Hexagon Housing Association

Board of Management

24th September 2013
Agenda Item 10
Development Post 2015 Working Group report on Post 2015 Development
Report from Development & Regeneration Director

Lead Board Member – Jeanette Kenyon
Summary 
Last year, a working group comprising of Officers and Board members, chaired by the lead Board member for Development was established.  It was set up to start thinking about how Hexagon will continue to develop when the 2011/15 Affordable Housing Programme (AHP) has ended.  In the absence of any clear steer from government we need to prepare ourselves for a continued low grant environment due to the constrained resources available.  

Following 3 meetings, the group has now concluded its’ work on how Hexagon can provide subsidy to enable us to continue to deliver affordable housing.  

This final report to board provides a summary of the Group’s findings and proposed way forward.
It reports that in principle, Hexagon does have the financial capacity to deliver a development programme post 2015.  This is dependent on securing further finance, and the details of the 2015/18 programme which are yet to be revealed.  It also highlights the fact that developing some homes for outright sale will be part of our future development programme.  This reflects the discussions at the recent Board Awayday.
This report should be read in conjunction with the report from the F&ITD on securing future finance. 

Recommendation
The Board note and comment on the attached report.

The Board approve the proposed next steps set out in section 9.0
	1.0
	Scope of the Development Post 2015 Working Group (DP15WG) 


	1.1

	The terms of reference for the group set out the context:

Government Support for affordable housing (financially and politically) is weak.  The 2011/15 AHP allowed the increase of rents to 80% of market rent aligned with very low grant rates, meaning our development programme is heavily dependent by loans, hence impacting on our future borrowing capacity.

Further government spending cuts are on the horizon, so it is likely that after 2015, government grant for building new affordable homes will be severely constrained, or worse still non existent.

Hexagon need to start thinking about how it will continue to build new homes and meet its’ corporate objective for growth, in a low grant / no grant environment.

The full terms of reference and meeting minutes are attached as an Appendix for information.


	2.0


	Financial capacity

	2.1

2.2

2.3

2.4

2.4.1
2.5

2.6

2.7

2.8


	Early modelling in Feb. 13 established that a nil grant programme would be unaffordable and not viable.  Our gearing covenant would be breached.
Further financial modelling of the Business Plan (May 13) established that a post 2015 development programme (of the same scale and similar grant rates of the current programme) would be affordable.  It is important to note that our business plan is very sensitive to grant rates.  We have based our future programme assumptions on a 70 unit per annum programme with per unit grant rates of £40k (rent) and £30k (shared ownership). We have also assumed the same level of void conversions to provide subsidy for the programme, i.e. 6 disposals per year and approx. 45 relets at higher rents. Details on the 15/18 programme are awaited and further modelling will take place once the guidance is issued. 
To finance a future programme, a 10 year loan facility for £18m would be required.  Crucially, neither gearing nor interest covenants would be breached.

The modelling showed that in the highest year, Hexagon would be 9% away from a gearing breach, which equates to £28m extra unscheduled borrowings, which provides a substantial buffer before we find ourselves in breach of any covenants.  
It is worth noting that when the Board agreed to bid for the 11/15 programme (April 2011), the business plan then indicated that another 4 year programme would breach interest and gearing covenants in 2017/18.  The plan is showing a much improved position mainly as a result of reduced repair costs.
The group considered this to be a sound basis to plan for a future development programme.
Since May there has been further revision to the Business plan, as reported to Board in July.  This is as a result of the proposal to purchase the 77 unit Mountacre Close
.  To fund this purchase a £10m 30-year facility from AHF is being recommended in a report by the F&ITD.

The results based on the July update, indicate that gearing will peak at 54% in March 2017 (which is 6% less than covenant level), and that we will need a further facility of up to £16m from June 2016 until March 2023.  The interest cover ratio will remain within target.
The ability to renegotiate loan covenants was also considered and investigated, and is potentially an option (at a price).  However as the HBOS covenant level is not a constraint on delivering a future programme it was considered a good idea to keep this under review, and renegotiate this covenant from a position of strength.


	3.0

3.1

3.2

3.3

3.4

3.5

3.6

3.7

3.8
	Diversification of Activities

The group concluded that developing outright sale homes to provide cross subsidy would be best facilitated by on lending from Hexagon to Horniman.  Advice on this was then sought and clarified, that legally and structurally we could, within a robust risk management framework.  This was fully reported to Board by the CE in July.
The Corporate Plan already makes reference to developing a small amount of outright sale homes (i.e. no more than 10% of the development programme).  Approaching this activity on a small scale minimises the risks for Hexagon.  We want to ensure schemes are viable and can withstand fluctuations in the market so schemes of a 10-12 homes would be best suited.  

We have successfully developed some private sale homes in the past.  In 2006 we developed a mixed tenure scheme which included 6 private flats.  We made a surplus of £250k, and this was used to cross subsidise the affordable housing on the site.  

An alternative use of the profits generated by these sales could be to reduce the rents in a future development programme.  The government have indicated the continuation of rents at 80%, as well as a possible decrease in grant levels.  By ‘ring-fencing’ the profits from this activity, we could make the affordable rent product work better for our residents, and continue to deliver affordable housing. 

It is important to be realistic about the scale of this activity due to the risks attached, and clear about the purpose of the proceeds that will be generated, to ensure we continue to meet our objectives.

With regard to developing market rent homes, the group did not think this was the best way to generate cross-subsidy, as it eats up capacity, and does not generate returns quickly, the way that outright sale does.  Whilst there are some examples of RPs carrying out this activity, it was not clear the extent to which this activity is beneficial.  The group noted there is appetite from government for this sector to grow, so we may re-visit when further information becomes available.

Following the HCA’s discussion / pre-consultation paper on protecting social housing assets, the group were aware that our approach to these activities could be impacted.   

It is now clear that the proposals are unlikely to go forward as described, and that our plans to diversify, are unlikely to be hindered by the regulator.  However, we await the final consultation document which will set out the HCA’s position on this.


	4.0
4.1
	Managing existing Stock

The group took as a given that future development will continue to be supported by disposals of ‘uneconomic to repair’ stock. The impact on mixed communities was raised as an issue to be considered.  Converting these potential disposals to MR was considered an option so as not to lose valuable assets; however, again there would be an impact on capacity.


	5.0
5.1

5.2
	Skills and Experience

Horniman Board has a member from the property industry i.e. estate Agent, which would prove valuable when considering any outright sale development.

We would need to ensure we have the right in-house resources to deliver this activity.  This could involve buying in additional expertise as well as training for existing staff.


	6.0
6.1

6.2
	Partnership Working

The group concluded that there was no indication in the current climate that forming a partnership was required to enable Hexagon to achieve its’ growth objectives.
It is noted, however, that delivering outright sale homes in partnership with other RPs or developers (as part of a larger scheme) could be an option if the right opportunity came along.



	7.0
	2015/18 programme


	7.1
	The comprehensive spending review announcement set out the government’ plans for a future development programme.  £3.3bn would be made available over a 3 year period.


	7.2
	Follow-up comments from the Housing Minister indicate that the government are keen to increase the amount of subsidy generated by even more conversions of existing stock; relets at 80% market rent and disposals.  This position does not sit well with the Mayor and would raise serious concerns for RPs and LAs alike.



	7.3
	On a pro-rata basis, indications are that another programme will be at slightly reduced grant rates (by about 15-20%).  We await further details of the London settlement, and the finer details of the 2015/18 programme.

	8.0

8.1
	Risks
The key risk to increasing our development activity in an environment of low grant rates is the impact on our financial capacity, and the potential to breach gearing and interest covenants.

As reported and discussed at the last group meeting in May, there are three ways that financial risks could crystallise: 
· we run out of loan facilities, 
· we break the gearing covenant, or;

· we break the income cover covenant.  
The table below lists the factors which could impact on each of these: 

It demonstrates that it is quite hard to break covenants from any one factor. Our new proposed funding facility has a buffer which allows for the risk factors set out below.


	Factor

	Impacts on 

	Existing controls

	Estimated probability of factor causing a risk to crystallise.

	Mitigating actions if probability rises


	1. Inability to arrange a loan facility before it is needed

	Funding

	Treasury policy requires loan facilities to be in place 18 months ahead of forecast need

	Less than 10%, provided cash flow modelling is accurate

	Reduce cash outflow on uncommitted schemes, or on other expenditure. 


	2. Inability to put loan security in place before it is needed

	Funding

	Treasury policy requires loan security to be in place 12 months ahead of forecast need

	Less than 10%, provided cash flow modelling is accurate

	Increase internal and legal resources devoted to security charging. 


	3. Development schemes bunching up, and causing an increase in peak debt

	Funding, gearing covenant

	Cashflow forecasts revised monthly, to provide warning of such an issue

	Less than 15% provided cash flow modelling is accurate.

	Delay schemes to prevent bunching. 


	4. Income from rents being reduced by welfare reforms

	Interest cover, funding.

	Interest cover covenant monitored monthly. 

Cashflow forecasts allow for delays in rental income as well as increases in bad debts, and can be adjusted as the situation develops.

	Difficult to predict as depends on residents ability to pay, but 

 i) At the lowest point, in 2018/19, we would have to lose 10% of income to bad debts before breaking income cover covenant.

ii) Even losing 10% of rental income could be accommodated in the funding requirement, as the cash impact builds up slowly.

	Budget for reduced rental collection and reduce expenditure on discretionary items to maintain interest cover.

Arrange a new loan facility for more than £20m, to allow for greater rent arrears than in the current model.  


	5. Cash income from rents being reduced by inability to let schemes at market related rents

	Interest cover

	Void losses monitored as part of monthly performance indicators

	Less than 5% as at the lowest point, in 2018/19, we would have to lose 56% of income from new MRR schemes to voids before breaking income cover covenant.

	Budget for reduced rental income on committed schemes and the impairment charges that would result. Allow for reduced income feasibility models for uncommitted schemes. 


	6. Sales income from shared ownership schemes being delayed 

	Funding, gearing covenant

	Cashflow forecasts allow for gradual sales over the 9 months from scheme completion, adjusted for actual expectations for near-term schemes

	None - Increasing the sales period to 18 months for all shared ownership developments in the new programme has no impact in the current model, as it all happens later than peak funding requirement and gearing.  

	
	7. Sales income from shared ownership schemes or other property disposals being reduced by reductions in assumed sales values

	Funding, interest cover

	Sales income in cash flow adjusted once valuations are received ahead of marketing.

	No impact on interest cover, as the surplus on sale contributes little to the covenant ratio.

A 10% drop in sales income would lead to a £2m rise in funding requirement by June 2017

	Arrange a new loan facility for more than £20m, to allow for less sales income than in the current model.  


	8. Variable interest costs rise

	Interest cover, funding

	Budgeted interest rates allow for a safety factor of 0.25% on LIBOR. Thereafter, treasury policy requires fixes to be put in place if EBITDA MRI ratio drops below 100%. 

	An extra 1% rise in LIBOR (so it goes to 6.8% by 18/19), does not break the interest cover ratio (it drops to 119%).

If the extra 1% took effect from April 2014, this would lead to a £2m rise in funding requirement by June 2017. 

	Reduce discretionary expenditure to pay for higher variable rate interest if rate rises happen too rapidly to be fixed in advance.


	9. Operating costs rise

	Interest cover 

	Monitored as part of monthly management accounts, and actions taken to rectify during year. 

	An extra 10% in responsive maintenance costs would not break the income cover ratio (it drops to 130% in 18/19), but it would require extra funding of £1.5m by June 2017.

	

	


	9.0
	Proposed next Steps



	9.1

9.2

9.3
	The group’s work has come to an end, and the recent Board awayday workshop session, concluded that a diversification of activity into outright sale was the likely direction of travel.

Subject to the Board approving our general approach to developing outright sale homes, we envisage the New Business Team starting to look for suitable small scale development opportunities, once the 11/15 and Mayor’s pipeline sites are secured.
Once the full details of the 15/18 development programme are known (i.e. grant rates, rents and conversions), a revisit of our key assumptions will be undertaken.


	10.0
	Conclusion



	10.1
10.2

10.3
	The work carried out by the DP15WG has been timely in establishing whether a future development programme beyond 2015 is viable for Hexagon.  As informed by the report on the 2011/15 programme, we are at a crucial point of delivery.

The financial modelling we have carried out demonstrates that we do have the capacity to deliver a future development programme, of course this is subject to securing the finance we need, and the finer details of the future development programme.

It is likely that we will need to diversify our activities into riskier areas such as outright sale in order to keep rents down and mitigate against lower grant rates; however, these decisions will be taken within a robust risk assessment framework.



(Appendix A)

Development Post 2015 Working Group (DP15WG)

Terms of Reference

1
Context 

Government Support for affordable housing (financially and politically) is weak.  The 2011/15 AHP allowed the increase of rents to 80% of market rent aligned with very low grant rates, meaning our development programme is heavily subsidised by loans, hence impacting on our future borrowing capacity.

Further government spending cuts are on the horizon, so it is likely that after 2015, government grant for building new affordable homes will be severely constrained, or worse still non existent.

Hexagon need to start thinking about how it will continue to build new homes and meet its’ corporate objective for growth, in a low grant / no grant environment.

2
Working group members

Officers

Kerry Heath

Tom McCormack

Phil Newsam

Board members

Roy Coulter 

Jacqui Esimaje- Heath 

Steven Hodges 

3
Focus of working group

The key questions the group will be considering are;

· What could Hexagon deliver in a nil grant / very low grant environment?

· What is Hexagon’s capacity to raise finance for future development? What are the constraints? Will lenders reconsider loan covenants?

· What other activities can we undertake to generate cross subsidy, and what are the risks associated with them? – Outright sale, market renting,
· Are there ways of managing our existing stock more effectively to generate subsidy? – E.g. Selling more homes that perform badly / or those in more expensive areas to reprovide additional homes in other areas. 

· Have we got the necessary skills and resources to drive a growth agenda on these revised terms? 
· Forming development partnerships with other RPs – How could that help?
In answering these questions, the group will need to carry out some research and financial modelling, which may require input from others in the organisation as well as external help.

4
Resources

The working group are likely to require legal, consultancy and financial advice to support their work.  Financial resources are available via the CE’s consultancy budget.

5
Timetable

It is important that Hexagon has an agreed way forward by September 2013  This gives the organisation 18 months lead in to any agreed new approach to be rolled out from April 2015 (After the 11/15 programme ends).   To enable any necessary changes needed to be put in place and for development staff to work on finding suitable development opportunities.

6
Reporting mechanisms

The group will meet at least every three months.

If required to progress matters, interim decision reports to the Board will be submitted.

A final decision report would be presented to the September 2013 Board Meeting.

(Appendix B (i)

Notes and Action points arising from Development Post 2015 Working Group (DP15WG) Meeting

Held on 28th May 2013

Present

Steven Hodges (Chair)

Roy Coulter

Jacqui Esimaje - Heath

Tom McCormack

Kerry Heath

Phil Newsam

Meeting started at 3:05 pm

1 Notes of Last Meeting

Agreed.

Matters Arising from last meeting on 26th Feb 2013:

· On lending – Hex to Horn.  TMcC to seek clarity on advice from Devonshries, as to what we can and cannot do via Hexagon.  It was noted that on-lending will be more difficult via the proposed HCA regulation changes.

· Conversions from SR to MR - KH advised that the GLA had confirmed the principle, and that there would be an obligation to recycle or repay any grant.  Some modelling will take place with regard to the past void disposal decisions to see the financial outcome if voids were converted to MR instead of being sold.
2
Borrowing Capacity (PN’s paper)

PN’s paper reported the outcome of the sensitivity analysis / modelling to help the group grasp the level of risk involved with coming close to our gearing covenant level. 

PN did say the basis was fairly rough and ready, based on current B.plan + Dev to March 2019.

A 10 year facility for £18m would be required to deliver a post 2015 programme.  Neither gearing nor interest covenants would be breached.

The modelling showed that in the highest year, Hexagon would be 9% away from a gearing breach, which equates to £28m extra unscheduled borrowings, which is pretty unlikely.  The group considered this to be comforting and good news, as an indication for moving forward.

In her report PN reported on the risks, controls, probabilities and mitigating actions, summarising 3 ways the financial risks could crystalise:, we run out of loan facilities, we break gearing covenant or we break the income cover covenant.

The 3 biggest risks which could impact on the above, were summarised by RC as being Welfare reform, responsive repairs expenditure and stock improvement costs.

JEH noted that the grant rates for a new programme were a big unknown.  If grant rates reduce, the level of relets may need to be looked at and increased in order to support a future programme.  It would be an important decision to be taken by the Board.

RC queried how we could get some assurance that the business plan was ‘solid’ and reliable.  PN agreed that an external check of the B.Plan will be organised. 

Post meeting note: The Brixx review has been commissioned and starts next week. 

· Amended loan terms

With regard to our ability to amend loan terms; PN reported that as the HBOS covenant level was no longer looking like being breached she had not progressed this.  It was agreed to keep this issue ‘on the agenda’.  In the future we may want to pay to have this increased.

4 HCA pre-consultation document - social housing assets
TMcC reported that a Board paper will be discussed later with Hexagon’s corporate response.  The key issue was the ring-fencing approach.  Our care business would be considered outside of the ‘fence’.  However, our care contracts are less risky that our general needs rented housing and represents 5% of turnover, so we would not be able to do anymore outright sale or market rent.

JEH commented that it is likely this aspect will change, as it would adversely affect many RPs already engaged in diverse activities. 

5 Consultant Assistance 

It was agreed that legal advice from Devonshires’ A. Cowan, and Business plan checking (Altair?) is needed.

6 Date of next Meeting (s)

The group agreed that no further meetings would be needed, as the group had done what it had intended.

A Board discussion will take place at the Awayday and a final report will be considered by the September Board.

Appendix B (ii)
Notes and Action points arising from Development Post 2015 Working Group (DP15WG) Meeting

Held on 26th February 2013

Present

Steven Hodges (Chair)

Roy Coulter

Jacqui Esimaje - Heath

Tom McCormack

Kerry Heath

Phil Newsam

Meeting started at 3:00 pm

2 Notes of Last Meeting

Agreed.

3 Borrowing Capacity (PN’s paper)

· B.Plan capacity under existing covenants

PN’s paper reported that to fund another 277 unit dev programme (at the same grant rates and conversions etc.) from April 2015 would require further funding facility of £30m starting from Oct. 15, and repaid in full by March 2031.

The impact of this borrowing would be an interest cover drop to 117% and gearing rises to 57%, meaning a lot more risk. (targets are >110% and <60% respectively)

With regard to the key ratios, RC suggested it would be helpful to look at the assumptions for the current 11/15 programme and how these change following the B.plan update.

PN clarified that in monetary terms we would be approx. £9m away from breaking the gearing covenant.  We could adjust our behaviour to protect against this risk materialising.  PN clarified that this may look different once the B.Plan is updated.  

Examples of what could drive us to breach this covenant are:

· Scheme delay leading to no grant

· Sales difficulties

· Contract cost overrun

· Rental income

PN agreed to carry out sensitivity analysis / modelling to help the board grasp the level of risk involved with coming ‘so close’ to this covenant level.  i.e. What are the scenarios which might result in a breach and what is the likelihood of those occurring, what could we do to mitigate against this.

It was noted that a £9m cost overrun on the development programme was unlikely (= 15% cost increase on current programme)

A nil grant programme would not be feasible.

· B.Plan capacity with amended loan terms

With regard to our ability to amend loan terms PN reported that Sector’s advice was that Newcastle would be looking for at least +2% margin, Lloyds (HBOS) may negotiate a fee rather than increased margin.  That fee may be in the region of £100k.  PN felt this would be a good deal if we could get it. It was agreed that we would want to take a risk based approach to agreeing a fee. PN to pursue this further with Richard Hughes.

PN clarified that covenants are calculated as at March, to be reported within 6 months of year end. She also noted that she has to report to the HCA if she thinks that we may have a covenant breach in the next 12 months, and the auditors won’t sign accounts if we are projecting a covenant breach within 12 months of the date they sign.

· Security

In terms of security we have 1383 units unsecured.  This could support further loan facilities of £90m.

· On lending – Hex to Horn.  

The inter-company loan agreement which limits the funding to £500k, was not considered to be a serious constraint as this can be changed.  Any alteration would need to be aligned with both organisations’ rules / Hexagon’s charitable objects.  The restrictions from Hexagon’s lenders vary (in terms of the amount), however, not thought to be a constraint. TMcC will check the rules re: charitable objectives.

4 HCA consultation re: ring fencing of social housing assets
It was noted that any riskier activity e.g. outright sale, must meet the HCA guidance – when it is issued.  Once the consultation document has been issued, our response will be considered.

5 Future rents settlement 

PN advised that she had been made aware that the govt. are considering a rent settlement along the lines of if RPs continue to develop then RPI+0.5% will remain.  Clarification is expected as part of the CSR (Summer).

6 Outright Sale

It was agreed that this would very likely form part of the Post 2015 development programme.  KH had provided PN with some parameters for a ‘typical’ outright sale scheme, for modelling within the B.Plan. This will be discussed further at the next meeting.

7 Disposals

JEH was keen for us to consider an alternative to disposals, in order for us to retain valuable assets.  She advised it was possible (in principle) with agreement from the HCA, to change from social rent to a market rent.  In order to establish the financial impact of this alternative approach, KH agreed to do some ‘MR’ modelling based on past disposal decisions.

8 Date of next Meeting (s)

PN asked that the May date, be moved back to accommodate the timing for updating the B. plan.  A June date would be better.  KH to review and will advise of the revised date.

Appendix B (iii)
Notes and Action points arising from Development Post 2015 Working Group (DP15WG) Meeting

Held on 16th November 2012 

Present

Steven Hodges (Chair)

Jacqui Esimaje - Heath

Tom McCormack

Kerry Heath

Phil Newsam

Apologies – Roy Coulter.

Meeting started at 2:00 pm

1 By way of introduction KH confirmed the reasons for setting up this strategic working group:

1.1

With the uncertainty over government funding for affordable housing after the 11-15 programme means that Hexagon needs to start to review its’ options if it wants to continue developing.  

1.2

With little (or possibly no) grant funding in the future, this will require cross subsidy to be brought in from other activities as well as reviewing our borrowing capacity and ability to access finance to fund future development activity.  

1.3

We need to be aware of the risks involved in the options that are available to us.

1.4

We need to have an agreed approach in place by September 2013 when the existing programme is expected to all be on-site.

2
A terms of reference had been drafted and was agreed.
3
KH had attended the annual conference of Social Housing magazine entitled “beyond 2015:the Sector’s Future”.  She provided the group with a summary of the key points picked up at the event.  The main points were;

3.1 Lloyds bank  

· Subdued economic recovery accompanied by very low interest rates

· Expect broad stability in house prices in 2013 but will critically depend on UK economy and euro-zone developments

· Solid support for the housing market over the medium-term due to supply / demand imbalance

3.2 CIH 

· More welfare reform/cuts c£15bn + potential £10bn more

· A preference for personal over capital subsidies

·  Recognition of the growing role for the Private Rented Sector

· Rent certainty post 2015/16 is crucial for HAs

· Future still uncertain - Some big housing policy questions need answering

3.3 Savils

· House prices - Forecast for 2013 as per 2012 forecast - Subdued growth 

· 5 years to 2017 - London prices predicted to grow by 21%

· Private rented sector is growing – 6% rise in rent levels last quarter in response to supply and demand gap (18.2% by 2017)

3.4 HCA

· Social housing market is changing rapidly

· New risks and opportunities are impacting on existing providers 

· HCA support diversification in the market in order to attract new investment and increase provision which will stimulate efficiencies, lower costs, lead to better performance

Beyond 2015 – 4 things to think about

· The model is yet to be determined

· Public land (including local authority land)

· Procurement costs

· Flexible tenure (including PRS)

3.5 L&Q

The Future – 4 possible scenarios

· Continuation of Affordable Rent

·  Return to higher capital grant/social rents

·  Market rent with HB taking the strain

·  Additional flexibility for HAs/LAs

A mix of all four required over short to medium term

4 The group discussed the areas that needed reviewing in terms of working towards an ‘action plan’.

Borrowing Capacity – the group agreed it was important to review the loan covenant ratios.

4.1
PN is to remodel the Business Plan based on;

a. A repeat of this 11/15 programme

b. Nil grant programme

c. Impact of applying an extra 2% on Newcastle loan 

4.2
PN is to check the % of properties we have charged

4.3
PN is to check the parameters of our smaller loans with regard to the covenants

4.4
PN is to review the scope for on lending from Hexagon to Horniman (Re: Outright sale activity)

Outright Sale – the group agreed this activity would definitely need to be stepped up for the future and a better understanding of the limitations on Hexagon and Hornmian was required, and a better understanding of the risks and what could be generated in terms of subsidy.

We need to agree the parameters within which we would like to work within.  In principle – 18% return, 2 sales per month, sales and marketing costs @ 3%

4.5
KH to run some feasibilities to see what returns can be generated based on the above parameters.

4.6
It was agreed that exploring Joint ventures with developers / HAs would be useful in terms of risk sharing.

4.7
We should not be hindered in terms of geographical areas.

4.8
An assessment of skills and resources (staff and Board) would be required. 

4.9
It was agreed that Rob (Horniman Board member) would be invited to the next meeting, as he has knowledge and experience in this area. KH to organise.

4.10
It was noted that a review of our project Brief for this product would also be required.

Market Rent - It was agreed that whilst the sector is talking about this as a credible cross-subsidy activity, the group agreed that on the face of it, it was not immediately clear what the benefits are, over outright sale.  MR ties up borrowing, whereas outright sale gives immediate returns.  The HA examples (Fizzy Living, L&Q) appear to be based on a model reliant on capital growth of the asset.

4.11
KH said it would be useful to get a feel for how this model works and would run some feasibilities.

Disposals – Another way to provide cross subsidy is to dispose of existing properties, this has two advantages, it generates a sales receipt but also provides grant via the grant recycling rules. A more ‘aggressive’ approach, based on reliable data about our stock should be explored.

4.12
It was agreed that it would be useful to have the information on how many properties can be typically reprovided by selling an existing (based on our recent activity).  KH to review.

4.13
SH raised the wider issue of maintaining sustainable communities.

4.14
PN to provide the open market values of our stock.

5
Any Other Business

5.1
TMcC reminded the group that he had access to a consultancy budget, to assist the group’s work.

5.2
Tom advised that Roy had suggested he arrange a series of lunch meetings with ‘experts’ in the sector, to further discuss these issues, and help us to develop our approach.

6
Date of Next Meeting(s)

6.1
KH to circulate dates for February, May and late July.

� We are in negotiations with Housing Partnership (London) Ltd to buy a small estate in Sydenham. 





Development Post 2015

7
Report to Board – 24th September 2013


