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HEXAGON housing association Limited  – INVESTMENT POLICY
1 Introduction
1.1 Hexagon Housing Association Limited (Hexagon) is a Registered Society, registered under the Community Benefit and Co-operative Societies Act 2014 and a registered provider of social housing (RP).  Hexagon enjoys charitable status and needs to comply with charity law.  

1.2 Hexagon has a subsidiary, Horniman Housing Association Limited (Horniman).  Horniman has non-charitable status, is also a Registered Society and an RP.
1.3 Hexagon’s Rule F17 grants its board power to invest its funds, stating that “the funds of the association may be invested by the board in such manner as it determines”.  

1.4 Hexagon has already made investments.  These are set out in schedule 1.
1.5 As a charity and in order to satisfy its stakeholders, Hexagon in any event needs to invest its reserves which are not currently required for its core charitable activities until they are needed in order to maximise its provision and maintenance of affordable housing.  
1.6 Because of the reduction in Government subsidies for development, Hexagon recognises that cross subsidy is required should it wish to continue to deliver its social mission and provide new social housing.
1.7 The purpose of this Investment Policy is to state the basis on which Hexagon’s board will invest Hexagon’s funds.

1.8 This Investment Policy takes into account the Charity Commission publication Charities and Investment Matters – a Guide for Trustees.
  
2 What amounts are available to invest and for how long?
2.1 Cash and near cash required to be available for immediate use is held and managed under our Treasury Policy.
2.2 It is proposed that Hexagon makes available for investment £11.4m, representing approximately 26% of its existing reserves
 under this Investment Policy.  
2.3 Later in this policy, caps are set for levels of investment in our chosen investment areas.  
3 What types of Investment will we consider?
3.1 As mentioned above, Hexagon has historic investments in Horniman.  These are set out in schedule 1.

3.2 In addition, Hexagon is looking at new investments, principally through Horniman, funding new build for sale projects.
4.
Why focus on investment in residential property?

4.1 In considering the type of investment it is prepared to undertake, the Board has looked at different types of investments. It has decided the following factors currently make residential property a better option than the alternatives:

	· Investment in residential property is its “business”

· It understands the risks involved

· It has a successful track record and expertise in residential development and sales 

· It is in a position to manage the risks and in particular able to manage any property value reductions because it can re-allcoate the property for use as social housing
· The timescales for the development and sales process fit the investment timescales which are appropriate for Hexagon
· 
· When investing in a subsidiary, it has a high degree of control over its actions

· The nature of the investment means that the underlying assets provide a high degree of security.


4.2 The Board recognises that it can invest in a whole range of investments, not just property or indeed development for sale. Legally, any decision to invest in property should only be taken after considering all available investment options, but may be influenced by Hexagon’s area of expertise. 

4.3 Whatever the investment, each investment should be made in a manner which reflects Hexagon’s ethos and values so long as there is no significant financial detriment which would arise as a result.

5 Limits on Investment

5.1 Limits on Investment can come from the following sources:

· limits set by the regulator (the HCA).

· limits set by lenders

· limits resulting from charity law 

· limits set by the Board of Hexagon
5.2 It is Hexagon’s policy not to guarantee loans to its subsidiaries.

5.3 Before any investment is made, a report should be prepared for the Board commenting on compliance with the terms set out in this Investment Policy including on minimum return levels, modelling of key risks and each of the potential impediments set out in the following paragraphs of this policy as a precursor to the consideration of the proposed investment.

Limits set by the HCA

5.4 The current HCA requirement in respect of housing associations’ investment activity is contained within the Governance and Financial Viability Standard, which states: 

	“Where there is a non-regulated element, the registered provider shall demonstrate to the HCA that it has in place effective mechanisms (such as commitments, undertakings or other assurances between itself and the non-regulated element) which ensure that… …its ability to meet the HCA's standards and other regulatory requirements is not and cannot be prejudiced by the activities or influence of the non-regulated element” 


Thus, although there is no formal limit, Hexagon must ensure that its Social Housing assets should not be put at undue risk by activities that are not “core”.  

5.5 HCA as regulator has set out a number of regulatory standards which Hexagon must be able to demonstrate compliance with at all times both present and in the future.  A key plank to compliance is “co-regulation”; and as a part of this that we are required to be open with HCA about our investment plans. Hexagon regards the retention of its high regulatory rating as paramount and therefore any substantial investment should be linked with consultation with HCA.  
5.6 The current HCA requirement in respect of housing associations’ investment activity is contained within the Governance and Financial Viability Standard, which states: 
	“Where there is a non-regulated element, the registered provider shall demonstrate to the HCA that it has in place effective mechanisms (such as commitments, undertakings or other assurances between itself and the non-regulated element) which ensure that… …its ability to meet the HCA's standards and other regulatory requirements is not and cannot be prejudiced by the activities or influence of the non-regulated element” 


Thus, although there is no formal limit, Hexagon must ensure that its Social Housing assets should not be put at undue risk by its commercial activities.  

5.7
HCA has completed a formal consultation on a change to the Governance and Financial Viability Standard.  In this policy we have anticipated that the proposals of HCA will be accepted as currently drafted.  In addition to the matters set out elsewhere in this policy, some key messages from the Standard are that we:

5.7.1 Safeguard taxpayers interests and the reputation of the Sector;
5.7.2 Protect Social Housing assets;  
5.7.3 Do not put Social Housing assets at “undue risk”.

5.8 HCA has also in its consultation set out certain expectations which underline compliance with the Standard and a draft Code of Practice. These include an expectation that:

5.8.1 Social housing assets should not need to be sold to meet any loss arising from our investment activities;
5.8.2 Losses should be controlled (as a result of our risk mitigation plans);

5.8.3 We have the skills and capability to manage our business and we foster a culture of constructive challenge and debate.  

5.9 Consideration of these expectations will form part of our annual appraisals and individual investment analyses in Board reporting.

5.10 In certain circumstances the specific consent of HCA is also required before Hexagon can dispose of any of its social housing assets.  The terms “Social Housing” and “disposal” are both defined widely.  However, HCA has issued us with a “General Consent” which allows us to dispose of social housing in most cases without HCA’s specific consent.  This is however limited so in some cases, its specific consent is required.  In its consultation, HCA is seeking to extend the number of cases when its specific consent is required.

5.11 Any Board report shall identify whether the specific consent of HCA is required prior to our entry into a Commercial Investment transaction and, where the General Consent applies, that we comply with the Undertaking we gave to HCA in order for HCA to issue our General Consent. It will also confirm whether any consultation has taken place with HCA in relation to the proposed investment and the results of that consultation.  

Limits set by funders

5.12 There are restrictions in the loan agreements for on lending. Lenders approval is required for 

5.12.1 the creation of new subsidiaries of Hexagon.

5.12.2 on-lending to subsidiaries above certain defined limits.  These are set out in Schedule 2.

5.13 Financial covenant compliance.  Schemes will be monitored against the impact of any potential impairment or depreciation and the capacity of that amount to breach any Lender interest cover or gearing covenant. The limits imposed are set out in Schedule 2. Any board report should comment on the impact on financial covenant capacity and associated risks such as the sensitivities on financial covenant compliance of any impairment or depreciation. 
Limits set by Charity Law

5.14 Before entering into any investment, officers are required to ensure that any investments comply with its rules and any requirements set out under charity law.  Any board report should include a commentary on this point and how this conclusion was reached.

Capital at risk 
5.15 Hexagon’s investment in non-core, commercial activities should also be limited by the level of risk that it is willing to undertake. The ultimate risk is that of lender covenant breach or inadequate liquidity leading to the insolvency of Hexagon and any other members of its group. Other types of risk are set out in schedule 3 of this policy.  

5.16 In any benchmark threshold, there must be a recognition of the level of risk in the core activities (e.g. for social housing development, voids, repair overspends etc) which must be assessed before looking at capacity for non-core activities. We have done this at a high level through the limit we have placed on how much of our reserves we will invest,  We will review this again before making any investment.
5.17 For each of its different investment activities Hexagon reviews its risk appetite and establishes either an agreed business plan or a series of benchmarks which each investment must achieve.  


7.
Minimum levels of anticipated return on any investment and maximum amounts we would invest in each area
7.1 The minimum rates of return and period of investment required for each.  These can be summarised as follows:

	Activity
	Maximum level of investment
£
	Maximum number of years 

	Development for sale
	£10.5m
	3 years (per scheme)


	Activity
	Maximum level of capital at risk 


	Development for sale
	£3.5m


	Activity
	Minimum Net Return (after interest and tax)

	Development for sale
	15%


8 
Minimum criteria for any investment in property (which is not to be used as social housing

Development for Sale Criteria  

8.1 The approval of the Hexagon Board will be required for all investments in development for sale land purchases. 

8.2 Other primary conditions.  In considering the suitability of an investment by Hexagon in a build for sale project, the following criteria will be adhered to:
· The price paid for the site must be based upon a residual land valuation.
· If the site is being purchased without planning permission, the advice of a planning consultant must be obtained, confirming that, in the consultant’s opinion, the site offers a good chance of receiving planning permission for the proposed scheme within eighteen months.  The board report should comment on the possible impariment should consent not be obtained and how this would be managed.
· The proposed acquisition price should be confirmed as accurate by an independent reputable valuer approved by the directors group with demonstrable experience in that market.

· The build costs must be validated by an appropriately qualified cost surveyor from a panel approved by the directors group.

· The title of the property must be appropriate for the purpose and must be confirmed as such by an appropriate legal firm from a panel approved by the directors group.

· Other checks, such as site surveys should be carried out if necessary.

8.3 Financial appraisal assumptions.  These should model the following scenarios;

· 10% fall in sales prices
· 12 month delay in sales

· 10% increase in build prices 

· 12 month delay in start on site
· Interest rate fluctuations of 3%
· Corporation tax becomes payable on the surplus
8.4 Capital at risk.  The “capital at risk” will be calculated as the difference between the actual investment in the project (including any amount that we are contractually bound to invest as a result of commitments made) and the highest of the following three numbers. 

a 20% loss resulting from the proceeds from an immediate sale of the site in its current state (assuming that capital expenditure on the site was at its highest planned level) 
the net present value of the scheme if used as market rent  or shared ownership, assuming that no social housing grant was available 

the net present value of the scheme if used as affordable rent or shared ownership, assuming that social housing grant is available

9 In which legal entity will the investments be made – and additional reporting requirements
9.1 It is intended that land held for development for sale will be acquired by Horniman.  Tax advice will be sought before entering into any transaction with a view to minimising any tax liability with any potential liability included in the financial model.
9.2 Any non-social housing activity in Horniman should not place the social housing assets retained in it at undue risk.  Any board report should comment on how this is to be achieved.

9.3 The terms of any investment (including by way of loan) shall be approved by the Board of Hexagon.  The board report on the investment shall include a commentary on the tax and legal status of the investment and that it has been made on terms which are in accordance with this policy and legal and tax guidance.

10 Review

10.1 The Director of Finance and IT will prepare a report reviewing the Group’s investments at least once in each year and more often in the event of significant changes. 

10.2 This Investment Policy will be reviewed annually.


Schedule 1

Details of existing investments
	Type
	Address
	£’000

	Housing for market rent
	1 unit at Park Court
	126

	Commercial property for market rent
	Dentist surgery at Camberwell Church St
	26

	
	Nursery at Camberwell Church St
	26

	
	2 shop units at Cromwell Mansions
	123

	
	
	

	
	Offices at Badsworth Rd
	158

	Loan to Horniman
	(funding shared ownership at Claude Monet Court)
	192

	Total 
	
	651



Schedule 2
Lender restrictions

The only loan with restrictions on on-lending is the Abbey National (now Santander) facility.  Clause 13.2 viii of the loan agreement restricts on-lending to members of the Group, and to 10% of net worth, defined as reserves plus grant.  At 31 March 2014, Hexagon’s net worth was  £286,950k, thus limiting on-lending to just under £28.7m.
The AHF loans agreed in 2014 only restrict lending to a subsidiary that this not an RSL, so there is no restriction in lending to Horniman.

The THFC fixed and interest-linked loans taken out in 1990 and 1991 require that THFC give permission for on-lending of any of the proceeds of the loan. It would be difficult to argue that funds provided to Horniman in from 2014 onwards comprise any part of the proceeds of a loan received  almost 25 years earlier. 

Schedule 3

Risks for discussion (from the Charity Commission guidance)
Capital risk 

There are two main risks to capital: 

Loss of capital: The main risk for charities arising directly from investments is that they could lose capital and/or income as the value of those investments change. All investments involve some degree of risk because their value can go down as well as up. Generally speaking risk and return go together. The more risky the investment, the higher the possible return, but also the greater the possibility of losing money. 

Volatility risk: This is the existence of variability in the price of an asset like a share. Some asset types are more volatile than others, which needs to be taken into account when selecting an investment and considering its place in the overall investment portfolio. 

Managing capital risks: Capital risk can be mitigated by having a diversified portfolio of assets - if the investment return from one asset class falls, the losses may be offset by better investment returns in a different asset class. 

A diverse portfolio can help: reduce the risk that the loss from a single investment, or type of investment, could significantly harm the charity's viability protect the charity's investments from sudden variations in the market by balancing the levels of risk and return in the portfolio; and ensure that the charity's needs for both income and capital growth are met, particularly where permanent endowment is involved. 

Liquidity risk 

This is about whether a charity will be able to raise the cash to meet its obligations when they fall due or at short notice. Certain types of investment are inherently less liquid than others: for example, land cannot usually be converted into cash as quickly listed shares. Other types may demonstrate different levels of liquidity at different times; this is particularly so where the market conditions are unpredictable. 

Managing liquidity risk: Some asset classes are more suitable as short-term investments and others are better for the medium or long term. Charities should consider their time frame for investing and the characteristics of different types of investments. 

Market risk 

There are different kinds of market risk and these include: Inflation risk: If the investment does not at least keep pace with inflation, it will fall in value in real terms Interest rate risk: Investments that pay a fixed rate of interest regularly may become unattractive if held for a long period if interest rates available elsewhere rise above that fixed rate 

Exchange rate risk: Assets based in other countries will generally be valued in different currencies. If the currency falls in value relative to sterling, the investment may be worth less, even if its home currency value has increased 

Regulatory and governance risks: Some investments are unregulated or based in countries where the regulation is less rigorous. Some regulated investments also invest in unregulated funds or assets. These non mainstream funds carry a governance risk. There is a risk of the investment going wrong or falling in value, sometimes significantly, as a result of poor management and lack of regulatory controls. 

Managing market risk: Trustees should: be aware of likely changes in inflation rates, interest rates and exchange rates consider investing only, or investing substantially, in markets where financial services are closely regulated and compensation schemes are in place 

Valuation risk 

Some investments such as property are not valued independently on a daily basis. The actual value of these investments will depend on the price that can be realised at the time of sale. There is a risk that the estimated valuation until this time may prove inaccurate. If there is a need to realise capital urgently, it may be that a lower price must be accepted to find a buyer quickly. 

Managing valuation risk: Trustees should: be aware of valuation risk and of how this risk can be accentuated by other risks consider valuation risk together with the overall financial position of the charity. This might mean consideration of, for example, its risk appetite, its liquidity needs and the diversification of its investment portfolio understand the valuation risk that can be inherent in certain investments and discuss this with investment managers 

Counterparty risk 

This is the risk that a firm with which the charity does investment business (for example, a bank, stockbroker or investment manager) will default on its contractual obligations. 

Managing counterparty risk: Trustees should: look at whether the business is regulated look at whether there is any compensation scheme to cover all or part of any loss the charity might incur ensure as far as possible that investments are held with a reputable firm agree performance measures so that all parties know what is expected of them establish monitoring and review arrangements to make sure the charity continues to be satisfied with performance review contractual agreements periodically to make sure that they continue to be appropriate for the charity's needs. 

Tax risks 

Although tax legislation places no restrictions on what a charity can invest in, some investments may be treated as non-qualifying expenditure, with tax consequences. The charity may lose exemption from tax on an amount of income or gains equal to the amount invested. If making foreign investments, where there are not equivalent tax reliefs for UK charities in the countries concerned, the investment return may be reduced by foreign taxes. 

Managing tax risk: Trustees should: refer to HMRC's guidance. HMRC Charities: detailed guidance notes. Annex III: Approved charitable investments and loans consider the impact of incurring any tax liability on its investments and take advice where appropriate. It may not always be the case that incurring a tax liability on an investment should mean it is excluded from a portfolio. 

Environmental, social and governance (ESG) risk 

When considering which companies and organisations to invest in, charities are increasingly taking into account such factors as impact on climate, employment practices, sustainability, human rights, community impact, executive compensation and board accountability. These are all example of ESG risk areas which can have long term impacts and can affect the value of a company's shares positively or negatively depending on how the risk areas are managed. 

Managing environmental, social and corporate governance risk: Trustees can: decide on the importance and extent of ESG criteria in their investment policy look at the reputational risk to the charity that might arise from their ESG policy (or lack of one) make sure that any investment manager they use is aware of and willing to act in accordance with their ESG policy recognise that the extent to which a company manages ESG risk may have an effect on the returns that it can offer and its long term viability look at whether a company discloses its ESG risk management processes and how it verifies that disclosure - See more at: http://www.charitycommission.gov.uk/publications/cc14.aspx#c3 
� � HYPERLINK "http://www.charitycommission.gov.uk/publications/cc14.aspx" �http://www.charitycommission.gov.uk/publications/cc14.aspx� 


� Figures taken from annual audited accounts 2013/14


� (see paragraph 8.4 below for details of how this is calculated)
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