Hexagon Housing Association

Board of Management - Urgency Board Panel 

Lead Board Member: Jeanette Kenyon

30th September 2014
Agenda item 8(a) - 2015/18 Affordable Homes Programme 

Report by the Development and Regeneration Director & Finance & IT Director
1.0
Summary  
1.1
As reported at the last board meeting, we received confirmation from the GLA that we had been awarded a full allocation (as bid) for the 120 rented homes, but only a partial allocation for the shared ownership homes (£2.4m has been compared to £3.6m we bid for).  

1.2
At the board’s approval an urgency panel was convened to consider a proposal in response to the reduced grant allocation (See item on the agenda for the minutes of that meeting). That proposal included increasing the shared ownership shares from an average of 26% to 46%.  In doing so, there was still a financial gap to fill, which we proposed to meet by requesting some more grant from the GLA than they had offered.

1.3
Our request for a further £138k of grant was rejected by the GLA on the grounds of value for money and the fact that much of our programme is indicative. (See Appendix 1). 

1.4
In response to meeting the funding gap, we are recommending to the board, that we increase the number of void conversions by one (from 18 to 19) in order to provide the additional subsidy needed.  

1.5
This approach means we stay within the Board approved contribution from Hexagon’s operating surpluses. The Director’s group have approved this approach. This version of the bid is affordable.
1.6
Gearing has stayed the same despite the reduction in grant because the completion date of the Brighton Rd Shared Ownership scheme has been brought forward in this version.  There is a peak loan requirement of £12.1m.  The Board has agreed to seek a new loan facility of £20m. 

1.7
In summary, our revised proposal for the 2015/18 allocation comprises the following changes from the v3 bid last approved by the Board. (Highlighted cells):

	
	15/18 Bid (Post allocation V3) Approved by Board 4th August 2014
	15/18 allocation V4
This version
	Comment

	
	
	
	

	Discounted rent Homes
	60 Discounted rent Homes – Rents at 80% market rent incl. s/c
	60 Discounted rent Homes – Rents at 80% market rent incl. s/c
	No Change

	Capped rent Homes – Rent levels
	60 Capped rent Homes – Rents at 50% market rent incl. s/c
	60 Capped rent Homes – Rents at 50% market rent incl. s/c
	No Change



	Shared ownership Homes
	80
	80
	No Change

	Total Scheme Costs
	£49,129,420
	£49,136,349
	· Increased cost of £7k due to impact on interest of the reduced grant. 

	Total Grant / Grant per home
	£9,059,608/
£45,298 per home
	£8,921,232/
£44,606 per home
	· £138k reduced grant of as a result of request for extra grant being rejected by GLA.

	Number of Relet Conversions
	49
	49
	No Change

	Number of Disposal Conversions
	18
	19
	· One additional unit assumed to meet the £138k funding gap.

	Contribution from operating Surplus
	£2,239,683
	£2,239,683
	No change

	Total Hexagon ‘subsidy’ / per home

(supported by Conversion capacity and operating surplus)
	£7,998,754 /
 £39,994 per home
	£8,144,060/ 
£40,720 per home
	· £145k increase in subsidy as a result of reduced grant allocation (£138k) and subsequent increased interest (£7k)


	Total surplus generated from shared ownership / per home
	£411,885 /

£5,149 per home
	£266,579 /
£3,332 per home
	· £145k less surplus generated due to reduced grant.


1.8
The Business plan has been updated to reflect the recommended approach and the results are set out below:
	
	Bus. Plan revised for 14/15 budget  May 14
	July Board (Treasury update)
	July urgency Committee 
	September
	Comment

	New Loan facility – amount and when required
	£12m/ June 2016
	£10.6m/ June 2016
	£12.5m/ Dec  2015
	£12.2m / May 2016
	· Slight decrease in loan required and timing of loan.

	Peak Gearing 


	53.4%
	53.3%
	53.8%
	53.8%
	No Change



	Minimum headroom on gearing
	20,870k
	21,430k
	19,549k
	19,765k
	· Slight increase in headroom


--------------------------------------------------------------------------------------------------------------------
2.0
Recommendations
2.1
That the Board approve the proposal to accept the grant allocation on offer from the GLA of £8,921,232, and agrees that the capacity supported by operating surpluses will not exceed £2,239,683 (same level as the (v3) bid)
--------------------------------------------------------------------------------------------------------------------
3.0
GLA Feedback
3.1
The attached email (Appendix 1) sets out the GLA’s response to our request for a circa 5% more grant that they had offered in their partial allocation for the shared ownership element of the 15/18 programme.

3.2
They make the point that they are will to reconsider the grant position on actual schemes as and when actual schemes are identified and the exact costs are known.  The board will recall that 97% of the 15/18 bid is based on indicative (i.e. unidentified sites), as such our negotiating position is weakened in this situation.  We are optimistic that once sites are secured and the details known, if additional grant is required above that allocated, the GLA will consider this.

4.0
Options available to close the funding gap

There were five options we considered to meet the circa £138k funding gap

4.1
Increase the amount of Recycled grant (RCGF) into the programme – We are generating a sizeable amount of grant as a result of the shared ownership staircasing receipts and the void disposals.  This grant has to be used for new homes, so we proposed this to the GLA and they rejected it (See Appendix 2).  They consider RCGF should be treated in the same way as grant (SHG) 

4.2
Assume market sale cross-subsidy – We considered this too risky, considering that we have not yet identified a market sale scheme to develop.  The Board have said we want to generate the cross-subsidy before we decide how to use it.

4.3
Increase the shared ownership shares further – This was considered too risky, for the reasons discussed at the urgency panel meeting, i.e. impact on incomes required to purchase the larger shares.
4.4
Increase the number of void relets to higher rents – The Board have expressed their desire to reduce the number of homes where higher rents are being charged, so this was ruled out.
4.5
Increase the number of void disposals - As reported in the last set of PIs the void disposals to date are generating more subsidy than originally forecast due to the buoyant housing market. As at quarter 1 we were generating £227k per unit, compared to the £190k we had assumed for the 15/18 programme when we bid in February. It is therefore likely that we will sell less than the predicted 19 units, to generate the cross subsidy required.  We see this as the best approach to closing the gap on funding 
We want to assure the board that it is not our intention to sell off large numbers of valuable stock, we will only consider those properties which are uneconomic to repair.

5
Risks
5.1
There are a couple of key risks associated with our approach to the reduced allocation. The table below sets out the main risks associated with the shared ownership element (financial risks are set out above).
	Risk Identified
	Risk Management 
	

	Extra void conversion does not generate the subsidy required
	There is a small risk that due to a downturn in the housing market, the expected level of subsidy generated from the additional disposal is not realised.  This risk is very small.  The latest ‘expert’ house price forecasts predict increases of 5.2% and 6%over the next 2 years to 2016.  
If the risk did materialise, we could review the number of void disposals required to meet the subsidy requirement, and also review the relet conversions activity.

Alternatively the board may consider putting in more subsidy from operating surpluses.
	

	LA affordability limits  restrict us from delivering shared ownership schemes
	74 homes are based on indicative schemes.  Each actual scheme will be assessed on its’ merits.  We will liaise with the sales team to establish the levels of affordability they are comfortable with, and work within the grant parameters and Board surplus requirements, by adjusting shares on a unit basis.  We can also focus on LA areas where the affordability criteria in their S.106s are more flexible / meet our assumptions e.g. Croydon and Lewisham. We will not be forced to proceed with schemes that we are not confident of delivering or do not deliver the returns we require.

	


Appendix 1

From: Lucy Owen [mailto:Lucy.Owen@london.gov.uk] 
Sent: 06 August 2014 13:56
To: Kerry Heath
Cc: Kuheli Mookerjee
Subject: RE: allocations 

Hi Kerry,

I’ve tried to ring you a few times on this, but I’m out of the office in meetings all this afternoon.   In terms of the allocation, we discussed it at an internal moderation meeting today, and I’m afraid we’re holding firm on our conditional offers as the majority of other RPs have accepted these.   In terms of your additional grant, also, because this is all for indicative bids, we will have to leave the conditional offer as it is.   We also believe you could use some of the market sale homes you intend to build to cross subsidise this additional grant.

However, as this is an indicative bid, we realise that as schemes become firm, we will look at schemes on a site by site basis, and there may be some schemes which are in need of additional grant, and others which are slightly cheaper, so we will look at this as schemes come up and allocate grant accordingly, and there may well be more available if schemes require it…………………………….
…………Thanks,

Lucy

Appendix 2

From: Lucy Owen [mailto:Lucy.Owen@london.gov.uk] 
Sent: 12 August 2014 08:49
To: Kerry Heath; Martyn Brindley
Cc: Kuheli Mookerjee
Subject: RE: allocations 

Hi Kerry and Martyn,

As promised, I have done a double check on the RCGF, and there is no flexibility as it is considered exactly the same as GLA grant as we already knew, but no additional flexibility.    So I’m afraid you will have to go back to your board at the end of September.    Apologies for this, but as chatted through on the phone, given the majority of your bid is indicative, we will look at each scheme on a scheme by scheme basis and allocated costs as required, so we realise some schemes may well be more expensive ……………………………………..

…..Lucy 02079834549
Hexagon Housing Association

Board of Management

Report from the Development & Regeneration Director

Lead Board Member: Jeanette Kenyon

30th September 2014

Agenda Item 8(b)
2015/18 Development Programme – Urgency Panel Decision for Information
__________________________________________________________

1.0
Summary 

1.1
As verbally reported at the last board meeting, we had not secured the full grant allocation we had bid for.  The GLA had approved the grant for the 120 rented homes, but had only offered a partial allocation for the 80 shared ownership homes. This resulted in a reduction of £1.2m of grant.

1.3
A decision on whether we could take up the reduced grant allocation was required by the GLA by the 6th August.  As there was no planned Board meeting in between these dates, an urgency panel was convened on 4th August comprising the same members who approved the previous bid submissions; The Chair, two Vice Chairs and the lead member for Development.

1.4
Attached is the report considered by the panel and the draft minutes of that panel meeting.

________________________________________________________________

2.0
Recommendation

2.1
That the Board note the attached report on the revised 15/18 bid as approved by the urgency panel on 4th August 2014.

2.2
That the Urgency Panel approve the draft minutes of the meeting held on 4th August 2014.

______________________________________________________________
Urgency Board Panel

Mayor’s Housing Covenant – 2015/18 Programme

Reduced grant allocation for Affordable home ownership element.

4th August 2014 
DRAFT Minutes of Meeting

Present:

Roy Coulter (Chair)

Ian Mansell (Vice Chair)

Debbie Bankole-Williams (Vice Chair)

Tom McCormack

Phil Newsam

Kerry Heath (Minutes)

The meeting took place via tele-conference and started at 4:03 pm.

1.
At the Chair’s request, Tom introduced the Report and summarised the following points:

1.1
The GLA have allocated us less grant than bid for, for the 80 shared ownership units.   We bid for £45k per unit, and the GLA are offering us £30k per unit.  Total grant has reduced from £3.6m bid for to £2.4m allocated. We need a little more grant than what they’ve offered.

1.2
We had bid on the basis of making the s/o units accessible to those on lower incomes (our target client group) and to stay comfortably within the s.106 affordability limits which exist in some boroughs.

1.3

In reviewing the impact of this lower grant offering, our aim has been to keep the Hexagon subsidy contribution the same as originally bid.  To achieve this, we have had to increase the %share sold, which impacts on the minimum incomes needed to purchase a s/o property.  We will stay well within the GLA affordability limits. 

1.4
Increasing the average shares sold from 26% to 46% is more risky, but we still consider this to be deliverable.  

1.5
The recommendation is that we increase the average s/o shares and request some more grant (£138k) than that which has been offered. 

1.6
There has also been an increase in costs as a result of a miscalculation of acquisition cost on one of the Lewisham schemes.  There was a breakdown in the system of control which was in place.  This has been addressed by the DRD. 

1.7
We are therefore solving both problems with the increased levels of shares.

2.0
The Chair opened the meeting to questions / comments.

2.1
DBW advised that she had already shared some views with the Directors.  She felt that increasing the income threshold goes against Hexagon’s mission, and wondered if a different approach was feasible in terms of using the loan ‘headroom’.  KH explained that the impact of reducing the shares from the proposed 46%, is that we would have to increase the level of Hexagon subsidy across the programme. If we increased the loan there would be no buffer for things going wrong.

2.2
IM queried why the gearing level had gone down. PN explained the changes that she had made to the Business Plan, since the bid report in April.  She confirmed it stood at 53.4% in May (not 53.8% as noted in report).  PN also confirmed that there was £2.5m in for a Horniman scheme, generating a 15% return.

2.3
RC asked what would happen if we didn’t utilise the £2.5m to Horniman, PN explained this would increase the headroom, TMc added this would improve the gearing.

2.4
IM asked why we had not considered increasing the number of void disposals to make up for the reduced grant and queried the impact of that approach.  TM explained that we have taken a cautious approach to selling voids, as we only want to sell uneconomic to repair properties, otherwise we could end up selling the ‘family silver’.  PN clarified that we would need to sell an additional 4 voids, to generate an additional £1.2m.

2.5
RC commented that increasing the subsidy input was not his preferred route, and that he did not feel comfortable with it.

2.6
IM commented that increasing our stock is a strategic objective.

3.0
The members approved the proposal to increase the average shares and to request an additional £138k from the GLA.

3.1
KH confirmed she would provide minutes for the September Board meeting, and she would ensure the required control mechanism is in place to prevent the ‘cost’ error. She would also email JK and let her know the decision.

3.2
It was agreed that the Board will be updated on the outcome at the September meeting.

The meeting ended at 4:30pm

Hexagon Housing Association

Board of Management - Urgency Board Panel 

Lead Board Member: Jeanette Kenyon

4th August 2014

2015/18 Affordable Homes Programme 

Report by the Development and Regeneration Director & Finance & IT Director

1.0
Summary  

1.1
Further to our version 2 15/18 bid submissions to the GLA in May, on 23rd July, we received confirmation from the GLA that we had been awarded a full allocation (as bid) for the 120 rented homes, but only a partial allocation for the shared ownership homes.  

1.2
Our bid request for £3.6m for the 80 shared ownership homes has not been accepted and a reduced amount has been offered of £2.4m. (GLA letter is included in Appendix 1)

1.3
The GLA followed this up by confirming that they would like us to get back to them by 6th August to confirm if we are able to take up the allocation which is being offered or if we still need a small amount of grant to deliver the allocation.  Due to the timing of this request, we have been unable to take a report back to the full board, and have convened this urgency Board panel to consider our proposed response to the GLA allocation.

1.4
We have remodelled the shared ownership schemes, such that they deliver within the Board approved bid parameters in terms of cross subsidy of £412k and first tranche sales income of £6,235k.  To achieve this we have adjusted the assumptions on the level of %age shares sold (from an average of 26% to an average of 46%) and the assumed purchaser’s income levels have had to increase; from an assumed average of £34k to a revised average of £40k.  

Although these changes increase the risk associated with selling these homes (as they will be aimed at households on higher incomes), we consider schemes to still be deliverable within the revised parameters.  This takes account of recent shared ownership sales we have undertaken and assurances from the senior sales executive, who has reviewed each indicative scheme.

1.5
In making the changes above, we still have a financial gap to fill and we propose that this is met by requesting a small increase to the allocation of £138k / £1.7k per unit, (which is within the parameters of the GLA’s ‘advice’ when I had the follow up discussion with Lucy Owen). This would take the allocation from the circa £30k per unit being offered to circa £32k per unit.  The grant level secured in the 11/15 programme for the shared ownership element was much lower at £21k per unit, so there has been an increase mainly in recognition of higher land and build costs.
1.6
The Board need to be aware that an error was picked up with regard to the costs on one of the shared ownership schemes, which means that there was a £980k understatement in the assumed costs, which needed to be corrected.  This means that the adjustments to the shared ownership sales assumptions have also been used to close this gap. If this error had not occurred we would only have to increase the shares sold by circa 10% to 36%, and the average overall income level would have been a little lower at £36k, as opposed to £40k.
1.7
The details of the changes to the indicative shared ownership schemes have been discussed and agreed by Directors.

 1.8
This paper sets out the detail of the proposed changes to the indicative shared ownership schemes to allow us to take up the allocation on offer by the GLA, with a little more grant requested and highlights the risks.  

1.9
The key strategic issue for the board to consider is whether the altered shared ownership assumptions are deliverable and consequently, will we be able to generate the £412k cross subsidy and £6,235k initial sales income, needed to deliver the whole 15/18 programme.

1.10
In summary, our revised proposal for the 2015/18 bid (v3) comprises the following changes from the v2 bid last approved by the Board. (Highlighted cells):

	
	15/18 Bid (V2)
	15/18 Bid (Post allocation- V3)
	Comment

	
	
	
	

	Discounted rent Homes
	60 Discounted rent Homes – Rents at 80% market rent incl. s/c
	60 Discounted rent Homes – Rents at 80% market rent incl. s/c
	No Change

	Capped rent Homes – Rent levels
	60 Capped rent Homes – Rents at 50% market rent incl. s/c
	60 Capped rent Homes – Rents at 50% market rent incl. s/c
	No Change



	Shared ownership Homes
	80
	80
	No Change

	Total Scheme Costs
	£47,982,842
	£49,129,420
	· Increased cost of £167k due to impact on interest of having less grant.

· Increased cost of £980k as a result of an Inputting error picked up on v2 indicative Lewisham shared ownership scheme.  Cells were not populated so land value was understated. DRD will check the rented scheme appraisals. 

	Total Grant / Grant per home
	£10,084,646 / £50,423
	£9,059,608 / £45,298
	Reduced grant as a result of partial allocation on shared ownership schemes.

	Number of Relet Conversions
	49
	49
	No Change

	Number of Disposal Conversions
	18
	18
	No change

	Contribution from operating Surplus
	£2,239,683
	£2,239,683
	No change

	Total Hexagon ‘subsidy’ / per home

(supported by Conversion capacity and operating surplus)
	£7,998,869 / £39,994
	£7,998,754 / £39,994
	Tiny change overall - £115 less subsidy required.  Still at circa £40k per home

	Total surplus generated from shared ownership / per home
	£411,700 / £5,146 
	£411,885 / £5,149
	Very slight increase in the surplus generated by changes


The overall impact on the Business Plan is positive, but leads to a slight increase in peak gearing: 
	
	15/18 Bid (V2) 

April 2014
	Bus. Plan revised for 14/15 budget  May 14
	15/18 Bid (Post allocation- V3 This version
	Comment

	New Loan facility – amount and when required
	£15m / Dec 2015
	£12m/ June 2016
	£12.5m/ Dec 2015
	Slight increase in loan required since May version of plan, but less than at  April Bid (v2)

	Gearing Ratio 


	Peaks at 55.3%
	Peaks at 53.8%
	Peaks at 53.8%
	Slight increase in gearing since May version of plan, but less than at  April Bid (v2)

	Interest cover
	190% at minimum
	217% at minimum
	214% at minimum
	Comfortably  above covenant level of 110%

	EBITDAMRI 
	138% at minimum
	149% at minimum
	146% at minimum
	Comfortably  above HCA expectations throughout


--------------------------------------------------------------------------------------------------------------------

2.0
Recommendations


2.1
That the Board approve the revised (v3) 15/18 bid as set out in the attached report and agrees that the capacity supported by operating surpluses will not exceed £2,239,683 (same level as previous (v2) bid)

--------------------------------------------------------------------------------------------------------------------

3.0
What is the impact of the lower grant on the subsidy requirements?

The attached table (Appendix 2) shows how the headline shared ownership costs and sales income has changed since the V2 bid.  Two scenarios are illustrated:

1
The impact of the reduced grant if we retained the lower shares assumption

This illustrates the impact on the subsidy requirement if we retained the v2 assumptions on % shares and incomes and accepted the reduced grant allocation.  We would have a £2.2m subsidy gap to fill across the whole programme.  This would need to be met from increasing the number of conversions and / or input from operating surpluses.  It is more sensible to adjust the shared ownership assumptions.  Without the error on the land value on the Lewisham scheme we would have a circa £1.2m subsidy gap to fill.
2
The option we plan to proceed with

This shows that we can still generate the cross subsidy as per the previous version.  We also generate a lot more first tranche income from sales as a result of selling larger shares.  There have been no changes to the sales values or other costs, save for the correction of the error on the Lewisham scheme noted above.
3.1    Grant Levels - The grant level originally secured in the 11/15 bid for the shared ownership element was much lower at £20,195 per unit.  In terms of actual delivery we have secured £20,652 p.u. for the 11/15 shared ownership schemes.

With the 15/18 allocation on offer at £29,972 p.u., there has been a 45% grant increase which recognises the higher land and build costs in our bid.  As mentioned above, we are requesting an additional £1,729 p.u. unit to deliver this programme.

4.0
Revised assumptions for 15/18 Bid (V3)

4.1
We devised our indicative shared ownership bid on being able to sell 25% initial shares to households on incomes of £24-39k (1 and 2 beds) / £40-43k on the 3 beds.  For the identified Springbank, Coulsdon scheme we assumed 35%.  The smallest shares we are able to sell is 25%. Effectively, we wanted to de-risk our shared ownership schemes to make it easier to sell homes in a rising market, to households on low-middle incomes.  We also wanted to ensure we could meet the LA affordability criteria captured in s.106s to make it easier to deliver on these requirements. 

4.2
With the anticipated reduced appetite from larger RPs to bid for GLA grant, we felt we stood a good chance of securing the relatively high level of grant bid for; £44k per unit compared to £21k per unit in the 11/15 bid.  The board will recall that when we reviewed our initial bid at V2 stage, we did not alter the shared ownership assumptions, only the rented schemes were adjusted.
4.3
As mentioned above, the key assumptions that have been adjusted so that we can deliver the shared ownership schemes with the grant on offer (save for circa £138k) are set out below with a comparison to our v2 bid.  
	Shared ownership Element
	15/18 Bid (v2)
	15/18 Bid (v3)
	Comment

	Average initial shares sold
	26%
	46%
	Increased shares assumed (currently delivering at 42% - see below)

	Average min. income level required to purchase initial share
	£34,223
	£40,383
	Increased incomes assumed (currently selling to £36,285 – see below). With smaller deposit levels assumed compared to what we are seeing now, this is considered deliverable. 


4.4
We’ve also compared the key sales income assumptions against the actual outputs from the shared ownership homes we have sold recently.
	
	Actual sales Outputs based on sales over past year
	15/18 Bid (v3)
	Comment

	Average share sold
	42%
	46%
	Larger share (+4%) needs to be sold

	Average household income
	£36,285
	£40,812
	Higher income needed by purchasers (12%)

	Average deposit
	£17,986
	£13,485
	Smaller deposit required by purchasers (-25%)


5.0
Are the revised shared ownership assumptions reasonable?

Income Thresholds
5.1
When delivering shared ownership homes we need to be mindful of which homes (if any) are captured by the LA’s section 106 agreement (S.106).  The S.106 normally applies to 1/3 of the housing being delivered on sites of 10 units or more.  Where there are shared ownership homes being delivered as part of the s.106, some LA’s have income thresholds which those units have to meet, i.e. units must be affordable to households on those incomes.  This translates to when we market the homes for sale we must be able to advertise to the income group in the S.106.  We can sell to people on higher incomes if that is who comes forward.  Different LAs have different income thresholds.

5.2
We have assumed a 10 unit shared ownership scheme in Southwark.  Of the 10 approx. 1/3 (3 or 4) would be expected to meet the income thresholds set out in a s.106.  Our assumed average incomes are higher than the LA’s current limits by 17% for 1 beds and 22% for 2 beds.  We have faced this problem on more than one occasion in Southwark where house prices have risen since buying the site, impacting on the incomes needed to buy a home. In these circumstances, we have notified the LA of the inability to meet the income thresholds and they have not prevented us from progressing to sell the homes to people on higher incomes.

5.4
In Lewisham we have assumed 30 shared ownership homes will be delivered.  Circa 10 homes are likely to be captured via the S.106 income thresholds.  The recently published guidance on income thresholds (out for consultation) shows that we will not fall foul of the income limits in Lewisham.

5.5
In Croydon they adopt the GLA guidance in the London Plan and we comfortably meet the maximum income limits (£66k for singles and couples, / £74k for families.

The detail on the LA s.106 income thresholds is set out in Appendix 3.
5.6
We perceive this to be a small but real risk for schemes in Southwark particularly and Lewisham (if the proposed revised income thresholds are not adopted), and in terms of managing this risk, it is worth noting the following management strategies:

5.7
A key point to stress is that 4of the 5 schemes in the shared ownership bid are indicative, by definition these may not be the scheme opportunities that come forward; We will assess each site opportunity on its’ own merits and the levels of affordability will be taken into consideration on a scheme by scheme basis.  DG will only approve schemes where the Hexagon surplus (pro rata per unit) is being generated, and any units affected by s.106 affordability criteria meet the requirement.

5.8
The senior sales executive has reviewed the revised assumptions for each indicative scheme and has confirmed she feels confident in being able to sell homes at the proposed higher %age shares.

5.9
The income thresholds for Lewisham and Southwark, are subject to some inflation.  We expect to be selling homes in 2017 so the current ‘published’ income thresholds will be increased.

5.10
We will be able to adjust the assumed shares downwards, on the units affected by a s.106, to meet the applicable s.106 affordability criteria depending on the scheme.  The units which are unaffected by the s.106 could have their share levels increased to make up the shortfall on those that will need to be reduced.

5.11
We could choose to pursue more shared ownership opportunities in Croydon if we were finding it difficult to deliver in Southwark as a result of the s.106 income thresholds. 

5.12
Only £40k of recycled grant has been included in this v3 bid (as per V2), based  on the RCGF we had already generated.  We have generated more RCGF since the bid, as a result of the recent void disposals. If we were having problems delivering the shared ownership element, we could approach the GLA to request that more RCGF is put into the shared ownership schemes.  The GLA have agreed to this in the 11/15 programme when we had a financial problem.

5.13
No increase in sales values has been assumed, if there is an increase (very likely) then this will help to ensure the surplus required is achievable.

In summary, we are confident that the risk to achieving the surplus for the shared ownership schemes as a result of having to sell increased shares, is manageable.

6.0
Impact of revisions to 15-18 bid on Hexagon’s business plan
6.1 Changes made to the business plan since original bid in April 2014

The original bid was agreed after considering its impact on the business plan in April 2014. Since then, the Board has approved a new business plan in May 2014, taking into account a further year’s financial results and the 14/15 budget. The plan was revised again for routine treasury changes as reported to the July Board, and has now been amended to reflect the proposed changes to the shared ownership element of the bid, predominantly reducing the grant and increasing the proportion of initial sales, as set out below. 

6.2 Summary of changes

The financial data for the shared ownership element is as follows: (with all monetary figures in £’000):
	
	SO – as bid
	SO – as amended

	Units
	80
	80

	Land
	£5,914
	£6,899

	Build
	£9,812
	£9,812

	Oncosts excl interest and dev allows
	£1,817
	£1,855

	Development allowances
	£472
	£501

	Development interest
	£879
	£973

	
	
	

	Total scheme cost
	£18,893
	£20,040

	
	
	

	Grant
	£3,561
	£2,536

	First tranche sales
	£5,427
	£9,976

	
	
	

	Net loan
	£9,906
	£7,528


The table below shows costs, grant and sales in average £’000 per unit:
	Per unit
	SO – as bid
	SO – as amended

	
	
	

	Land
	£73.9
	£86.2

	Build
	£122.7
	£122.7

	Oncosts excl interest and dev allows
	£22.7
	£23.2

	Development allowances
	£5.9
	£6.3

	Development interest
	£11.0
	£12.2

	
	
	

	Total scheme cost
	£236.2
	£250.5

	
	
	

	Grant
	£44.5
	£31.7

	First tranche sales
	£67.8
	£124.7

	
	
	

	Net loan
	£123.8
	£94.1


6.3 Impact of changes on gearing ratio and headroom

Overall, the changes are positive for the business plan because, once completed and sold, the schemes require less loan funding than in the original bid.  However, the changes increase the maximum gearing ratio since the May 14 plan as follows:

April 14

55.3%

May 14 
 
53.4%

July 14

53.3%

This version

53.8%

As a corollary, the changes reduce the minimum headroom on the 60% gearing ratio as follows:

May 14 
 
£20,870k

July 14

£21,430k

This version

£19,549k

This is because the reduction in grant means we have to borrow more before the gearing ratio peaks in March 2017, whereas the benefit from extra sales income does not happen until after March 2017. 
6.4 Impact of changes on new facilities required

In April 2014, the business plan indicated that a new facility of around £15m would be required by December 2015.  By the July Board, taking into account the strong results from 13/14, this had changed to require a new facility of around £12m to fund the bid plus an investment of £2.5m in Horniman.

Although the requirement has now increased slightly to £12.5m, this can be accommodated within the agreed Treasury Strategy which recommends that Hexagon seek a new facility of £22m 
7
Risks

7.1
There are a couple of key risks associated with our approach to the reduced allocation. The table below sets out the main risks associated with the shared ownership element (financial risks are set out above).

	Risk Identified
	Risk Management 
	

	GLA do not accept the extra grant request
	In this circumstance, we would report back to Board to explore the options available to us; Options could be to make a further small adjustment to the sales assumptions to make up the £138k difference.  Alternatively the board may consider putting in more subsidy.
	

	LA affordability limits  restrict us from delivering shared ownership schemes
	74 homes are based on indicative schemes.  Each actual scheme will be assessed on its’ merits.  We will liaise with the sales team to establish the levels of affordability they are comfortable with, and work within the grant parameters and Board surplus requirements, by adjusting shares on a unit basis.  We can also focus on LA areas where the affordability criteria in their S.106s are more flexible / meet our assumptions e.g. Croydon and Lewisham. We will not be forced to proceed with schemes that we are not confident of delivering or do not deliver the returns we require.
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	Location 
	Tenure
	Firm/ Ind
	Total Units
	AR units
	FHO units
	Grant Requested (grant only)
	Total Other Contributions 
	Total Scheme Costs
	Allocation Decision
	If partial: completions allocation
	If partial:  grant allocation
	If partial:  RCGF/DPF contribution

	Bexley, Croydon, Greenwich, Lewisham, Southwark
	Affordable Rent
	Indicative
	120
	120
	0
	£6,523,500
	£22,505,854
	£29,089,354
	accept fully
	 
	 
	 

	Bexley, Croydon, Greenwich, Lewisham, Southwark
	Flexible Aff HO
	Indicative
	74
	0
	74
	£3,226,946
	£13,680,471
	£16,947,417
	accept partial scheme
	74
	£2,203,164
	£40,000

	Croydon
	Flexible Aff HO
	Firm
	6
	0
	6
	£334,200
	£1,611,871
	£1,946,071
	accept partial scheme
	6
	£194,604
	£0


(Extract from grant allocation sheet)

Appendix 2

Change in Costs and income etc. for the shared ownership element of the bid

	Appendix 2 - Shared Ownership bid comparison
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	
	
	
	
	
	 

	BID Stage V2
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	
	
	
	
	
	 

	
	Units
	TSC
	SHG
	RCGF
	Initial Sales
	Loan Supp
	Hexagon Surp
	GDV
	% Sold
	% Rent
	SHG/u

	 
	80
	18,893,488
	3,561,146
	40,000
	6,235,125
	9,468,987
	411,770
	24,016,500
	25.96%
	2.75%
	44,514

	 
	
	
	
	
	
	
	
	
	
	
	 

	1     Scenario with lower grant but 25% shares on indicative schemes (Incl. land correction figure on Lewisham scheme)
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	
	
	
	
	
	 

	
	Units
	TSC
	SHG
	RCGF
	Initial Sales
	Loan Supp
	Hexagon Surp
	GDV
	% Sold
	% Rent
	SHG/u

	 
	80
	20,099,596
	2,536,108
	40,000
	6,506,625
	9,367,362
	-1,649,501
	24,106,500
	26.99%
	2.75%
	31,701

	2     Scenario we plan to go ahead with - Lower grant, increased shares
	 
	 
	 
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	
	
	
	
	
	 

	
	Units
	TSC
	SHG
	RCGF
	Initial Sales
	Loan Supp
	Hexagon Surp
	GDV
	% Sold
	% Rent
	SHG/u

	 
	80
	20,040,066
	2,536,108
	40,000
	11,055,575
	6,820,268
	411,885
	24,106,500
	45.86%
	 2.75%
	31,701


Appendix 3

LA Section 106 income Thresholds

	
	
	
	
	
	
	
	

	Scheme 
	No Units
	Av equity share bought
	Av deposit 
	Av  gross 

income Pa
	LA Income limits for s.106 units - Homes must be affordable to households with these incomes 
	Comment

	Indicative Southwark

4x 1beds

6x 2beds
	10
	45%
	£13,820
	1beds £38,367
	2 beds

£47,528
	1 bed £32,901


	2bed

£38,875
	As at Oct '13 - Subject to annual inflation

	Indicative Lewisham

6x 1beds

24x 2beds
	30
	45%
	£12,206
	1beds

£28,542
	2beds

£39,285
	1 bed 

£36,795
	2 bed 

£42,663 
	As per latest affordable housing consultation - Subject to annual inflation

	Indicative Croydon A

4x1beds

14x2beds

2x3beds
	20
	45%
	£13,892
	1beds

£31,073
	2beds

£44,490
	3beds

£50,186
	1 & 2 beds £66,000 

3 beds £74,000

(Max income)
	As per GLA maximum income thresholds

	Indicative Croydon B

2x1beds

10x2beds

2x3beds
	14
	50%
	£14,021
	1beds

£28,567
	2beds

£43,318
	3beds

£48,897
	1 & 2 beds £66,000 

3 beds £74,000

(Max income)
	As per GLA maximum income thresholds

	OVERALL AVERAGE
	
	46%
	 £13,485
	£40,383
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