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Agenda Item 13
Changes to corporate risks ___________________________________________________​______________​​

1.0
Summary
Presents to the Board the two most material changes in risk to have emerged since the last meeting.
___________________________________________________________________

2.0 
Recommendation
That the Board consider whether the risks arising from the ground collapse at Brickfield Cottages and the referendum vote.   

___________________________________________________________________

3.0 
Introduction
Rather than using the latest update of corporate risks maps, Risk Appraisal Panel felt that it would be more useful to provide a report on the two material changes in corporate risk since the May Audit & Risk Committee meeting, being the ground collapse at Brickfield Cottages and the referendum vote to leave the European Union.
4.0 Ground collapse at Brickfield Cottages
4.1 A report on this incident was discussed at the June board meeting. Since then, Peter Brett Associates (PBA) have reviewed the results of borehole investigations around the ground collapse and cite a collapsed chalk mine shaft as the likely cause. On their recommendation, work to stabilise the ground by the addition of grout has started.  They also recommend further exploratory boreholes in the rear gardens of numbers 32 to 34. At the time of writing, a formal report from PBA was expected within the week.
4.2

Five families have not been able to return to their homes. Three families have moved to alternative Hexagon properties. One remains with family/friends and has declined alternative accommodation. The other family is still in a hotel – we are offering alternative accommodation at Parkspring Court. 
4.3
We have received an injury claim from one of the residents. This does not appear to be well founded and is being dealt with by our insurers.

4.4
Whilst our insurers are covering the cost of the repairs, investigation work and grouting to date (some £300k), it is unlikely they will  cover the cost of further investigation work. This is estimated at £61k for the rear garden boreholes.
4.5
The current risks arising from this incident are tabulated below
	Risk 
	Mitigating actions in progress

	If there is further ground collapse on the site, the resulting damage is not covered by insurance so the cost of repair would be borne by Hexagon.
	Our brokers are still working to get our existing insurers to reinstate cover, or to source alternative cover.

	If we decide that it is necessary to extend investigation work to the rest of the estate to reassure the residents, the costs could be considerable.
	None, as we need to see the PBA report before making any further decisions.

	If we do not communicate clearly with residents, this could damage Hexagon’s reputation.
	A communications consultant has been engaged to help us be more pro-active in updating interested parties, and assist with explaining the technical detail in a way that everyone can understand.

	If the empty homes are burgled or damaged, residents will suffer further distress.
	Hexagon is paying for a security presence at night and weekends, when the contractors are not in site. Costs to date are around £17k.

	If homes on the site become hard to let, we may need to impair some of the costs of the scheme in the accounts for 16/17.
	Calculations indicate that even 100% impairment would not cause a covenant breach, so the impact is purely presentational.


5.0
Results of referendum vote
5.1
The immediate impact of the vote was in the markets, as the pound tanked, stock markets values dropped (particularly for housebuilders) and long term gilt rates decreased significantly.  In retrospect, we should have waited until after the results to fix the interest rate on the AHF EIB loan, but then the market called the results wrong as well.

5.2
Because of the reduction in gilt rates, the mark to market value of Hexagon’s swaps has worsened significantly and we have had to place £2.7m of cash on deposit as security. This was dealt with in the short term by drawing on the Santander facility, but Santander will be repaid with the proceeds of the AHF EIB loan on 19th July. From 19th July to November, having cash on deposit with ISDA counter parties has no financial impact as we would have put it on deposit with other banks until it was needed.  An exercise to charge further property security to the ISDA counterparties has started, with a target completion date of 16th September.
5.3
The outlook for interest rates in the medium to long term is far from certain. A fall in the pound pushes up the cost of imports, so may increase inflation. If an economic slowdown leads to rises in public sector debt, gilt rates may rise again. House prices are expected to fall, particularly in the more central areas of London where bankers live. 
5.4
The current risks are tabulated below:
	Short term risks
	Mitigating actions in progress

	If mortgage lenders lose confidence, they may withdraw the offers made to purchasers of our shared ownership schemes at Virgo Fidelis and London Road (13 units).
	Senior Sales Executive asked to monitor and to report to the Development and Regeneration Director if sales start to fall through.

	If developers lose confidence, Townley Road may not make the guide price at auction, leading to Hexagon incurring further security costs.
	Little impact on Hexagon – as we are only entitled to keep proceeds above the guide price.

	If Barclays MTM values deteriorate further before 19th July, we may not have the funds to meet the increased call for cash security.
	Monitor cash availability and draw further funds from Santander as needed. After 19th July, keep some of the AHF EIB funds on overnight deposit so that these are readily available.

	If the security charging does not complete by Dec16, we may have to borrow again from Santander to fund the cash on deposit.
	A target date of 15th September has been set to complete the new security charging exercise. 

	Medium term risks

	If house prices drop by 5% or more, some of our 104 units of shared ownership in the pipeline may make a loss on sale. 
	New business team will model moving these schemes to rent to homebuy, as we did with 17 units at Parkspring Court in 2008. They will also consider withdrawing  offers where contracts have not yet been exchanged (depending on the extent of loss). 

	If house prices drop by 10.5% or more, Horniman will make a loss on the Biggin Hill scheme. 
	None, other than monitoring early data from Virgo Fidelis and London Rd.

	If house builders mothball schemes, Hexagon may lose S106 sites.
	There is a long stop date in the contract which forces completion of the 11 units on site at Grant Road, and gives HHA step-in rights to complete the build. The remaining S106 schemes are not yet contracted and are not essential to delivery of the 15/18 programme.

	If house market confidence drops, staircasing sales may dry up and vRTB sales may be less than modelled.
	No staircasing is assumed for the 16/17 budget. Reduced staircasing has been stress tested in the business plan.

The surplus from vRTB sales in the 16/17 is not material.  

RAP monitors a version of the cashflow that includes no vRTB sales, as these are uncertain. 

	Longer term risks

	If house market confidence drops, Hexagon may not be able to use further outright sales schemes to subsidise an 18/21 development programme
	Directors to reconsider the shape and scale of the 18/21 development programme when bid documents are received.

	The Government may introduce a further round of rent reductions to save money on the housing benefit bill.
	This has been modelled in the business plan stress test. 


5.5
The business plan stress test models the impact of a Brexit-type scenario starting in April 2018.  I hope to be able to re-run this, but with impacts starting now, and present the results to the July Board. 

5.6
There are also opportunities, in that if reductions in house prices cause private sector housebuilding to reduce, we may be able to buy more land and build affordable rented homes particularly from distressed land sales.
P Newsam
June 2016
- 2 -

