Horniman Housing Association
Board of Management

29th September 2015
Agenda Item 4
Report by the Finance & IT Director
Financial business plan
______________________________________________________

1.0 Summary

This report presents an updated 30-year financial plan for Horniman. It indicates that, under current assumptions, the Association maintains its viability over the 30 year period of the plan. With up to £3.7m development funding from Hexagon under the agreed £10.5m intercompany loan facility, Horniman can afford to build the Biggin Hill  scheme for outright sale in the timescale envisaged by the New Business team.             ____________________________________________________________________
2.0 Recommendation
It is recommended that the Board approves the assumptions and the outputs from the latest financial plan.
____________________________________________________________________

3.0 Background
The Board receives an updated 30-year financial forecast once a year. The model is not designed to predict what will happen in 30 years time. Rather, it provides an indicator of likely outcomes in the short to medium term and, through sensitivity analysis, the key business drivers and risk areas. The model results therefore need to be considered in that context. 
4.0 Key assumptions
4.1 Economic assumptions about inflation and interest rates (LIBOR) are the same as used for the latest update of the Hexagon business plan. These are set out in Appendix A.
4.2 Income and costs are based on those in the 15/16 budget. 
4.3 The model assumes that the remaining 14 flats at Solarium Court will fully staircase at a rate of one every other year and that the remaining 6 flats at Claude Monet Court will fully staircase at a rate of one every three years. Based on the staircasings that happened in 10/11 and 13/14, the current value of a flat is £270k at Solarium (14/15) and £275k at Claude Monet (10/11).
4.4 The model assumes that Hexagon will invest up to £3.7m in Horniman to build the Biggin Hill scheme of 7 units for outright sale starting in October 2015. Interest on the scheme has been capitalised at a rate of 9% pa, to match that payable on the intercompany loan. 
4.5 In practice, the Board generally agrees to gift aid profits to Hexagon, thus reducing the taxable profits. It is not possible to model this exactly, but the tax payable in the model is small and is the cause of the modelled losses until 2027. 
4.6 The opening balance sheet has been taken from the actual balance sheet as at 31 March 2015.

5.0 Reconciliation to 15/16 budget:

5.1  
The first year of the plan has been reconciled to the approved 15/16 budget, as amended to reflect a late staircasing in March 15. The Biggin Hill outright sales scheme has then been added. 
6.0  Results of model (base case)
6.1  The results of the model are given at Appendix B, showing income and expenditure, cash flow and balance sheets. These show that, as staircasing reduces rental income, the Association makes deficits from lettings from 2030 onwards. This is because net rents are no longer sufficient to cover the overhead of running the Association (governance costs, accounting costs and audit fees). In practice, these costs would be reviewed as activities decreased, but there may come a point at which either Horniman needs to develop further shared ownership units or merge with Hexagon.
6.2 The model indicates that, with an investment from Hexagon, Horniman can build the Biggin Hill outright sale scheme during 2015-2017. Further schemes could be included as these are identified, up to the limit of the £10.5m intercompany loan.
7.0 Stress testing and mitigation plan
7.1 Stress testing of the Biggin Hill Scheme has been set out in the report in this scheme elsewhere on the agenda. The financial plan as a whole has been tested by changing assumptions simultaneously as follows
1. No staircasing throughout the plan
2. LIBOR increases to 6% from April 2016 for four years before reverting to 4.25%
3. Bad debts increase from 0% to 5% for four years from April 2016

4. Rent arrears double during 2016/17 and never recover
7.2 The results show that, without mitigating action, Horniman cannot meet its liabilities from December 2017. However, in these circumstances the Board would cease paying gift aid to Hexagon. Once the surplus on the Biggin Hill scheme had been gift aided, cessation of gift aid for five years would bring the organisation back to viability. This is shown in Appendix C
Phil Newsam
September 2015
Economic assumptions for the Horniman business plan 



Appendix A 
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Year to March  2016 2017 2018 2019 2020 20212022+

RPI 0.00% 2.20% 3.10% 3.20% 3.40% 2.70% 2.70%

HM treasury independent forecasters (Aug 15) to 2019 (calendar yr), then CPI target +.7%

CPI 0.00% 1.40% 1.90% 2.00% 2.00% 2.00% 2.00%

HM treasury independent forecasters (Aug 15) to 2019 (calendar yr), then CPI target 

LIBOR

1.40% 1.10% 1.70% 2.30% 2.80%

4.25% 4.25%

HM treasury independent forecasters median bank rate (Aug 15) +0.2% to 2019 (calendar year)

Property price inflation 0.00% 5.00% 5.30% 4.60% 4.60% 5.00% 5.00%

P:\Director\House Price Inflation 

Maintenance price inflation CPI +1.7% 0.00% 3.10% 3.60% 3.70% 3.70% 3.70% 3.70%

Salary inflation  - CPI +1.7% 0.00% 3.40% 2.90% 3.00% 3.00% 3.70% 3.70%

CPI +1% for 4 years, then CPI +1.7%


Other assumptions

RCGF
Grants released on staircasing are placed in the recycled capital grant fund (RCGF), then paid to Hexagon in the following year. This is both to support Hexagon’s development programme and because it is financially beneficial to do so rather than holding cash surpluses. 
Outcome of financial forecast model – Base Case 








Appendix B
Income and expenditure account

[image: image2.emf]Period: 01 April 2015 - 31 March 2045 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

£000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's 

Income From Lettings

Rent Receivable 54.7 55.3 53.4 51.7 52.9 50.1 47.9 48.3 45.1 42.1 42.4 38.4 34.9 34.7 30.1

Service Charge Income 56.1 56.9 57.9 59.1 60.3 61.5 62.7 64 65.3 66.6 67.9 69.2 70.6 72 73.5

Total Turnover From Social Housing Lettings 110.8 112.2 111.4 110.8 113.2 111.6 110.6 112.3 110.4 108.6 110.3 107.6 105.5 106.7 103.6

Management Costs 13.2 13.3 13 12.7 12.7 12.3 12.1 12 11.6 11.2 11.2 10.5 10 9.8 9.1

Service Costs 56.1 56.9 57.9 59.1 60.3 61.5 62.7 64 65.3 66.6 67.9 69.2 70.6 72 73.5

Depreciation Of Housing Properties 2.9 2.8 2.6 2.4 2.4 2.2 2 2 1.7 1.6 1.5 1.3 1.1 1.1 0.9

Other Costs 19.6 15.9 16.3 16.7 17.1 17.6 18.1 18.6 19.1 19.6 20.2 20.7 21.3 21.9 22.5

Total Operating Costs 91.8 88.9 89.9 90.9 92.5 93.6 94.8 96.6 97.7 98.9 100.7 101.8 103.1 104.9 106

Surplus (Deficit) On Social Housing Lettings 19.1 23.2 21.5 20 20.7 18.1 15.7 15.7 12.6 9.8 9.6 5.8 2.5 1.9 -2.4

Other Activities 64.2 385

Surplus Deficit On Sale Of Properties 94.7 78.1 107.2 227.4 136 141.3 152.9 352.7 192 227.2

Gift Aid -30 -187.5 -448.6 -121.8 -15.7 -238.1 -10 -147.2 -148.2 -158.7 -5.1 -353.4 -190 -219.3

Surplus Before Interest and Tax -10.9 -5.4 35.9 5.4 5 7.3 5.8 4.5 5.7 3.9 4.4 5.1 2.5 3.8 5.5

Interest Collected 0.1 0 0.1 0.3 0.3 0.4 0.4 0.3 0.5 0.4 0.5 0.6 0.6 0.5 0.7

Interest Payable 10.9 5.3 -36 -5.7 -5.3 -7.7 -6.2 -4.8 -6.2 -4.3 -4.9 -5.6 -4.9 -4.3 -6.2

Surplus Before Tax 0 0 0 0 0 0 0 0 0 0 0 0 -1.9 0 0

Corporation Tax -0.5 -0.5 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4 -0.3 -0.3 -0.3 -0.2 -0.1 -0.2

Surplus After Tax -0.5 -0.5 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4 -0.3 -0.3 -0.3 -0.2 -1.9 -0.1 -0.2

Retained Surplus -0.5 -0.5 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4 -0.3 -0.3 -0.3 -0.2 -1.9 -0.1 -0.2

Cumulative Retained Surplus 220.3 219.8 219.3 218.8 218.4 217.9 217.6 217.2 216.9 216.6 216.3 216 214.2 214.1 213.9



Balance sheet
[image: image3.emf]Period: 01 April 2015 - 31 March 2045  2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

£ 000's  £ 000's  £ 000's  £ 000's  £ 000's  £ 000's  £ 000's  £ 000's  £ 000's  £ 000's 

HOUSING ASSETS

Housing Properties at cost 1,085.10 1,055.40 943.8 914.1 914.1 772.9 772.9 743.2 631.6 601.9

Other Capital Grants

Depreciation -46.4 -47.7 -45.6 -46.4 -48.8 -43.4 -45.4 -45.6 -40.4 -40

Net Book Value Of Housing Properties 312.8 305.6 261.6 254.9 252.5 205.8 203.8 197.8 156.8 151.3

Total Fixed Assets 312.8 305.6 261.6 254.9 252.5 205.8 203.8 197.8 156.8 151.3

Current Assets 1,923.10 3,115.00 128 142.5 105.1 159.6 121.8 135.8 152.6 181.6

Current Liabilities

Total Assets Less Current Liabilities 2,235.90 3,420.60 389.5 397.4 357.5 365.4 325.7 333.6 309.4 332.9

DEFERRED LIABILITIES

Outstanding Loan Balance 1,984.80 3,159.90 77.7 62.2 46.6 31.1 15.5

Loan Fees -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2

Other Long Term Creditors 27.4 37.5 89.2 113 89.2 113 89.2 113 89.2 113

NET ASSETS 223.8 223.3 222.8 222.3 221.9 221.4 221.1 220.7 220.4 220.1

Share Capital and Reserves

Provisions 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5

Retained Surplus 220.3 219.8 219.3 218.8 218.4 217.9 217.6 217.2 216.9 216.6

223.8 223.3 222.8 222.3 221.9 221.4 221.1 220.7 220.4 220.1

Check: Balanced Balanced Balanced Balanced Balanced Balanced Balanced Balanced Balanced Balanced


Cash flow
[image: image4.emf]Period: 01 April 2015 - 31 March 2045  2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

£000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's 

OPERATING ACTIVITIES

Cash Received From Customers  110.8 700.4 3,640.80 110.8 113.2 111.6 110.6 112.3 110.4 108.6

Cash Paid To Suppliers  -1,952.30 -1,717.10 -521.5 -190 -85.3 -309.1 -82.4 -221.1 -223.6 -235.5

Cash Paid To Employees -20.1 -20.4 -20.3 -20.2 -20.5 -20.4 -20.4 -20.7 -20.6 -20.5

Net Cash From Operating Activities -1,861.60 -1,037.10 3,098.90 -99.4 7.4 -217.9 7.8 -129.5 -133.8 -147.4

Returns On Investments & 

Servicing Of Finance

Interest Collected 0.1 0 0.1 0.3 0.3 0.4 0.4 0.3 0.5 0.4

Interest Charges -33.2 -246.2 -83.3 -3.4 -2.1 -2.1 -1.3 -0.4

Net Cash From Investment Returns & Finance Servicing -33.2 -246.2 -83.2 -3.1 -1.7 -1.7 -0.9 -0.1 0.5 0.4

Provisions for tax -0.5 -0.5 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4 -0.3 -0.3

INVESTING ACTIVITIES

Acquisition And Construction Of Properties

Purchase Of Other Fixed Assets

Grants -14.3 -14.1 -14.9 -2.3 -27 -71 -28.7 -4.3 -95.4 -4.3

Sales Of Properties 122.8 184.9 135.3 361.1 163.8 245.9 180.6

Net Cash From Investment Activities -14.3 108.7 170.1 133 -27 290 -28.7 159.5 150.5 176.3

Net Cash Before Financing -1,909.60 -1,175.10 3,185.20 30 -21.9 70.1 -22.2 29.5 16.8 29

FINANCING

Loan Drawdowns

Capital Repayments -15.5 -15.5 -15.5 -15.5 -15.5 -15.5 -15.5 -15.5

Loan Working Capital Movements

Working Capital Loan Drawdown 1,876.00 1,623.40

Working Capital Loan Repayment -432.7 -3,066.70

Net Cash From Financing 1,860.50 1,175.10 -3,082.20 -15.5 -15.5 -15.5 -15.5 -15.5

BALANCE BROUGHT FORWARD 74.1 25 25 128 142.5 105.1 159.6 121.8 135.8 152.6

INCOME LESS PAYMENTS -49.1 0 103 14.5 -37.4 54.5 -37.7 13.9 16.8 29

CLOSING BANK POSITION 25 25 128 142.5 105.1 159.6 121.8 135.8 152.6 181.6


Outcome of stress test with cessation of gift aid for five years 




Appendix C
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£000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's  £000's 

OPERATING ACTIVITIES

Cash Received From Customers  110.8 695.7 3,639.80 113.5 116.9 126.2 129.5 132.9 136.4 140

Cash Paid To Suppliers  -1,952.30 -1,609.90 -434.8 -68.2 -69.6 -71 -72.4 -73.9 -107.4 -110

Cash Paid To Employees -20.1 -20.8 -21.4 -22.1 -22.7 -23.6 -24.4 -25.3 -26.3 -27.3

Net Cash From Operating Activities -1,861.60 -935.1 3,183.50 23.2 24.5 31.7 32.7 33.7 2.7 2.7

Returns On Investments & 

Servicing Of Finance

Interest Collected 0.1 0 0 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Interest Charges -33.2 -252.3 -89.9 -8.5 -3.9 -2.1 -1.3 -0.4

Net Cash From Investment Returns & Finance Servicing -33.2 -252.3 -89.9 -8.4 -3.8 -2 -1.2 -0.3 0.1 0.1

Provisions for tax -0.5 -0.5 -0.5 -2.8 -3.9 -5.6 -6 -6.3 -0.5 -0.5

INVESTING ACTIVITIES

Acquisition And Construction Of Properties

Purchase Of Other Fixed Assets

Grants -14.3 -15.4 -14.6

Net Cash From Investment Activities -14.3 -15.4 -14.6

Net Cash Before Financing -1,909.60 -1,203.30 3,078.60 12 16.8 24 25.5 27.1 2.3 2.3

FINANCING

Equity Drawdown

Loan Drawdowns

Capital Repayments -15.5 -15.5 -15.5 -15.5 -15.5 -15.5 -15.5 -15.5

Loan Working Capital Movements

Working Capital Loan Drawdown 1,876.00 1,648.00 21 1.3

Working Capital Loan Repayment -429.2 -3,084.00

Net Cash From Financing 1,860.50 1,203.30 -3,078.60 -14.3 -15.5 -15.5 -15.5 -15.5

BALANCE BROUGHT FORWARD 74.1 25 25 25 22.7 24 32.5 42.5 54 56.4

INCOME LESS PAYMENTS -49.1 0 0 -2.3 1.3 8.5 10 11.5 2.3 2.3

CLOSING BANK POSITION 25 25 25 22.7 24 32.5 42.5 54 56.4 58.7

All loans to Hexagon are repaid by 2023 as required


Horniman business plan September 2015

