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It just got busier…and more complicated
This time of year is usually a busy time for our finance team, dealing with the year-end, budgets and business planning, facilitating the 
transfer of information from the FFR and supporting stress testing…….and all that goes with these things. A few weeks ago, in dialogue 
with our clients, it became clear that there were added complications this year, unsurprisingly as a direct result of the emerging impacts 
of COVID-19. The present and the future was looking extremely insecure and unclear, and it became obvious that many business 
planning assumptions needed to be reconsidered, including:

•	 stock investment (emergency, routine and planned work);

•	 development programmes;

•	 sales assumptions;

•	 voids;

•	 arrears and bad debts;

•	 customer services;

•	 supported and sheltered services and support;

•	 funding costs and funding requirements. 

New risks
In response to questions from clients, DTP considered the potential risks facing the sector and how these might need to be reflected 
in business planning assumptions. The list emerged from team discussions, client engagement and research from a variety of sources. 
We also looked at developing a range of new stress tests, in addition to those derived from existing risk registers and asset and liability 
registers. 

The risks we came up with (and clearly, this will be an emerging situation) included:

•	 Mass workforce illness; 

•	 Increases in arrears due to illness / loss of jobs;

•	 Refinancing risk – unable to secure funding;

•	 Vulnerable customers not getting support – due to illness of staff;

•	 Working from home – digital solutions;

•	 Lower demand for repairs;

•	 Costs of funding increases (as per credit crunch);

•	 Supplier failures – contractors, service providers etc;

•	 Valuations impacts? Impairments? Audit completions?

•	 Pension costs increase;

•	 Hedging impact (LIBOR) on those with derivatives – ‘mark to market’;

•	 Deferral of sales assumptions;

•	 Deferral of RTB sales.

Stress tests
From the range of risks, we developed stress tests which could be run in business plans, to assess the impact of the risks both as single 
tests and also as multi-variate tests. We also defined a range of potential mitigations, which included:

•	 Disposals – less likely to be achievable at market rates;

•	 Cut back on costs – non-essential repairs / planned work;

•	 Drawdown of loans/facilities to provide cash in bank;

•	 Push back on uncommitted development schemes;

•	 Possible additional income – 80% of wages from the government’s furloughing scheme;

•	 Redeployment of staff – moving people to other parts of the business.

Advice and Support
Clients have been able to use the advice to update their stress testing, and we have been able to support this process with modelling 
expertise and through provision of sector knowledge derived from our wide base of clients. 

Business Plan assumptions – response
To support all of the above, we have also reviewed our standard Business Plan Assumptions advice note for clients. We normally issue 
Business Planning Assumptions guidance twice a year, but we have now moved to quarterly advice notes. We are clearly in a more 
dynamic than usual economic environment and things are likely to change more often, at least in the immediate future. 

Our business plan economic assumptions are brought together from a range of external sources and compiled in the light of the latest 
economic data, drawing most particularly on the Office for National Statistics (‘ONS’), the Bank of England (‘BoE’), and HM Treasury. 

The very nature of long term business planning looks at projections over 30 years. Quite rightly, the rapidly changing and profound 
adverse personal and economic effects of COVID-19 have switched the sector’s operating priorities to those of safeguarding the well-
being of its residents and staff, while also assisting, where practicable, in the continuing viability of key suppliers and contractors.

The Regulator of Social Housing has reinforced the people-focussed priorities, especially for the more vulnerable residents in sheltered 
or care-assisted accommodation, and has promised a pragmatic and sympathetic regulatory response in the face of difficulties for 
providers, and specifically relating to the submission of FFRs.

In these exceptional and unpredictable circumstances, DTP has adopted an approach of ‘plan for return to normal (in the medium term), 
sensitise for the worst (in the near term)’.

We have advised clients that:

•	 Timely and regular communication with lenders is paramount – an obvious point, perhaps, but funding partners will appreciate 
a dialogue (and are more likely to formulate a supportive response) if and when potential adverse issues (such as pressure on 
covenants) loom, rather than after the event. Credit committees have long taken comfort from the regulated nature of social housing 
finance, and the widespread sector practice of operating with at least 18 months’ funding liquidity.

•	 Existing borrowers are encouraged by lenders to build in more time than the usual two days’ notice for drawdown requests.

•	 At the time of publishing our latest assumptions, we understand that bank and building society lenders are generally seeking to 
support existing lenders, rather than look for new clients, while the capital market investors are tentatively returning to selective 
corporate sectors, although long term credit spreads remain volatile and comparatively high during this period of ‘price discovery’.

The integrity or otherwise of these long term assumptions is inevitably and inextricably linked to the ‘unknown’ of how long and how 
severe the economic consequences of COVID-19 prove to be.  We believe that the assumptions we have provided will serve as a useful 
base, but we cannot emphasis and reiterate strongly enough that the much more important discipline is to stress test business plans as 
never before, daily or at least weekly, particularly looking at extreme increases in arrears, void losses and rental write-offs, especially for 
the element of rent not covered by Universal Credit.

Should you need support on working through the stress testing process, then please get in touch with our team.
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