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Summary

1.0 
This report advises on the inflation and interest assumptions to be used in producing the Association’s budget, and the financial parameters by which the acceptability of the budget can be measured. It also sets out some specific issues for officers to address, and recommends that any extra resources be directed towards resident’s priorities as expressed by the Residents Forum consultation on value for money. The Directors Group have considered the draft guidelines, and recommend them to the Board. 

.__________________________________________________________________

Recommendation
2.0 
It is recommended that the Board approve the budget assumptions and guidelines as set out in the Appendix to this report.
___________________________________________________________________

3.0
Budget process and timetable
3.1
To meet the budget timetable of producing a draft budget for the March board meeting, officers need to begin work in December. The Appendix to this report comprises the guidelines for budget holders, with paragraphs sections 2 and 3 setting out the inflation assumptions, and expected results, respectively. 
4.0
How the inflation and interest assumptions have been set
4.1
The inflation and interest assumptions set out in section 2 of the attachment have been calculated from economic, salary and building cost index forecasts (from, respectively, HM Treasury, the Chartered Institute of Personnel Directors and MACE) The decision on the Hexagon salary award is taken by the Remuneration Committee after receiving advice from officers, but an estimate has been made for the time being. The interest rate assumptions will be reviewed again before the draft budget is presented to the Board in March.
4.2
The details of how the rent reductions will work is based on advice from the National Housing Federation, as the relevant legislation has not yet been finalised. 
5.0
Comparison with the 30 year financial business plan
5.1 2016/17 is the second year that statutory accounts will be produced under the new FRS102 accounting rules. Most of the changes will not affect the underlying  operating results of the Association, as they reflect movements in the fair value of  interest rate swaps and pension deficit debt. It is not proposed to include these items in the budget, as they cannot be controlled or predicted. Property depreciation, grant amortisation and bad debt costs will be included on an FRS102 basis. .  

5.2 Section 3 of the guidelines attempts to define in advance what a successful budget would look like. The financial forecast (which is still on a pre-FRS102 basis) indicates that a net surplus of £5.4m is what we should be aiming for, before the adjustment for increased depreciation of properties/ amortisation of grant.
6.0
Risks

6.1   The main financial risks for 2016/7 are as set out in the table below. I have estimated the impact on Hexagon’s results if each of the risks were to materialise. In practice, the Board would work with officers to mitigate the impact of any risks throughout the year. This table will be extended and updated as part of the budget report in March 2016.

	Risk
	Estimate of impact  on surplus £’ 000k

	Welfare Reform - General needs bad debts for 14/15 were 0.82%.  The 30 yr financial business plan already allows for an increase to 1.32% in 16/7. If arrears rose even faster, and the bad debt loss was 2.64%, this would reduce the surplus by a further £312k.
	-312

	Few properties uneconomic to repair – if the number of properties where  more economically advantageous to sell and replace than repair drops to  2 units, rather than 4, there would be a lower surplus on asset sales
	-495

	Property prices drop by 10%, leading to losses on sale of shared ownership flats 
	-182

	20% more spent on responsive repairs (including void repairs)
	-746

	Interest rates rise 0.5%, as well as the increase assumed
	-271

	Total surplus if all the above risks occurred and Hexagon took no action 
	3,369


In the highly unlikely event that all of the above risks crystallised, the Association would still be able to report a profit and meet lender covenants.

7      Consultation with the Residents Forum

7.1
The Service Quality Manager attended the Residents Forum in September 2014 to consult on the current 3-year Value for Money Strategy.  The presentation explained that Hexagon has to make a certain amount of value for money savings just to stand still. But if savings exceeded this amount, participants were asked to assess priorities for investment of the savings. The results were as follows (the percentages refer to the weightings given by the Forum):

	Lower 'affordable' rents
	22%

	Community Investment
	19%

	Better quality components
	17%

	New homes
	14%

	New kitchens
	8%

	Bathrooms
	6%

	Financial Inclusion Work
	6%

	Better checking of repairs
	6%

	Estate Improvements
	3%


  7.2
If there is room to spend more and still meet the criteria for a successful budget, then further expenditure should take account of the above priorities. 
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