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Email:tmccormack@hexagon.org.uk







Date: 11 February 2015
  Dear Mr Burmiston,
	Thank you for your e mailed letter of 6th February 2015. This arrived whilst I was on leave, but as I returned today, I am now in a position to respond as follows.  
Hexagon does not have material concerns over our ability to collateralise increased margin calls over the next three months. The reasons are explained below. 
Although we have had cash calls from two counterparties since the end of December, we have been able to meet these from existing cash resources.  We currently have £1.29m on deposit with Barclays and £0.44m on deposit with Lloyds.   Further property security worth around £2m is being charged to Barclays, which should be complete by the end of March. 

We have modelled the impact of market rates falling further to 0% for the next 30 years. In this scenario our cash calls would be follows (all figures in £’000): 

Counterparty

Barclays

Lloyds

Santander

MTM of non- RPI swaps with 0% interest rates over 30 years
25,132
11,531
1,761
MTM of RPI swaps 

0
3,798
1,761
Total MTM

25,132
15,329
1,761
Less property held as security
-6,594
-5,378
0
Less unsecured threshold

-5,000
-5,000
-4,900
Potential cash call at zero yield curve

13,538
4,951
0



	Hexagon has sufficient funds, across cash and fully secured loans, to meet £18.5m of cash calls in the unlikely event that the yield curve were to drop to zero tomorrow.  In this situation we would be able to meet all existing contractual commitments, provided that the existing property security charging exercise, currently scheduled to complete in March were completed by the end of July.  We would also allocate to Barclays property worth around £9m which recently been charged to the security trustee – this exercise should take no more than 2-3 months.
Hexagon has around £146m of property that is not charged to lenders or swap counterparties, so there is the potential to charge further properties as security for the derivatives if required in the future. 
I note that the Regulatory Framework requires providers to communicate in a timely manner with the regulator on material issues relating to non-compliance with the economic standards. It was in this context that Phil Newsam, our Finance Director informed the HCA of her views about the possibility of cash calls in the Q3 return. As it turned out, we had no cash calls by the December quarter end as they occurred in January 2015.   
Please feel free to contact either me or Phil Newsam if you have any queries or require additional information.

Yours sincerely, 
Tom McCormack

Chief Executive 



Paul Burmiston


Financial Analysis Manager


Homes and Communities Agency


(By e mail only) 








Chair  Roy Coulter
       Chief Executive  Tom McCormack
Registered Office  130-136 Sydenham Road, London SE26 5JY
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Registered with the Homes and Communities Agency No. L1538
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Hexagon Housing Association Ltd is a Charitable Organisation

Hexagon is a registered society under the Co-operative and Community Benefit Societies Act 2014  No 19128R


