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Hexagon Housing Association 
 

Board of Management  
 

Report from the Development & Regeneration Director  
 

25th March 2014 
 

Agenda item 6 
 

Development Strategy 2014/18  
 

Summary 
 
This report sets out how we propose to deliver our development programme 
over the next 4 years, within the context of the external environment, our 
financial capacity and our Corporate Plan objectives. 
 
This strategy supersedes the previous 2011/15 version.  
 
This strategy pulls together in one document, how we propose to deliver the 
existing programmes (2011/15 Affordable Housing Programme – 11/15 AHP 
and Mayor’s Housing Covenant Building The Pipeline – MHC BTP) and the 
new Mayor’s Housing Covenant 2015/18 programme – MHC 15/18, for which 
our bid was recently submitted. 
 
This new strategy is also aligned to the new Corporate Plan, also being 
considered at this meeting. 
 
A summary of the Development Strategy is detailed at section 3.0 It highlights 
the following key changes: 
 

• Plans to develop circa 30 homes for Outright sale to generate cross 
subsidy 

• Plans to deliver 50% of our 15/18 rented programme at target rent 
levels 

• An increase to the shared ownership element of our development 
programme 

• Our intention to re-let less voids to generate support for the 15/18 
programme 

 
Recommendation 
 
That the Board approves  the strategy. 
 
1.0 Status of the report 
 
The strategy will be reviewed annually by the Board, however, any important 
changes which impact on this strategy will be reported to the Board during the 
year. 
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Development Strategy 2014/18 
 
1.0 Background 
 
1.1 There have been recent changes to the way in which Hexagon will 
develop new homes to meet its’ corporate plan objectives over the next 4 
years (2014-2018). 
 
1.2 The existing and new funding regime present challenges to our 
success in achieving our objectives, much of which has been debated by the 
Board. 
 
1.3 Whilst our previous strategy was aligned to the 2011/15 programme, 
this new version addresses the still relevant elements of that programme as 
well as introducing our approach to the new 2015-18 programme.  This report 
should be read in conjunction with the bids report. 
 
1.4 This strategy is intended to provide a clear framework for our new 
business and development activities for the next four years, and will be 
reviewed annually. It has been endorsed by the Directors Group. 
 
1.5 The lead board member for Development has also had input into this 
report. 
 
1.6 The directorate’s teams are committed to the social objectives of 
Hexagon and work in an effective and commercial way to achieve these. 
 
2.0 Achievements 
 
The past twelve months have been challenging for Hexagon and specifically 
the New Business team in light of the impact of the new Affordable Housing 
Programme and the significant change in the way the development of new 
homes is funded. 
 
2.1 Despite the challenges of the new programme, there have been some 
successes for the department that are worth noting: 
 
• Reaching completion on 40% of the current programme. 
• Securing an allocation for 92 homes in the Mayor’s Housing Covenant 

programme during 2013/14. 
• Being on track to deliver 91% of the 2011/15 programme (251 of 277 

homes) 
• Selling 15 of 16 no. shared ownership homes within 6 months of 

completion (94%) and so far achieving 42% more Sales income (on 11/15 
schemes) than what was predicted.  We are also generating 73% more 
cross - subsidy than forecast. 

• Exceeding the GLA’s targets on delivery of family homes in the 11/15 
programme 
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2.2 From recent reporting, the Board will be aware of the existing 
challenges: 
 
• Completing the 11/15 schemes which are still on site, by March 2015 to 

ensure we keep the grant. 
 
• Identifying suitable sites for the new 15/18 programme 
 
• Identifying suitable sites to deliver an outright sale scheme to generate 

cross subsidy. 
 
3.0 Hexagon’s Development Strategy 2014/18 
 
Hexagon has a corporate objective to develop new homes, this strategy will 
allow us to achieve this objective in the most efficient and sustainable way. 
 
Despite the pressure on grant levels and the contractual burden grant funding 
brings, we will continue to rely on grant from the GLA as this helps us to keep 
rent levels low and affordable, and reduces financial risk.   
 
Without grant, we would have to rely on a larger, and consequently more risky 
outright sale programme to ‘fund’ an affordable housing programme. Whilst 
we propose to deliver some ‘riskier’ sale homes over the life of this strategy, 
this will be delivered in a measured way, proportional to our business 
objectives. 
 
This strategy is affordable and deliverable within overall business plan 
parameters (including key covenants and ratios) and is aligned to the new 
Corporate Plan. 
 
3.1 Where do we want to be by March 18? 
 

• All outstanding 11/15 AHP schemes (6 no.) delivered by March 2015 
• All Mayor’s Housing Covenant Building The Pipeline (MHC BTP) 

schemes (3 no.) delivered by March 2018 
• Mayor’s Housing Covenant 15/18 - Bid secured, and delivering 200 

homes. 
• All shared ownership homes sold within 6 months of completion (146 

no. homes) 
• At least 2 outright sale schemes delivered generating cross subsidy to 

lower rents 
• Contracted levels of cross subsidy from  re-lets, conversion capacity 

and operating surplus, achieved 
• 2014-18 Environmental Sustainability strategy targets achieved  
• 2014 -18 VFM Targets achieved  
• Better scheme handovers to our internal client departments 
• Better defects handling as a result of centralised management 
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We will achieve the above objectives with the implementation of the following 
strategy: 
 
a. The size of the 2015/18 Programme (MHC 15/18) over the four year 

period to March 2018 will be bid for at 200 homes.  These homes will be 
60% rented (60 no. at discounted rent, 60 no. at capped rent) and 40% 
shared ownership.  
 

b. We will assess the viability of new 15/18 development opportunities in line 
with our Affordable Rent policy - we will charge the lower of 80% market 
rent, Local Housing Allowance inclusive of service charges on Discounted 
rent homes, and target rents + service charges on the Capped rents. 

 
c. We will deliver schemes to meet our commitments set out in our 15/18 

contract with the GLA, by identifying all schemes by September 2016, and 
entering into build contracts with a completion date of no later than 
December 2017. 

 
d. We will maintain an open dialogue with our LA partners, and continue to 

encourage a flexible approach to rents to enable the delivery of the 15/18 
housing programme.  

 
e. We will establish and maintain relationships with the GLA, and keep them 

informed of progress on all schemes. 
 
f. We will deliver the ‘existing’ 11-15 AHP and MHC BTP schemes in line 

with GLA targets and overall subsidy parameters, in particular we will not 
breach the contribution from operating surpluses, set by the Board. 

 
g. We will ensure the Department’s resources are adequate to deliver the 

balance of our development programmes, over the next 4 years, and will 
bring in additional resource if needed. 

 
h. We will sell new shared ownership homes within 6 months of completion, 

with a target to sell at least 50% of homes ‘off-plan’. 
 
i. We will work with the Finance department to ensure cashflow information 

is accurate and updated monthly.  We will also work with Finance to 
ensure sufficient security is in place to support our loan drawdowns. 

 
j. We will work with, developers on package deals / s.106 to control risk, and 

will also consider partnerships with other RPs. 
 
k. Via Horniman, we will develop at least 2 outright sale schemes of 

approximately 30 homes, to cross-subsidise our rented programme. These 
will be carefully targeted and will be no more than 15 homes at any one 
time, and only in viable, suitable locations and meet the parameters set 
out in the Investment Policy. 
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l. We will ensure our design standards, continue to deliver a good quality, 
affordable product (rent and shared ownership), and a marketable 
standard for our private homes, by reviewing our project brief for both. 

 
m. We will integrate resident feedback into our future designs and 

specifications. 
 
n. We will continue to deliver the Equalities and Diversity strategy, working 

closely with key partners, by ensuring continued monitoring of their 
performance in this area. 

 
o. We will explore opportunities to work with smaller RPs where this activity 

can be adequately resourced, risk managed, and is on a ‘something for 
something’ basis. 

 
3.0 Delivering an outright sale programme 
 
3.1 This is probably the biggest change to our activities, since the 11/15 
strategy was approved.  Following the work of the Post 2015 working group, 
in September, the Board approved the proposal to incorporate some outright 
sale via Horniman (Hexagon’ non-charitable subsidiary) as part of a future 
development programme, and use the surplus generated from this activity to 
subsidise lower rent levels of the main programme. 
 
3.2 We do already have some experience of delivering a small amount 
of outright sale homes (6no.) via Horniman which was a success and 
generated £250k cross subsidy. This was in 2007. 
 
3.3 It is recognised that delivering market sale homes will be a relatively 
new area of work for the existing development team, and we are progressing 
this with assistance from a consultancy firm who have recent experience of 
working with RPs and developers to deliver successful outright sale schemes 
either as part of a mixed tenure development our stand-alone.  
 
3.4 As well as identifying suitable sites which can deliver the level of 
return required of our policy (10-15%), we must ensure sites are in the right 
location, with the right balance between site acquisition costs and the end 
sales values. 
 
3.5 We also need to review the design standards we set for these 
homes.  With emphasis being on maximising sales income, rather than 
minimising maintenance costs.  Primarily, this means taking the kitchen and 
bathroom fixtures, fittings and finishes to another cost level and reducing 
other specification items.   We are already engaged with consultants to assist 
us with this and see this as an ongoing ‘market responsive’ activity. 
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3.6 We want to undertake this activity in a managed way and on a 
relatively small scale (10-15 homes per scheme), to begin with in order to 
minimise our exposure to risk, whilst we build up our skills and knowledge.  
We are already in discussions with developers with plans to work in 
partnership, to assist us in identifying suitable opportunities. 
 
3.7 Following discussions at the recent Horniman Board meeting, there 
is an Investment Policy that needs to be put in place that will provide the 
framework for this activity.  It has been identified that a peak loan of 
approximately £7.5m would be needed, and this would be accessed via on-
lending from Hexagon. 
 
3.8 The 15/18 bidding guidance makes mention of the GLA’s 
expectation that an element of market homes is incorporated into the bids to 
provide cross subsidy.  As the bid paper explains, due to our lack of recent 
experience in delivering this product, we do not intend to assume sales 
income in the bid itself, but plan to advise the GLA of our intention to generate 
cross subsidy from this activity and if we do, to use it to lower rents. This 
approach was supported by the board, as part of the recent bid approval. 
 
3.9 Over the four year strategy we expect to deliver 2 or 3 schemes 
through identifying sites ourselves, but also through partnership arrangements 
with small contractor / developers, in order to minimise the risk. 
 
4.0 Delivering the existing programmes - 2011/15 AH P and MHC BTP  
 
4.1 In May 2011, we were allocated £8.6m to grant to deliver 277 homes in 
the 11/15 AHP 
 
4.2 We now expect to deliver 251 homes and achieve a 91% performance 
against the bid. 
 
4.3 In September 2013 we were allocated £2.8m to grant to deliver 77 
homes in the 15/18 BTP. 
 
4.4 We now expect to deliver 93 homes and achieve a 121% performance 
against the bid. 
 
4.5 The tables below set out progress against these programmes: 
 
4.5.1 Schemes Completed – 29% of the existing progr ammes 
 

Scheme Name Homes  
 

Tenure - Rent / Shared ownership  Grant funding 
by: 

Completion 
Date 

Jolly Marshman 6 Rent 11/15 AHP March 2013 
Brampton Rd 14 Rent & shared ownership 11/15 AHP Ju ly 2013 
Concrete House 5 shared ownership 11/15 AHP Septemb er 2013 
Baring Rd 75 Rent & shared ownership 11/15 AHP Dece mber 2013 
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4.5.2 Schemes on Site – 59 % of the existing progra mmes 
 

Scheme Name Homes 
 

Tenure - 
Rent / 
Shared 
ownership  

Grant 
funding 
by: 

Forecast 
Completion 
Date 

Latest Position  
 

Risk 
mitigation 
measures 
for High risk 
schemes 

Southwark Pk 
Rd 

3 Shared 
ownership 

11/15 AHP May 2014 On track for 
handover 

n/a 

Marlborough 
Pub 

18 Rent 11/15 AHP March 2014 On track for 
completion later 
this month. 

n/a 

Springbank Rd 32 Rent 11/15 AHP May 2014 On track for 
completion in 
May. 

n/a 

Parker Rd 13 Rent 11/15 AHP Nov 2014 On track for 
completion in 
November. 

n/a 

Foxley Rd 19 Shared 
ownership 

11/15 AHP August 2014 On track for 
completion in 
August. 

n/a 
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Purley Way 6   Dec 2014* Works have commenced on site.  On track for 
completion in December, however, still early days. 

n/a 

Davidson Rd 22   Dec 2014* Awaiting ‘pre-start’ planning conditions to be approved 
by the LA.   
High risk of delay to works, leading to completion later 
than December. 

Contractor is progressing all works that can 
be. 
No extension of time has been applied for. 
We have requested that the LA housing team 
influence the planners to progress the 
conditions approval. 
Employer’s Agent estimate of likely 
completion is March ’15 .  Once the pre-start 
planning conditions have been signed off, we 
will review the position and if necessary put 
the GLA on notice that March ’15 will not be 
achieved. 

Mitcham Rd 21   Dec 2014* Cable diversion still outstanding (Proper works cannot 
commence until this work is complete). 
UK Power Networks (UKPN) and Transport for London 
(TfL) are finalising the agreement so that the diversion 
works can start in the next month.  
High risk of delay to works, leading to completion later 
than December. 

Both Hexagon and the GLA are regularly 
chasing UKPN / TFL respectively. 
Contractor is progressing unaffected elements 
of the work. 
Employer’s Agent estimate of likely 
completion is February 2015.    
Once the UKPN / TFL 3rd party works are 
completed we will review the position and if 
necessary put the GLA on notice that March 
’15 will not be achieved. 

Birchfield 9 Shared 
ownership 

11/15 AHP Dec 2014* Works have commenced on site.  On track for 
completion in December, however, still early days. 

n/a 

Whitehorse Lane 8 Rent 11/15 AHP Jan 2015 New contractor in place.  Works on site expected to 
start in April.  Due to size of scheme there is a 
reasonable chance the scheme will complete. 

n/a 

Virgo Fidelis 41 Rent & 
shared 
ownership 

MHC BTP June  2015 Works have commenced on site.  75% of total grant 
expected to be claimed by end of March.  On track for 
completion in June ’15. 

n/a 

Park View (s.106 
– Developer lead) 

11 Shared 
Ownership 

MHC BTP May 2015 Demolition works have commended. 
May 2015 Note: GLA condition imposed that 
completion must happen by December 2015 (or grant is 

n/a 
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at risk), however, a side letter excludes delay caused 
by ‘relevant events’ as defined in building contract. 
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4.5.2.1 Schemes marked with an * are those which were referred to in the 
report to September Board, when approval to December ’14 contractual completion 
dates were approved.  In that report, the financial impact of losing grant on these and 
1 other scheme was assessed as £4m and considered ‘manageable’ in terms of the 
impairment impact on our gearing and income cover ratios: 
 
In theory we would be able to switch 22 of the 77 homes to outright sale if no grant was paid.  The rest 
of the units are attached to s.106 affordable housing agreement, so we would still need to deliver 
these as affordable homes.  The outcome indicates the following: 
19 units to outright sale – Cost to value is 116%, Loss would be £615k 
58 affordable units to be delivered with No grant  – Additional Hexagon subsidy required = £1m (over 
3o yrs) 
We have assessed the financial impact on Hexagon if all the schemes completed beyond March 15 
and we lost say £4m grant.   
A £4m impairment charge in the year to March 15, gives the following results 
Income cover covenant 14/15 =  208% 
Highest gearing ratio =   56% 
So we stay within covenant limits.  This means that Hexagon could withstand the worst case scenario. 
 
4.5.2.2 The latest update above, highlights the riskiest schemes as Mitcham 
Rd and Davidson Rd, where we could potentially suffer an impairment of £2.3m due 
to the loss of grant. 13 of the 43 homes could be switched to sale, in which case, the 
cost:value of these units is estimated to be 127% and the loss on sale is estimated to 
be £585k.  The impact on the Hexagon ‘subsidy’ requirement would be a reduction 
from £1.86m to £1.84m.  This position is better than the worst case scenario 
considered back in September. 
 
4.5.2.3 As well as flexing the definition of Practical Completion, the GLA have 
commented that they would ‘look favourably’ on switching schemes to other funding 
programmes if they could not achieve the March ’15 PC date. 
 
4.5.2.4 Now that we have submitted a bid for the 15/18 programme, with 
unidentified sites, we consider that, provided we secure a programme, any schemes 
which are delayed beyond March 15 could be moved into the 15/18 programme as 
named schemes. 
 
4.5.2.5 The GLA have already recently approved the shift of an 11/15 scheme 
into the Building the pipeline (BTP) programme, as it could not meet the March 2015 
‘drop dead’ date.   
 
4.5.3 Schemes not yet on site – 12% of the existing  programmes 
 

Scheme Name Number 
of 
homes 

Tenure Rent / 
Shared 
ownership 

Grant 
funding 
by: 

Latest Position Forecast 
Completion Date 

King’s Highway 40 Rent MHC BTP Section 106 being 
finalised and 
ground 
investigations are 
being carried out.  
Start on site 
expected in May. 

Feb 2016 
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5 The External Environment 
 
There has been continued change in our working environment. We must continue to 
be aware of the implications for Hexagon and adjust our strategies accordingly. We 
will also continue to try and predict the major changes and, where possible, exert an 
influence over them. The major changes currently affecting the development teams’ 
work include: 
 
5.1 National Policy – Design Standards 
 
5.1.2 The government has recently consulted on its’ plans to introduce a set of 
National design standards, which brings together a range of design guidance e.g. 
Lifetime Homes, Code of Sustainable Homes (CSH), secured by design, into one set 
of standards amalgamated into the building regulations. 
 
5.1.4 Whilst we welcome a more streamlined approach to design requirements, the 
issue for us, is that at the moment the GLA want to retain the Mayor’s London 
Housing Design Guide as the standard for new homes developed in London, via the 
planning guidance set out within the London Plan.  We agree that the Mayor’s 
standards deliver good quality homes, and support the retention of these standards 
in London. 
 
5.1.5 Whatever is decided, could have an impact on the developments which are 
delivered in the 15/18 programme, as the timing of the ‘new standards’ is due for 
rollout in 2016.  The bidding guidance for 15/18 does cross refer to this issue in 
relation to the CSH the changes to which would have the biggest impact.  The GLA 
states that “..it will provide further guidance on any necessary transitional 
arrangements once the future of the code has been clarified” 
 
5.1.6 We will continue to ensure our schemes meet the latest design standards 
issued by the GLA, and respond as necessary when the government guidance is 
finalised.  If there is any financial impact we would expect the GLA to be pragmatic 
and flexible. 
 
5.2 Regulatory Changes - HCA 
 
5.2.1 Since the problems with Cosmopolitan, the HCA have been very active in 
setting out their expectations of RPs’ Boards, in the context of managing risk and 
protecting social assets.  They have also been more focussed on RPs approach to 
value for money. 
 
5.2.2 In terms of our development activity, the impact of their emphasis on 
“Protecting social assets”, is that it is at odds with the GLA’s expectation that RPs 
include market sale or market rent homes within their 15/18 bid, in order to generate 
cross subsidy.  We have made it clear in an accompanying statement to the 15/18 
bid, that whilst we plan to deliver some outright sale homes during the programme, 
we have not assumed any cross subsidy from this activity, as we want to generate 
the sales first.  This approach is a cautious one because we have not built any 
outright sale homes for 7 over years and we want to take a cautious approach. 
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5.2.3 The HCA will have input into the 15/18 bidding assessment process, 
assessing the impact of the proposals on future viability.  We do not foresee any 
issues arising from this, as we are comfortable that the bid is affordable to Hexagon. 
 
5.2.4 We currently have a G1 (the highest) rating for Governance and viability. 
 
5.3 Local Authority Partners 
 
5.3.1 Existing Programmes 
 
5.3.1.1 In delivering the 11/15 AHP and MHC BTP programmes, the profile of 
where we are developing has changed since 2011 when we first bid.  We are now 
delivering 80% of the programme in Croydon and Lewisham and just 10% in 
Southwark, whereas we originally expected to deliver 40% in Southwark.  This is due 
to where the deliverable opportunities have arisen, not only in viability terms but also 
how easy it is to work with the planning and housing teams and get support for new 
schemes.  Croydon definitely stands out in this regard as they have strong leadership 
and want development in their borough.   
 
5.3.1.2 Relationships with all of our LA partners remains good, however,  
this is generally restricted to the housing ‘delivery’ teams.  We have found it very 
frustrating dealing with the planning teams and getting consents secured, 
permissions issued and whilst on-site, getting conditions signed off.  There is clearly 
a resource problem with planning teams, across London and unfortunately the impact 
can be catastrophic.  An example being the Park View scheme in Bexley where 
approval to grant consent was secured in September 2013, however the 
documentation was not issued until late Feb 14, and the conditions within it, meant 
the contractor could not meet the March ‘15 completion date, hence the scheme was 
lost from the 11/15 programme. 
 
5.3.1.3 We have also had scheme completion delayed e.g. Baring Rd, due to 
the length of time it has taken the planners to sign-off conditions that prevent 
occupation form taking place.  This has happened in Lewisham recently on the 
Baring Rd scheme where handover was delayed by 2 months.  Some LA housing 
enabling teams are better at influencing the planners than others e.g. Croydon. 
 
5.3.1.4 We continue to liaise regularly with our LA partners when new sites are 
identified and have generally not had any problems in securing their support for new 
sites. They are now all used to the higher affordable rents despite the resistance at 
the start of the programme, some 3 years ago. 
 
5.3.2 15/18 Programme  
 
5.3.2.1 Our LA partners have varying views on the GLA’s 15/18 programme, 
with some being more pragmatic and flexible than others.  We plan to deliver homes 
across all of our key boroughs. 
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5.3.2.2 The 15/18 bid set out the Mayor’s intention that LA’s enter into a 
‘Framework’ before the bids are submitted, and that would provide the guidance for 
how the programme will be delivered in their LA.  Amongst other things, the 
framework sets out the approach to rent levels, and nominations to the discounted 
rent homes, as well as the level of nominations to RPs. 
 
5.3.2.3 The biggest area of concern to them is the nominations one; the 
Mayor’s desire for a shift in their allocations policies, is a big ask for some, as 
fundamentally, they have a statutory duty to house those in greatest need and 
politically they have a different view on priority housing needs.  Others already have 
flexibility to nominate ‘working’ households. 
 
5.3.2.4 As at 10th March when the bids were submitted, we had not received 
any frameworks.  We had seen an in principle agreement from Croydon.  
Consequently, in the bid submission, I have made it clear that we reserve the right to 
review the bid, once the LA / GLA frameworks have been agreed. 
 
5.3.2.5 Of course we will work with all our LA partners to deliver schemes in 
their boroughs, provided it is viable.  Where there have been deliverability issues in 
some boroughs (e.g. Southwark and Bexley) we will seek to improve understanding 
of the issues faced by the planning and housing teams, and hopefully that will assist 
with more development opportunities being delivered. 
 
5.4 London Mayor – New housing strategy 
 
5.4.1 As reported to Board at the last meeting, the Mayor has launched a 
consultation on his new housing strategy, to which we have responded. 
 
5.4.2 Fundamentally, we are supportive of the new strategy, as it recognises the 
need for new homes, including homes that are affordable.  The main concerns we 
have can be summarised as: 
 
� The proposed changes to RP nomination arrangements which for Hexagon, could 

lead to a reduction from 25% to 10% in the proportion of new lettings available for 
our own transfer cases.  

 
� The assumption that ‘larger HAs’ can be pushed to utilise more of their resources 

to fund development, HAs are already using significant amounts of their funding 
capacity due to the reduction in grant rates. 

 
� Concerns that a focus on larger strategic sites (22 Opportunity areas) could divert 

funding away from smaller deliverable opportunities. 
 
� Promotion of building a greater number of smaller homes for rent, and aiming 

family sized homes at working households, does not tackle the needs of 
overcrowded households who may be out of work.  

 
� Pay to stay policy for tenants with incomes over £60k. We are not convinced that 

many of our tenants are in this position, and the resources needed to administer 
this policy could be onerous. 
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6.0 Buying Land 
 
6.1 Through the existing programmes we have been buying land in a rising 
market, linked to the significant shift in housing market activity and the resultant 
house price inflation.  Competition for smaller sites in particular has increased in 
recent months. This trend is likely to continue over the life of this strategy. 
 
6.1.1 Over 90% of the homes identified for the existing programmes were via 
‘package deal’ arrangements, whereby a third party site finder or developer / 
contractor approached us with both a land and build package.  This approach has 
generally proved to be a successful way for the new business team to procure the 
programme, and whilst it mitigates the risk for us particularly on planning, but also in 
terms of the costs associated with ‘holding’ sites, we do pay extra in ‘on-costs’ due to 
the associated ‘site finder’ fee element of these deals.   
  
6.1.2 We are also more exposed to working with new contractors who ‘come with 
the site’, and whilst the majority have worked well with us, there has been one firm 
which was not experienced enough to deliver the scheme (Whitehorse Lane) and so 
we had to terminate the contract.  We are progressing the development with an 
alternative experienced contractor who we know.  However, the original contractor 
has gone to adjudication on the fact that we terminated the contract and did not pay 
the last valuation.  We have submitted our response and await the adjudicator’s 
decision. 
 
6.1.3  We foresee that we will continue to deliver the majority sites in this way 
considering the size of our programme and the level of staff resource aligned to the 
programme size. 
 
6.2 There are alternative ways to secure sites that we will not rule out if the right 
opportunity is identified;  
 
6.2.1 Landbanking  is an alternative option secure sites, and is a route which can 
often lead to better economies, and a better quality design closely aligned with our 
project brief requirements.  However, it can be much riskier in terms of securing 
planning consent, and there are also holding costs to consider.  In a rising land 
market these risks are reduced in terms of exit strategies.  
 
6.2.2 Option Agreements  are another way to secure sites directly, by entering 
into a contractual arrangement with a land owner that guarantees you will be sold the 
site when planning consent is secured.  There is normally a risk sharing approach to 
the costs associated with securing planning.   
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6.2.3 LA Land  is becoming harder to come across, as the borough’s property 
departments, often take sites to market to get ‘best value’.  Also, moist of our partner 
LAs are developing sites themselves.  Nevertheless, we will continue to discuss 
potential site opportunities with all our LA partners, where we think we can add value. 
 
6.2.4 Forming partnerships  is another way to manage risk, and is a potential 
avenue to access larger sites.  This could be with other larger RPs, but also smaller 
developers.  There could also be some potential with smaller RPs in terms of 
development agency work, but also site sharing. We will keep an open mind on the 
potential of these partnership opportunities. 
 
6.2.5 Any approach which relies upon designing a scheme and securing planning 
consent, requires a lead in time of at least 18 months, which, with the lead-in time for 
15/18 schemes (approx. 2 years), means we should be able to secure some sites for 
future development schemes in this way so that we can add value and possibly save 
some money. 
 
6.2.6 We have been successful in securing a small number of developer lead 
Section 106  opportunities in the existing programmes.  Whilst we have not assumed 
we will deliver any in the 15/18 programme, the new business team have noticed 
more of these types of opportunities coming forward for our consideration, and we 
have made offers on a couple of these sites.  If secured, we may choose to keep 
these homes out of the GLA programme as they will not attract grant.  If they are in 
the programme they come with all of the contractual ties, but of course they do 
improve our overall performance. 
 
7 Procuring Build Contracts 
 
7.1 As reflected above many of our developments are procured as package 
deals which tie us in to a build contract with an already identified builder.  
 
7.2 We utilise the standard JCT 2011 with contractor’s design contract, which 
places design and build risk firmly with the Contractor.  This contract continues to be 
suitable for our needs.  
 
7.3 On the rare occasions where we have competitively tendered arrangements 
building contracts after buying the site, we refer to our approved list of contractors for 
suitable firms to tender. 
 
7.4 European Union rules require us to advertise construction contract 
opportunities over £4.3m in the ‘Official Journal’.  If these contracts are part of a site 
purchase (i.e. ‘package deal’) arrangement then this does not apply.  If we foresee 
the majority our development programme being procured in the ‘traditional’ i.e. way 
set out in 5.2 we would look to put in place an EU compliant framework agreement.  
Outside of a framework arrangement, if required, we can advertise a contract 
opportunity which is over the threshold limit as a one-off. 



Development Strategy 2014/18 
Report to the Board  
25th March 2014                        16 of 21 

 
7.5 We have also experienced rising build costs throughout the existing 
programmes and some of this we think could be attributed to increased RP 
development activity and the restricted capacity of contractors to meet this demand. 
As the wider economy has improved, we have seen continued pressure on these 
costs.  We try and mitigate against these increases by getting into contract as soon 
as possible and on a fixed price basis with no provisional sums.  Our ability to control 
contract cost overruns has been well managed through this approach.  We have 
made an allowance for contract cost increases in the 15/18 programme with 
reference to the RICS’ forecasts. 
 
 
8.0 Shared Ownership 
 
8.1 This ‘product’ for those on low – medium incomes continues to be in strong 
demand, and will be a growing element of our new developments.  In a rising housing 
market this activity produces sizeable surpluses. 
 
8.2 We have 85 homes for shared-ownership in the existing programmes of 
which 10 have sold (completion reached). 
 
8.3 The 15/18 programme requires 40% of new homes to be delivered for 
shared ownership, which we have included in our bid. 
 
8.4 The risk which comes from rising house prices is the ability to meet the LA 
minimum affordability criteria.  This has been particularly challenging in Southwark, 
where house price increases have been significant.  To mitigate against this we have 
assumed a higher grant level to enable us to secure sites based on the lowest shares 
being sold i.e. 25%.  We are mindful that we are required within Charities law to sell 
these homes to people in genuine need – ‘necessitous circumstances’. 
 
8.5 In order to minimise the time taken to sell new homes once they are 
completed, our marketing strategy needs to be revised to ensure we have a plan to 
sell properties ‘off plan’ where possible, in order to reduce void costs. We know our 
competitors take this approach so we have to adapt accordingly. 
 
8.6 It is important that we review our project brief for shared ownership to 
ensure it is ‘fit for purpose’ and delivering the market standard.  It has been evident 
that some fixtures have been inappropriate for these homes, so we need to ensure 
our requirements are clear and our processes are flexible enough to adapt to 
change. 
 
9.0 Value for money (VFM) 
 
9.1 We have VFM targets as part of the VFM strategy approved by the Board.  
These targets are a balance of quality and service improvements aligned with cost 
savings: 
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Quality targets Latest 

results 
 

Peer 
group top 
quartile 

Value for money target  

% of residents satisfied with their new 
home 

 82.5% Not 
available* 

90% 

SAP (energy efficiency) rating average 
SAP 13/14  
= 83 

Not 
available* 

All newly built homes have a 
SAP rating of at least 90. 

Cost & efficiency targets Latest 
results 
 

Peer 
group 
average 

Value for money target  

Build costs per m2 gross floor area for 
units not purchased off the shelf 

£1530/m2 Not 
available* 

Less than £1550/m2 

Total scheme costs (excluding interest) 
as % of that approved by  
 
Risk Appraisal Panel at start on site; this 
applies to 11/15 completions only. 
(Note it was agreed in 2013 that we 
would use the weighted average of the 
total build cost divided by total number of 
units so large schemes do not distort 
figures and off-the-shelf schemes would 
be omitted). 

 
Total build  
 
cost as % 
of RAP 
approved 
works cost 
= 99.94% 

Not 
available* 

Less than 100% 

Timeliness of practical completion (PC) Not formally measured All 11/15 to reach PC by 31/3/ 
2015 

 
9.2 No suitable ‘peer’ benchmarking results are available this year from SDS 
Catalyst, due to the way the new programmes are structured.  The L9 did not 
undertake a benchmarking exercise this year.   
 
9.3 For costs, we are therefore reliant on the VFM assessment for works costs 
that our cost Consultants certify when we agree a contract price.  We will devise 
appropriate VFM targets and comparables, for the new strategy. 
 
9.4 82.5% of the residents who responded to this year’s satisfaction survey were 
either very satisfied or satisfied with their homes. 12.5% were neither satisfied nor 
dissatisfied and 5% (2no.) were dissatisfied.  Where we can, we will use the 
feedback from the surveys to improve our project brief requirements. 
 
9.5 Average SAP ratings are collated from 6 schemes some of which were built 
under previous energy performance standards (Ecohomes (very good) and code for 
sustainable homes (CSH) 3); We achieved the target SAP score of 90 on 4 out of the 
6 houses at Jolly Marshman.  We’ve realised that achieving SAP of 90 is a challenge, 
even when developed to the higher CSH level 4.  We expect to see an improvement 
in SAP levels, as more CSH 4 schemes are completed. 
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10.0 Information Flow (IF) Project 
 
10.1 Two of the workstreams included in the IF project relate to development 
activities, and will improve the efficiency in the way that we work.  
 
10.2 Scheme handover will improve the provision of information to our client 
departments when schemes complete.  E.g. Health and safety files, drawings, etc. 
 
10.3 Defects handling is planned to be moved to a centralised reporting system via 
CSC, which will improve the service we provide to new residents. 
 
11 Financial Implications 
 
11.1  Cashflow 
 
11.1.1 The latest business plan update (aligned to the 15/18 bid) indicates that a new 
loan facility of circa £11m  is required in June 2016.  When you include the delivery of 
30 outright sale homes this could increases to circa £18m as a peak, which we are 
confident of being able to secure on affordable terms.  We comfortably meet all 
financial covenants and ratios, and potentially have additional capacity of £21m.  
 
11.1.2 Due to the extent of borrowing required to support the development 
programme, cashflow monitoring is extremely important.  We have in place a 
software tool which enables the development team to keep their scheme cashflows 
up to date, and is linked to SUN accounts (Finance system).  This provides a more 
reliable and accurate forecast of expenditure.  This continues to be a focussed 
activity for staff on a monthly basis. A 3 year cashflow report is also reviewed at RAP 
meetings and a report on the shifts from month to month.  The report also advises on 
the impact on the key financial covenants and ratios. 
 
11.1.3 Linked to cashflow and access to loan facilities is the need to ensure that 
sufficient security is in place to support the loans.  This involves collating information 
in a timely fashion; both Finance and Development are working closely to ensure 
sufficient preparation is made to enable loan drawdowns when needed. 
 
11.2  Hexagon Subsidy  
 
11.2.1 As well as grant funding, the existing programmes are ‘subsidised’ from 
Hexagon’s own resources i.e. from the capacity generated by our operating 
surpluses.   
 
11.2.2 Capacity generated by relets and disposals also used to fund the 
programmes. 
 
11.2.4 On all 3 programmes, it is important that the capacity generated from re-let 
and disposal conversions, is achieved and is therefore closely monitored.  Our target 
is to cap our input from operational surpluses for each programme as set out below:  
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 11/15 AHP MHC BTP 15/18 
Operating Surpluses 
cap – Total 

£2,894,281* £1,185,564** £2,213,690 

- Per home (based on 
bid stage) 

11,531 12,748 11,068 

    
Current Position - 
Total 

1,289,678 740,028 £2,206,007 

 - Per Home 5,139 8,044 11,030 
 
*Pro-rata for reduced 251 home programme 
**Pro-rata for increased 93 home programme 
 
11.2.5 The projected level of subsidy from our operating surpluses (based on 
achieving the same levels of capacity from conversions) has actually reduced by 
45%.  This is because, overall the 11/15 AHP programme is getting more income 
from first tranche sales and higher levels of cross subsidy from shared ownership 
surpluses.  We have also seen an increase in the level of rents at letting stage, 
compared to start on site stage. 
 
11.2.6 With regard to the MHC BTP, as we’ve introduced shared ownership schemes 
into this programme since the bid, this has reduced the subsidy requirement.  
However, one of these schemes (King’s Highway) is yet to have the contract sum 
finalised (pending site investigation results) so this position could change. 
 
11.2.7 The Board will continue to receive quarterly updates on our progress in 
achieving these subsidy targets as part of the quarterly PIs reporting. 
 
11.3 Conversion Capacity 
 
Our programmes include an element of void conversions, which provide ‘funding’ as 
set out below: 
 
 11/15 AHP MHC BTP MHC 15/18 
Loan capacity 
generated by Re-lets 
- Forecast 

5,838,313* £2,075,625 £2,290,302 

Current Position (Q3) 4,673,033 0 0 
Performance % 80% 0% 0% 
    
Income from 
Disposals - Forecast 

2,821,711 £857,000 £3,426,750 

Current Position (Q3) 2,478,876 0 0 
Performance % 88% 0% 0% 
 
*Pro-rata for reduced 251 home programme 
**Pro-rata for increased 92 home programme 
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11.3.1 We have not yet generated all the capacity needed for the 11/15 AHP 
programme, and therefore have not yet generated any capacity towards the MHC 
BTP programme, hence why it is showing as 0.  Once the capacity required for 11/15 
AHP has been reached, the void conversions will then generate capacity towards 
MHC BTP.  The good news is that we are ahead of forecast for generating the 
capacity we need through the void conversions and will probably have to convert less 
homes to higher rents as a result. 
 
11.2.6 The Board will continue to receive quarterly updates on our progress in 
achieving these financial targets as part of the quarterly PIs reporting. 
 
12 Risks 
 
The main risks we face over the coming 4 years are: 
 
12.1 Delivery - Completions beyond March 2015 and conseq uent loss of grant  
– As set out above, this is a high risk on 2 schemes which are currently on site. The 
potential grant loss on these schemes is £2.3m.  We assessed a grant loss of £4m at 
the time the Board agreed to proceed on a December ’14 completion basis.  Now 
that we have submitted a bid for the 15/18 programme, with unidentified sites, we 
consider that, provided we secure a programme, any schemes which are delayed 
beyond March 15 could be moved into the 15/18 programme as named schemes. 
 
12.2 Identifying suitable sites for outright sale and de livering these 
developments with a suitable return, to provide cro ss subsidy . Elements of this 
risk is market driven and largely out of our control, however, we need to ensure we 
undertake sufficient due diligence before buying sites.  The team have undertaken 
training with a well experienced consultant who works with Developers and RPs, and 
we will be employing their services to devise a suitable design brief and to advise on 
an appropriate Investment appraisal tool. 
 
12.3 Unable to sell both existing and shared ownership h omes for the 
amounts assumed. This risk is market driven and largely out of our control, 
however, recent experience shows that this s a very small risk in light of the housing 
market movement. 
 
12.4 Unable to identify suitable sites for 15/18 program me – There is just one 
named site in this bid (6 units) leaving 194 units to find.  The new business team are 
now focussed on looking at new site opportunities for this programme, and have 
made offers on a number of sites.  We have allowed for land and build inflation in the 
bid, so expect to be able to remain competitive and secure opportunities. 
 
13 Environmental Sustainability 
 
13.1 We have an Environmental sustainability strategy covering the work of 
development.  This strategy is aligned with the corporate sustainability strategy. 
 
13.2 There are new targets within the revised ‘corporate’ action plan covering our 
sustainability activities to 2017.  These targets will be delivered as part of this 
strategy. 
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14 Equality and Diversity 
 
14.1 We have in place a cross-cutting working party (Construction compliance) 
whose focus is to ensure our contractor and consultant partners demonstrate 
continuous commitment in terms of their commitment to equality issues, mainly 
focussing on employment practices.  This group feeds into the corporate Diversity 
working group. 
 
14.2 The group also ensures all partners; receive training on Hexagon’s approach 
to diversity and what we expect of the firms that we work with.  We will continue to 
drive continuous improvement in this area of activity. 
 
 
 


