Multi-Unit Developments

Financial statements additional Disclosure checklist

The full requirements for the Companies Act 2014 must be applied for all companies and a OMC can be “small” or “micro” and comply with the appropriate criteria for companies of that size as set out in the Companies (Accounting) Act 2017.  ACCA recommends that an OMC applies the rules applicable to a small company even where they are entitled by virtue of their size to use the micro company regime.  The Multi-Unit Development Act imposes additional disclosure requirements on top of those required by the Companies Act  and the list below are those additional matters.   It should be noted that the matters below can be in an appendix to the financial statements or in a separate document attached to the financial statements.  It is not strictly the accountants/auditors duty to prepare the additional information, but this task is often delegates to them. 

In addition to the normal disclosures required by company law, the Multi-Unit Development Act requires the following specific disclosures:  

1) a statement of income and expenditure relating to the period covered by the report;

2) a statement of the assets and liabilities of the company;

3) where the owners’ management company is required to establish and maintain a sinking fund:

a) a statement of the funds standing to the credit of the sinking fund, and

b) details of the amount of the annual contribution to the fund and the basis on which such contribution is calculated;

(A sinking fund is required from 1 September 2012 or by the 3rd anniversary of the sale of the first unit)

4) a statement of the amount of the annual service charge and the basis of such charge in respect of the period covered by the report;

5) a statement of the projected or agreed annual services charge relating to the current period;

6) a statement of any planned expenditure on the refurbishment, improvement or maintenance of a nonrecurring nature which it is intended to carry out in the current period;

7) a statement of the insured value of the multi-unit development, the amount of the premium charged, the name of the insurance company with which the policy of insurance is held and a summary of the principal risks covered;

8) a statement setting out, in general terms, the fire safety equipment installed in the development and the arrangements in place for the maintenance of such equipment;

9) a statement fully disclosing any contracts entered into or in force between the owners’ management company and a director or shadow director of the company or a person who is a connected person as respects that director or shadow director.

Service Charge

Although not strictly part of the annual financial statements, it is likely that Directors of OMC’s will place details of the service charge and sinking fund charge in the annual financial statements.  The MUD requires the following specific disclosure requirements for the service charge:

1) insurance;

2) general maintenance;

3) repairs;

4) waste management;

5) cleaning;

6) gardening and landscaping;

7) concierge and security services;

8) legal services and accounts preparation; and

9) other expenditure arising in connection with the maintenance, repair and management of the common areas anticipated to arise. 

10) The service charge must be calculated on a  transparent basis: disclosure of the basis will be required. 

Note in respect of the calculation of the service charge allocation. 

S18(10) “The owner of each unit in a multi-unit development (including a person who is the developer or building contractor of the development) shall be under an obligation to pay all service charges levied under this section.”

 S18(11)  “For the purposes of this section a developer or building contractor, as the case may be, shall be regarded to be the owner of a unit in a multi-unit development the first sale of which unit has not been completed, as and from the day on which the first sale of a residential unit in the relevant part of the development is closed.

Sinking fund

The MUD requires the following specific disclosure requirements for the sinking fund:

The sinking fund may only be used for expenditure that is: 

1) not generally incurred in each year,

2) it is certified by the directors of the owners’ management company as being expenditure on maintenance of a nonrecurring nature, and

3) the expenditure is approved by a meeting of the members of the owners’ management company as being expenditure of a non-recurring nature.

4) Funds must be separate (different bank account) 

The owners and developer (as per S18(10 and 11) above) are obliged to contribute to the sinking fund.  

Discussion on the issue over disclosures and where they are positioned 
The Multi-Unit Development (MUD) Act imposes a requirement to disclose a number of matters in an “Annual Report”. These include details of insurance and fire safety as well as an income and expenditure account and other matters. The Companies Act requires the preparation of “Companies Act accounts” and although the words “Annual Report” in general usage is taken to mean “Companies Act accounts” the MUD Act does not use this terminology. Some auditors have therefore concluded that the Annual Report in a MUD is nothing to do with them, although the “Companies Act accounts” to which they have attached their audit report may be included in an overall Annual Report, a report that they contend should be prepared by the property agent. Others have concluded that the additional disclosure requirements (the full disclosure checklist above) should be in an appendix to the Companies Act accounts, i.e. outside the scope of the audit report. Either way the important issues here is that auditors are not fire safety or insurance specialists and they should decline to provide a “true and fair” opinion on such details. Where the extra information is in an appendix, the auditor will still be bound by ISA 720. In the circumstances where the Companies Act accounts are prepared and audited and become themselves part of a larger “annual report” prepared by the property agent, the auditor would not be caught by ISA 720 – although confusingly ISA 720 refers to “Annual Reports” although this is the general usage of this term rather than the usage in the MUD.
