANAGEMENT, AUDIT AND GROUP STRUCTURE COMPLIANCE

1 2 3 4 Comments and suggestions for
improvement

4.1a Committee decisions, EC EC = Existing committee members
including confidential items, | N N = New committee members
are accurately recorded and M M = Management
swiftly circulated.

4.1b Written reports by staff are EC Standard committee reporting template needs
clear consistent, concise and | N M updating to pick up best practice.
easy to follow.

4.1c Reporting to Committee is EC Too many reports circulated on day of
well planned, based on N meeting. Meeting calendar and forward
agreed cycle of meetings and M planner could help ensure agenda is
structured agendas. manageable.

4.2 The Committee is effective at EC Committee have to challenge more. Training
challenging the information it | N should help to know when to challenge.
receives and scrutinising M
performance.

4.3 Our system for identifying EC Not seen any reporting on this.
and managing key risks is System not currently being implemented.
effective, and complied with M Significant improvement required.
systematically.

4.4 We understand and fulfil our Not Applicable — We have no subsidiary.
responsibilities to control
and manage our subsidiary.
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4.5 We regularly check EC We have had limited discussion on what
compliance with our policies | N policies we have, what is outdated, what is
and procedures through M needed to bring this up to date.
internal audit.

4.6 We have good working EC I've never been at a meeting involving auditors
relationships with our N that didn’t have any staff in it.
internal and external M

auditors, including annual
committee-only meetings.

Sample complementary interview questions

Standard 4

4.1

4.2

4.3

4.4

4.5

How well do you think committee meetings are working?

Are the meetings well-run?

Does the committee get good information about performance?

Do we always get the right items on our meeting agendas?

Do you get the papers in good time to read them through before the meeting?
What do you think of the quality of reporting? How might reports beimproved?
Is it always clear from the minutes what we’ve actually decided?

Do you think we have good systems for identifying and managing our key risks? What do you think is the biggest risk we’re

currently facing?

Do we get enough information about the plans and performance of our subsidiary? Are we controlling its activities effectively,
and do we understand and manage the financial and reputational risks associated withthese?

Are we happy with the effectiveness of our internal audit arrangements?
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Appendix 3 — Sample Improvement Plan and associated Success Factors

Atthe conclusion of a comprehensive review an improvement plan should be presented to the governing body for consideration,
gathering together all necessary improvement action arising from the review, including any necessary training, with progress
regularly monitored at board meetings.

What follows is an example of a typical improvement plan that might arise from the review of Regulatory Standard 4. Actions are
numbered to reflect which Standard they are aimed to improve (so item 4.1.b is one of four actions aimed to improve compliance
with Standard 4.1): The governing body ensures it receives good quality information and advice from appropriate staff and, where
necessary, expert independent advisers, that is timely and appropriate to its strategic role and decisions. The governing body is
able to evidence any of its decisions.

The plan can also include who has lead responsibility for implementing the required changes; a sensible timetable for
implementation; and the opportunity to comment on progress.

Effective Decision-Making, Risk Management, Audit and Responsibility Status / Comment

Group Structure Compliance
4.1.a | Keep reporting arrangements under review, particularly during Chair Mar
annual board effectiveness reviews; board members to provide
feedback on when reports do (and don’t) meet expectations.
4.1.b | Board to ensure that independent advisers are used when the Chair Feb
association requires it; that adequate budget is allocated for this;
and that there is effective engagement with such advisers.

4.1.c | Improve meeting effectiveness by introducing timed board CEO Jul Completed. Timed agendas and rolling
meeting agendas, rolling actions schedules, preparing a schedule action schedules introduced from July
of agendas matched to the schedule of meetings, and ensuring board meeting. Schedule of agendas /
appropriate consideration of operational performance. meetings taken (late) at October meeting.
4.1.d | Audit records of all board meetings that have taken place over Jan

past three years and confirm, or create appropriate records of
any confidential discussions that have taken place where these
are missing.
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4.2.a | Introduce a performance management framework, which sets out HR Lead Aug Completed. Framework approved by
how individuals can contribute towards achieving organisational board in June. All appraisals completed by
goals, and roll out annual appraisals for all staff. end of August.

4.2.b | Increase benchmarking comparison reporting as part of the Nov
introduction of quarterly reporting on KPI targets.

4.2.c | Arrange benchmarking review of performance compared to peers Nov Session to be arranged as part of
with benchmarking club, as part of preparation for next business December Strategy Away Day.
plan.

4.3.a | Review, expand and upgrade risk management policy CEO Dec Part completed. Revised policy drafted —

submitted for consideration at November
Audit & Risk Committee.

4.3.b | Arrange training for committee and all staff in risk assessment Apr
and management, and in their role and responsibilities under the
revised policy.

4.3.c | Comprehensively review and amend organisation risk maps, Apr
differentiating between strategic and operational risks, and
commence systematic management, review and assurance
reporting to the board and Audit & Risk Committee.

4.5.a | Implement first year’s programme of internal audit reviews, and FM and Aug Part completed. Consideration of first
action agreed management responses within agreed timescales. management review (rent collection) by Audit & Risk

team Committee completed, including approved
management response.

4.6 Review recent management letters (last 3 years) and action any Aug Completed. Review report to August

outstanding recommendations. Put in place a process for timely
implementation of agreed management responses.

board, identifying two outstanding actions
and approval for appropriate process.
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Sample Critical Success Factors relating to Regulatory Standard 4:-

Where it is clear that there are multiple areas of weakness to address, and significant change is required, it can be helpful to
prepare some “success factors”, or Key Performance Indicators, which indicate what sort of outcome the board wants to see from
changes in that area. These can then be used at the completion of the improvement plan programme to judge whether the desired
change and improvement is being achieved.

These success factors should be agreed by the governing body before the commencement of the improvement plan.

What follows are some examples of success factors, or outcome statements, designed to indicate whether improvement actions
undertaken in pursuit of improving compliance with Regulatory Standard 4 have not only been achieved, but are also delivering the
results that the governing body was looking for:-

4.1 Reporting to the governing body and any sub-committees is comprehensive yet concise; clear and accessible; and matched
to planned and structured agendas; so that governing bodies can make well-informed decisions, which are clearly and
accurately minuted.

4.2  Performance is managed effectively, with more effective target-setting at governing body and management level; improved
benchmarking and monitoring; effective challenge and greater accountability for what is achieved.

4.3 Risk management and other control improvements are soundly established and working effectively, with a high level of
confidence that they will remain so.

4.4  Following a fundamental review of the relationship between the parent and subsidiary organisation, a new group strategy

underpins the partnership, and appropriate arrangements for control, financial support and cross -charging, and risk
management are both in place and complied with.
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