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	1.0
	Introduction



	
	On 29th January, the HCA issued their revisions to the Regulatory Framework 2012. The main changes affect the Governance and Viability Standard and the Rent Standard. 
The HCA also issued a Code of Practice to support the Governance and Viability Standard (though importantly this is not part of the Standard, but is rather guidance). 
The HCA also revised the Rents Guidance slightly and made some significant changes to the rules that govern consents, disposals, and the registration of new providers. All these changes will take effect in April 2015.

The NHF have helpfully clarified that registered providers will be expected to be “working towards” compliance within a reasonable framework, rather than to be fully compliant on 1st April 2015. Requirements requiring statements and certificates to be included in the annual accounts will apply (for associations with 31st March year ends) to the accounts for 2015/16 and subsequent years.



	2.0
	Summary of the main changes



	
	· There is now an explicit requirement to protect social housing assets;
· A new requirement to prepare and maintain a clear and thorough record of assets and liabilities;
· A new requirement o subject Business Plan to robust and multi-variant stress testing and to stress test these Business Plans to destruction;
· A strengthening of the existing requirements to comply with the law and to pro-actively inform the HCA of actual or potential non-compliance;
· A Code of Practice to ‘amplify’ the revised Governance and Viability Standard;
· Revisions to the Rents Standard to switch the formula to CPI+1%. The previous £2 allowance for rent convergence has been cancelled as previously reported;
· The General Consent no longer covers disposals to secure index linked finance nor for other categories of disposal by providers in groups that have an unregistered parent company (this does not apply to Hexagon).



	3.0
	Key themes


	
	The key theme that rings out through the new regulatory framework is that it requires providers to identify and manage risks, both to their financial viability generally and to their social housing assets more generally. 

As previewed at the last board meeting, it does appear that the greatest immediate impact relates to the requirement for an asset loan liability register, and for further stress testing of the business plan.

The HCA’s published ‘Consultation on Changes to the Regulatory Framework: Decision Statements and Annexes’ totals 133 pages and I therefore will not attach the entire document. It can however be found at https://www.gov.uk/government/consultations/changes-to-the-regulatory-framework
 

	4.0
	Key changes



	
	As the formal changes to the Regulatory Framework are contained in the Governance and Financial Viability Standard and the Rent Standard, I attach these two sections under Appendix A.

In relation to the Governance and Financial Viability Standard, key features of the existing standards are mostly preserved however, there are some key changes which are outlined below.

Asset and Liability Register


First, the standard now requires the preparation and maintenance of a register of Hexagon’s assets and liabilities. Despite our request in our consultation response that the key features of the Asset and Liabilities Register be described to avoid misunderstanding, the HCA has not specified the form the register should take, saying that it is for each organisation to decide its own approach.


The key elements of the register are that property assets should be clearly identified as should any associated liabilities or encumbrances, including anything that might impair the value of the property. 


The Finance & It Director has developed a detailed plan for ensuring that our Asset and Liability Register is in place as soon as possible and the plan has been presented to the Audit & Risk Committee as well as the Risk Assessment Panel, both of whom will keep this under review.



	
	Feedback from our auditors is that we are somewhat ahead of our peers in preparing for the Asset and Liability Register. The Finance Director reports that with the exception of information relating to some of our leases, we should have most of the register in place for 1st April 2015.
Stress Testing Business Plans to Destruction

Another major new requirement is that providers will need to subject their Business Plans to ‘detailed and robust’ stress testing against ‘identified risks and combination of risks’.

The inclusion of a ‘combination of risks’ requires us to carry out multi variant stress testing to our business plan. This is something that we have been doing for some time now in that we measure the different risks occurring simultaneously or cumulatively. 

What is new is the requirement to stress test the business plan to destruction. Obviously, any business even those that are financially robust, will collapse if subjected to sufficient stress. This is therefore not a pass or fail exercise, but is instead meant to see how much stress the business can withstand before it fails and in particular how it goes about mitigating the stresses to which it becomes subject. 
Once again, the HCA has not specified the exact scenarios that should be tested. They believe it is for each provider to decide for itself having regard to its own circumstances and vulnerability. This does seem sensible as some organisations will be exposed to different risks depending on their business profile (i.e. different exposure to Supporting People contracts, or other commercial activities including market renting and student housing).

The Finance Director has already started the business planning process for the May Board and this will be our first opportunity to look at both multi-variant stress testing and a test of the business plan to destruction. The idea will be to generate a discussion about management of the risks to which the business is exposed.


	5.0
	Other Changes to the Regulatory Framework



	
	Whilst are those are the two most important changes to the Governance and Financial Viability Standard, there are some other significant changes which I outline as follows:
· It might have been argued that the previous Regulatory Framework implied a requirement to ‘protect social housing assets’, but it is now a clear requirement that associations must manage their resources so as to ensure that social housing assets are not put at ‘undue risk’;
· Providers must alert the regulator to actual or potential non-compliance with any standard. Previously this only applied to actual non-compliance within economic standard;
· Providers should adhere to all relevant law (as opposed to ‘legislation’ in the existing standard);

· There is a requirement for an annual certification in the accounts that providers comply with the Governance and Financial Viability Standard.



	6.0
	Code of Practice



	
	The HCA has also issued a ‘Governance and Financial Viability Code of Practice’. The Code of Practice is designed to ‘amplify the requirements in the Governance and Financial Viability Standard’. 

The HCA suggests that where necessary, RPs should have regard to the Code when assessing their compliance against the Standard. They do make it clear, however, that it is the Standard rather than Code that the regulator can enforce against. 

I attach the Code under Appendix A for members’ information, but I will not report in detail on it here for those reasons. I would, however, suggest that this document will be helpful to us when we are required to certify our compliance with the Regulatory Framework and Standards, so I will be making further reference to it in due course.



	7.0
	The Rent Standard



	
	The changes in the rent standard are largely technical and formulaic, so I have not attached this section here.

Whilst the Rent Standard has been substantially re-written, all of the changes are simply reflective of the Secretary of State’s direction to the Regulator which was issued in May 2014. These changes were well publicised at the time and basically involve shifting the rent formula from the use of RPI to CPI (rent regime annual level uplift plus 0.5% is now CPI plus 1%). 

The other well publicised direction was that the £2 convergence for properties below target rents was revoked, which means that housing associations can no longer bring sub-target rents gradually up to target unless there is a re-let.

Lastly, where tenants’ income exceed £60,000, the Rent Standard does not apply, though providers remain free to set rent on the same basis as the Rent Standard which Hexagon’s Board has already agreed at its last meeting.



	8.0
	Changes to the General Consent



	
	There is a new annexe which outlines changes to the General Consent for disposals. Much of this is quite technical and applies to processes that officers will have to go through rather than strategic matters for the Board, so I have not attached it here. 

Having said that, I will highlight a couple of key issues for the Board, which one might argue are strategic:

· The General Consent may not be used to secure index linked finance. A specific consent for this will have to be sought as a one-off. The reason for this is that the HCA have taken a dislike towards index linked finance as these agreements set debt repayments in accordance with inflation, whereas the HCA take the view that this creates risk exposures given that providers’ income is constrained by regulation as well as government decisions relating to Welfare Reform;
· Crucially, the HCA has decided not to proceed with the proposed restriction on the use of the General Consent for transactions for the purposes of supporting on-lending.


	9.0
	Change to Registration criteria



	
	These are not particularly relevant to Hexagon at the moment, but there is a key change in that new providers who are registered will have to comply fully with Governance and Financial Viability requirements from the time of registration rather than be allowed a period of arriving at compliance at a later date.



	10.0
	Conclusion



	
	The main thrust of the Regulatory Framework changes, surround risk and changes in the operating environment for housing associations. The reduction in grant rates since 2010, the increasing reliance on funding to bridge the gap, and the increasing diversification of many providers pursuing commercial activities to close the gap created by the loss of the grant, means that in general, the housing association sector is being subjected to increasing risk.

The regulator was particularly taken aback by the near collapse of Cosmopolitan Housing Group and it is clear that much of the regulatory changes reflect that experience.

Looking ahead, the new regulatory regime will put a much higher priority on providing assurance to the regulator that HA businesses continue to be well run as the sector changes and evolves given the new operating environment.

We are making very good progress in relation to the development of both our Assets and Liabilities Register and in relation to the multi-variant stress testing and the stress testing of our business plan to destruction which the Board will receive in May. 



	11.0
	Recommendation



	
	In that context, I would recommend that the Board receive a further report on the Business Plan at the May meeting and that the Board reiterates its desire that the Audit & Risk Committee keep a close watch on the development of the Assets and Liabilities Register to ensure that it meets the regulator’s requirements as well as Hexagon’s needs.
I would also recommend that officers quickly alert both the Board and the Regulator of any areas of actual or potential non-compliance with any standards in the new Regulatory Framework. I can confirm that at this time, we are not aware of any matters that would necessitate a report to the regulator, but we will of course keep this under constant review as required by the new Regulatory Framework.

I would also recommend that the Board receives a further report in July 2016, which outlines our compliance with the Regulatory Framework for inclusion in the Financial Statements for the year ending 31st March 2016. Between now and then, I will give further consideration to the pros and cons of carrying out this compliance work in-house, or with the help of external assessors and report back to the Board well before the Statement needs to be approved in July 2016.
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