Lynden Gate Residents Limited
Accounts for the year to 30 June 2017 and service charge projection
In summary, administrative expenses in the year to June 2017 were £129k (budget £121k) the additional
costs mainly relating to maintenance and security work plus an investment in the gardens.
One-off costs were on budget at £20k. The planned decoration work (budget £40k) has been deferred
to 2018 so money saved this year will be spent in the coming year.
Contribution to reserves for the year was £133k (budget £101k) making the total funds set aside for
future redecoration £877k as at 30 June 2017. Since June 2017 the company now has achieved target
of £900k cash on hand for the redecoration planned in 2019.
The financial position of the company therefore remains strong with funds available to meet the
expected administrative and redecoration costs in 2018 and 2019.
The service charge has been held at £4k per year since 2012 i.e. for 6 years. However, sustaining the
service charge at this constant rate is not sustainable in the long term.
While the service charge will remain at £4k for one more year (i.e. until June 2019) shareholders should
expect an increase from July 2019 in the range of £300 to £400 per year with subsequent increases in
the years prior to the planned redecoration in 2025.
The Basics
In very simple terms the annual service charge covers two types of expenditure:
• administrative expenses, budget £125k for 2017/18 includes such things as salaries, garden
maintenance, utilities, insurance and general running costs. Routine repairs and maintenance
costs (of the gates for example) are included in Administrative Expenses.
•

exceptional items, mainly periodic or one-off maintenance costs, of which the periodic
redecoration is by far the largest. The last redecoration cost £654k but the expense for 2019
is budgeted at £900k subject to the project specification. In some years there have also been
abnormal non-recurring expenses, e.g. equipment purchases and one-off substantial
maintenance to trees, which is budgeted at £20k per year.

The annual accounts always show a profit and cash surplus in a year when there is no redecoration.
This profit is accumulated and held as a “Reserve for redecoration” which recognises the future liability
to redecorate. Likewise, the balance of cash built up in the balance sheet will eventually be spent on
the redecoration. In the years in which we carry out a redecoration the accounts will show a loss rather
than a surplus, reducing both the balance of that reserve and the balance of cash in the balance sheet.
Then we start all over again.
There are 70 houses on the estate and last year the annual fees were £4k per property. In very rough
terms £1.8k of this covered the Administrative Expenses and £2.2k was accumulated to provide for the
Exceptional Items, that is, the periodic redecoration and other one-off maintenance costs.
Administrative Expenses
There are no major issues relating to normal Administrative Expenses although residents may wish to
quiz directors over their stewardship. Actual costs in the financial year to June 2019 were £129k (budget
£121). Expenses include; salaries, which were increased in line with London’s living wage rate, plus
the usual gardening, audit, accountancy and general running costs.
Savings were achieved through the divestment of the operating and maintenance costs of the pumping
stations to Thames Water plus the implementation of fixed rate contracts with BT and EDF.
Maintenance costs exceed budget reflecting the aging of the estate and multiple repairs to the front gates
resulted in higher than expected security costs. Additional money was also spent on the gardens across
the estate in addition to the normal activities, including, laying of new turf, planning perennials and the
installation of watering systems.
Overall Administrative Expenses are projected to increase future years in line with inflation plus there
will be fluctuations in the amount of repair and maintenance work required in any one year.

Exceptional Items
Exceptional Items occur in the normal running of the estate but are typically one-off costs above the
normal recurring expenses, typically where the benefits are realised over more than one year.
The cost of estate redecoration is the single most expensive item, normally accounting for about 60%
of the service charges, although we currently only spend the money once every 6 years.
Annually £20k is budgeted for smaller one-off maintenance costs and, as the estate ages, we need to be
prepared for such expenditures. In 2016/17 the exceptional items included an upgrade to the entry
phone and CCTV system, ex gratia retirement payments to gatehouse staff and tree maintenance
including planting 6 cherry trees, removal of various diseased trees plus pollarding the trees in
Portsmouth Road.
In the balance sheet the outstanding debtor balance represents service charges due from shareholders
plus pre-payments e.g. amounts paid on the proportion of long-term contracts after the end of the
financial year. The amounts due to creditors comprise pre-payment of services fees, outstanding
contractors’ invoices plus Corporation Tax due on interest earned as at the accounting year-end.

There are several choices that we have to make in managing these costs and providing the funds for
them. These are discussed below in the context of a review of our long-term maintenance requirements.
Treasury
The main bank used for daily transactions and investment is Barclays Bank. Over the last 18 months
we have undertaken a programme of investment diversification with £100k deposited in each of the
following financial institutions; Nationwide Building Society, HSBC and Metro Bank. In part this is
to improve our rate of return on investments where possible, albeit the current low rates of interest
available limit opportunities to increase interest income. Diversification also allows us to take
advantage of the Financial Services Compensation Scheme (FSCS) providing capital protection for
£85k held at each institution. All investments are in zero risk, fixed term or instant access investment
accounts.
The Key Cost Drivers
The four main areas which will drive our costs are:
•

continual one-off repairs such as road patching or drain repairs;

•

the periodic redecoration;

•

replacement of the total road surface;

•

replacement or repair of all underground services – drains and electricity.

Continual one-off repairs covers items such as the repairs to the road surface as it ages, plus
maintenance and repairs for drains, other utility services, walls or any parts of the common estate. This
does not cover routine and minor maintenance costs included in Administrative Expenses.
It is impossible to forecast the level of continual one-off repair costs with any accuracy. For the
purposes of fee calculations we have assumed £20k per year for the foreseeable future.
The periodic redecoration cost of £654k for the recent redecoration is considerably cheaper than the
£900k that we had been expecting and which we anticipate to be the cost next time in 2019.
Although originally the redecoration was every 3 years we believe that, given the improvements in paint
technology over the past 30 years, the current consensus among residents is that we should continue
with a 6-year gap. Increasing the gap between redecorations has a substantial impact on reducing the
annual service charges. The longer the time between redecorations allows more years over which we
can save up the required funds though the renovation work may need to be somewhat more extensive
given the elapsed time since the last maintenance cycle.
A “Mid-term” mini redecoration is undertaken where there is a need to address common and pressing
maintenance matters. The Cardoe Martin 2017 review has identified essential work to the gatehouse
and preparatory work to the estate in anticipation of the redecoration in 2019.

Planning for the next major redecoration is currently scheduled for 2018, allowing plenty of time for
consultation with residents before any work commences in subsequent years. The programme of work
for the next major redecoration will be an essential input to the long-term financial plan. The financial
plan also includes allowance for the operating cost of the estate plus savings to fund future redecorations
and discretionary works.
The replacement of the total road surface would cost at least £1,000k. It would be a major logistical
exercise, probably involving the demolition of some garages to allow alternative access to the site.
Something of a nightmare but, as has been discussed in previous years, we do not believe that this work
actually needs to be done.
The subject was first raised – prior to the recession - as a cosmetic exercise, possibly increasing the
value of our properties by having a better looking road. Time has passed and economic circumstances
have changed and we do not believe there would now be any consensus of residents’ opinion in favour
of such a project unless it became absolutely necessary.
We might well face the need to carry out underground repairs or replacement of substantial parts of the
road surface but we would do this using our patching methodology and not as a total surface
replacement.
Replacement or repair of all underground services. From 1 October 2016 Thames Water has taken
over responsibility for the operation, servicing, repairs and maintenance of the pumping stations and
associated underground drainage. This has significantly reduced the financial risk associated with
repairs to this utility service.
We remain responsible for the maintenance of the electricity supply across the estate. Electricity supply
issues are dealt with as they arise with piecemeal repairs. There are neither plans nor financial
provisions for any significant upgrade to the electrical infrastructure.
Now, let us now turn to the level of service charges that is appropriate given the current situation,
foreseeable anticipated expenses and the uncertainties.
Service Charges
We believe that residents do not wish to be faced with cash demands out of the blue to deal with
emergencies or unforeseen circumstances and that, given the degree of uncertainty in requirements, it
is better to build reserves and prepare for generously estimated costs.
The lower than expected cost of the 2013 redecoration has given us a cushion that leaves us comfortably
placed to deal with any likely future requirements. But we should prudently allow for a much higher
cost (around £900k) for the 2019 redecoration.
It was agreed at the AGM in December 2012 that we would set service charges at £4k from July 2012,
probably for the foreseeable future thereafter. The word “probably” was inserted because although this
feels like a long-term commitment, in practice we only make the decision for one year at a time and all
assumptions are reviewed before setting the charges for the next year. We have been successful in being
able to hold the service charges steady for six years from July 2012 to June 2018.
The Board’s proposal is to maintain the service charge at £4k for one last year, from 1 July 2018 to 30
June 2019.
The long term financial forecast indicates that while sufficient funds are available to meet the
anticipated administrative expenses and exceptional costs (including planned redecoration costs) in
2018 and 2019 the financial reserves will need to be replenished prior to the next planned redecoration
in 2025.
We expect to make the important decisions on the level of future service charges at the AGM in January
2019 when there will be greater clarity on the redecoration costs for that year. Shareholders should
expect an increase in the service charge from 1 July 2019 in the region of £300 to £400 per year.
By way of illustration of longer term expectations, if the redecoration costs in 2025 were to be £1,200k,
with a provision of £75k in 2023 for interim work, plus administrative expenses increase by 3% per
year then, in addition to an increase in the service charge of £350 in 2019, further increases of £500 in
2021 and £500 in 2022 will be required to provide sufficient funds to cover anticipated costs (see
Attachment 1).
This is just one of many potential scenarios regarding the timing and amount of future service charges.
Clearly much can change between then and 2025 and service charges will be under regular annual
review as financial obligations are clarified.

It is the policy of the Board to provide information prior to any service charge increase to provide time
to absorb the information and to determine residents’ views. The Board certainly welcomes comments
and observations on all financial matters, both expenditures and service charges.
The impact of all the current assumptions, as shown in the financial projections in the attachment, is:
• service charges stay at £4,000 per annum for 2018/19
•

general administrative expenses are assumed to increase on average at 3% per year

•

there is an underlying annual contribution to reserves (accumulated for redecoration and oneoff repairs) of around £170k on average over the 5 year forecast

•

interim works in the spring/summer of 2018 (budgeted at £75k) and, assuming a 6-yearly
redecoration cycle, the next redecoration would start in 2019 and for budget purposes is
expected to cost £900k (£300k and £600k in the financial years ending June 2019 and 2020
respectively)

•

we have allowed £20k per annum for one-off repairs

•

there is no allowance for any substantial road resurfacing or underground work in the period

•

there is no specific building of reserves for future road resurfacing or underground works
although we do have a cushion created by the lower-than expected cost of the previous
redecoration ...

•

.... so, if our assumptions here prove to be wrong, or if residents choose to increase the level of
services provided, it might be necessary in the future to increase service charges.

These projections are similar to those made last year. We believe that they remain reasonable (although,
as I am bound to say, we might have to face unforeseen circumstances). Therefore it will be proposed
at the AGM in January 2018 that service charges for 2018/19 (i.e. through to 30 June 2019) be kept at
£4,000 per annum as discussed above.

Peter Brazier
16 Beaufort Close

22 December 2017

Attachment 1: 5-year Financial Forecast

Actual Forecast
Year ending 30th June
Annual service charge £/house

2017
£
4,000

2018
£
4,000

2019
£
4,000

2020
£
4,350

2021
£
4,350

2022
£
4,850

2017
£k
280
-129

2018
£k
280
-125

2019
£k
280
-129

2020
£k
305
-133

2021
£k
305
-137

2022
£k
340
-141

168

199

Profit and Loss Account
Turnover
Administrative expenses
Operating Profit
External decorating
Other maintenance / exceptional items

151

155

151

172

-75

-300

-600

-20

-20

-20

-20

-20

-20

Profit before interest and tax
Interest receivable
Tax

131
2
0

60
2
0

-169
2
0

-448
2
0

148
1
0

179
1
0

Profit trans'd to redec'n reserve

133

62

-167

-446

149

180

2017
£k
907
-30
877

2018
£k
976
-37
939

2019
£k
847
-75
772

2020
£k
451
-125
326

2021
£k
501
-26
475

2022
£k
681
-27
654

4
873
877

4
935
939

4
768
772

4
322
326

4
471
475

4
650
654

Balance Sheet
Debtors and cash
Less Creditors
Net Assets
Called up share capital
Reserve for redecoration
Shareholders' funds

£k
1,000
900
800
700
600
500
400
300

Actual

200

Forecast
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