Hexagon Housing Association Ltd

Board of Management

31st March 2015

Agenda Item 5  

Chief Executive’s Report

Report by the Chief Executive
	1.0
	Summary



	1.1
	This report provides an update across a range of issues and makes six recommendations.



	2.0
	Recommendations



	2.1
	That the Board note the Viability Review as reported in Section 3 and comment as appropriate.



	2.2
	That the Board agree that the remaining seven Board Members join the Residents’ Forum rota.


	2.3
	That the Board note the upcoming IIP review and the possibility that the Assessor will contact some members as outlined in Section 9.



	2.4
	That the Board approve the changes to SODA, as outlined in Section 11 and shown in Appendix D.



	2.5
	That the Board approve the NHF Liability Insurance minute as per Appendix E, and alert the Company Secretary as appropriate.



	2.6
	That the Board notes the remainder of the report.



	3.0
	HCA Viability Review


	
	I attach under Appendix A, Hexagon’s Viability Review from the Homes and Communities Agency (HCA), our regulator.

The VR confirms that we have retained the highest viability rating that the regulator can award.

Comments or observations from Board Members have been invited by the Regulator, so the Chair will write to them after the meeting incorporating those comments.



	4.0
	Information provided to the Regulator over Mark to Market movements (MTM) in relation to standard alone interest rates swaps



	
	In early February, the Regulator, the HCA, wrote to all housing associations who reported holding a free standing derivative position in the December 2014 quarterly survey.

The standard letter went to a total of 47 registered providers.

I attach the letter under Appendix B.

I attach under Appendix C my response for the Board’s information.

The context of the letter, somewhat surprisingly from my point of view, is that one housing association, namely Asra Housing Group, have been placed on the regulator’s ‘Watch List’ as they struggled to meet a margin call at the end of January 2015. This has resulted in the decision to put their merger plans with Viridian Housing on hold.

The HCA have since reported that with the exception of ‘one of two providers’ who have expressed concern, no other housing associations expressed any material concerns.

I can assure the board members that this is an area that the Finance Director keeps a close watch on and as members will be aware, she reports to the Board on a quarterly basis via the Treasury Management report.

I can also report that the Finance Director reports on a weekly basis to me for the Barclays Mark to Market movement and monthly for the Lloyds’ movements (in accordance with the timetable for margin calls).

I can confirm that the Finance Director will continue to keep me informed on a weekly/monthly basis (as appropriate) and will keep the Board information on a quarterly basis via the Treasury Management Strategy. 

Our objective is to ensure that we have sufficient cash on hand to meet any margin calls in the short term and that in the medium to long term, we provide property security rather than cash for collateral. 

I have not had any follow up queries from the HCA nor am I expecting any, but I will of course reply to any follow up queries quickly. 

Lastly, I should point out that I shared this information with the Chair, Vice Chairs and Chair of Audit & Risk Committee in mid February to ensure that they were kept informed about this matter.

This report is for information and no action is required at this stage.



	5.0
	Budget Briefing



	
	On Wednesday, 18th March, the Chancellor made his budget announcement.

The budget was light on any substantial initiatives to increase housing supply.

The key housing announcement was a £2.1bn Help to Buy ISA programme under which first time buyers have their savings topped up by a maximum of £3,000 by the government to help them buy a house.

In that context, the Budget attracted substantial criticism from the NHF and the CIH for adding another “short term initiative” aimed at the demand rather that the supply side.

There were a number of small housing related announcements, including giving more devolved planning powers to the London Mayor.



	6.0
	Conservative Party proposal relating to the extension of Right to Buy to Housing Associations



	
	During January and February, there was significant press coverage announcing that the Tories were seriously considering extending the Right to Buy, which currently applies to Council tenants, to housing association tenants. More recent reports confirm that intention though at the time of writing it has not been officially announced.

This would obviously have significant implications for the sector and it has been met with considerable resistance from the National Housing Federation.

A second proposal, which has also been floated in the press, arises from Iain Duncan Smith, who has suggested that unemployed tenants who find employment could be gifted their Council and Housing Association homes after staying in employment for one year. 

It appears that this second idea has met significant resistance from the Treasury and has now been dropped.

I would not normally report on pre-election manifesto pledges, but extending the Right to Buy to housing association tenants has the potential for creating some political traction and I will therefore keep members informed as this evolves.

	7.0
	Board attendance at the Residents’ Forum



	
	In November 2013, the Board agreed a rota of five Board Members to attend the Residents’ Forum as observers.

At the same time, the Residents’ Forum took up an offer to send Residents’ Forum members to the board meeting as observers.

The idea was simply to ensure both board members and Residents’ Forum members had a better understanding of each others respective roles within the organisation hopefully to encourage and improve communication between both bodies.

This seems to be working reasonably well to date in that Dermot Finn and Jeanette Kenyon have been able to attend two meetings and I have attended one (as well as many more prior to November 2013).

Kellie Elmes, the fourth member, is now a Residents’ Forum member and therefore attends in that capacity. The fifth and final member added to the rota in November 2013, Ian Watts, has been unable to attend a meeting, but he is planning to attend the July meeting.

The purpose of this report is to ask members to agree that a new rota is formed from the remaining seven board members to ensure that everyone gets an opportunity to attend at least one Forum meeting as an observer.



	8.0
	Regulation and Repairs



	
	About three years ago, Circle, a 64,500 home landlord announced that they were slashing their use of around 200 contractors down to just five, who were awarded 10-year contracts worth a total of £1.2bn.

At the time, Inside Housing described it as “the most valuable procurement process in the social housing sector to date”.

This announcement followed previous press coverage at the end of 2011 relating to poor repairs budgetary control, resulting in a multi-million pound overspend for Circle 33 which manages circa 16,000 of Circle’s homes.

One of the new contracts which Circle entered into with Kier has recently been terminated by mutual agreement and this followed a series of interventions by the regulator and in particular, by Tower Hamlets Council, where Circle manage a stock transfer subsidiary called Old Ford Housing Association.

The outcome of this is that the HCA served a regulatory notice in early February on Circle Housing Group on the basis that they breached the Homes Standard, causing potential for serious harm to tenants.

This significance of this is that it was the first time a landlord has breached the ‘serious detriment’ threshold for HCA intervention on consumer regulation for having a poor repairs service.

This ‘serious detriment’ threshold is relatively high as the regulator is pretty much out of the business of consumer regulation given their legislative remit which focuses primarily on financial viability and governance.

The notice said that there had been ‘chronic and longstanding difficulties in the delivery of the repairs service’ to tenants living in homes managed by Circle’s subsidiaries Circle 33 and Old Ford Housing Association. Crucially, less than a fifth of their ‘urgent’ and ‘emergency’ repairs were completed on time across Circle 33’s 8,000 homes and less than half the repairs to Circle stock were completed on time elsewhere in London. The notice also revealed that they had a usually high number of statutory notices in relation to disrepair.

I am bringing this to the Board’s attention for two reasons. First, this is the first example of a landlord breaching the ‘serious detriment’ threshold which has caused the HCA to intervene in consumer regulation relating to the repairs service. In turn, the HCA has given notice of their probable downgrade for the Association’s governance as a result of a repairs failing.

Second, it further underscores that the best approach to procuring repairs in London can seem elusive. Proponents of a ‘Value for Money approach’, which seeks to centralise repairs procurement via a relatively small number of very large contracts, are now pausing for thought.

I think the latest Circle saga raises lots of questions about whether bigger contractors are better than the smaller ones they replace, whether their IT system efficiencies actually work on the ground, and whether large contractors, lower prices rely too much on sub-contract labour for things that they can’t control very well.

I would not pretend that there are any easy answers to these questions, but I do think it is useful food for thought for the board, particularly in the context of our discussions about how we go about procuring our next repairs contract. This is covered elsewhere on the agenda in a report from the Property Services Director.



	9.0
	IIP Assessment


	
	In May 2015, Hexagon’s Investor in People status (IIP) will be reviewed.

At the last review, we moved from bronze to silver, and on this occasion, we are aiming for the review to achieve a gold award.

The assessor, Clare Crafer, will once again speak to the Chair, and probably one or two other Board Members as part of her assessment.

I will ensure the HR Manager provides a briefing note in advance of any discussions, which are scheduled to take place in May. In the meantime, I am simply alerting all Board Members, that they may be approached.



	10.0
	Birchfield Road (11/15 scheme) – Risk to Funding



	
	As reported to Board at the last meeting (Dev PIs report), Birchfield Road is delayed and will not complete by March (GLA drop-dead date).  The GLA have recently confirmed that as the revised completion date is October, the scheme cannot be granted a waiver which would allow it to stay in the 11/15 programme.  
The Board will be aware that Whitehorse Rd, which was delayed was moved to the Building the Pipeline programme (BTP).  In addition Mitcham Road has recently switched to BTP.  We therefore expect Birchfield to be treated in the same way, however, due to the GLA’s other priorities this month they are unable to consider the scheme for alternative funding until a meeting on 2nd April. 
We expect that they will approve the scheme to be funded via BTP or the 15/18 programme for which we have an allocation.
However, in the unlikely event that they do not approve the scheme for alternative funding, we will revert back to the Board for a decision on whether to convert the homes to outright sale or market rent.  The units are not affected by a s.106 and the cost to value is 88%, so we would make a surplus.  A Market Rent option gives a positive NPV of £131k.  Either option would be viable exit strategies.



	11.0
	Standing Orders & Delegated Authorities (SODA)



	
	A new post of Security Charging Officer has been created to assist with charging properties as security for loans.  The Board is asked to approve the following amendments to the Scheme of Delegated Authorities to allow this post to commission valuation and legal work up to the value of £5,000. 

a) Add the following after paragraph 8.4 and re-number accordingly:
8.4 The Security Charging Officer is authorised to commit expenditure within approved budgets and the authority set out in the Delegated Authority Schedule.

b) Add a line to the Delegated Authority Schedule as highlighted in pink on the attached Appendix D.



	12.0
	NHF Liability Insurance



	
	The National Housing Federation annually purchases an indemnity policy protecting all Board, Committee or staff members and volunteers from claims made against them in their capacity as representatives of their respective organisation.

In order for Hexagon to be covered under the policy, we must notify the National Housing Federation in writing of any claim made against any person insured by the policy or of the receipt of notice from any persons of intention to make a claim against any person insured by the policy.

I would therefore suggest that if any Board Member, present or absent, or senior executive is aware of any such claim or any such notice of intention, or of any circumstances or incidences which may give rise to a claim that he or she immediately notifies me, in my capacity of Secretary of Hexagon in order that I can send out any relevant details to the NHF.

I attach under Appendix E the wording of the minute which the NHF would like the Board to approve and I therefore would recommend the Board approve the minute as per the wording.
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