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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
REPORT OF THE BOARD OF MANAGEMENT

For the year ended 31 March 2009

Business, Objectives and Strategy

Constitution and Make Up

The Group comprises:

Tenant Services Industrial Charitable
Authority Provident Status
Registration Society
Number Number
Group Parent
West Mercia Housing Group Limited L4185 28654R Non-charitable
Partner Associations
Harden Housing Association (Midlands) L4444 29929R Charitable
(2005) Limited
Kemble Housing Limited L4445 29939R Charitable
Nexus (Midlands) Housing Association L4446 29931R Charitable
(2005) Limited
Partner and Asset Owning Association
Whitefriars Housing Group Limited LH4471 30092R Charitable
Asset Owning Association
West Mercia Homes Limited L0523 18574R Charitable
Companies

House Number
Other organisations

Whitefriars Business Services Limited 5311059

Dormant Companies

Whitefriars (North Solihull) Limited 5402382
Spectrum Development Partnership Limited 6197690
Harden Homes Limited 2411344

Constitutional arrangements within the Group are recorded in an Intragroup Agreement and an Intragroup
Service Level Agreement and are supported by the Partner Associations nominating the majority of the
Board of both West Mercia Housing Group and West Mercia Homes.

The scale of the Group increased significantly when Whitefriars Housing Group and its subsidiary companies
joined on the 7" November 2008.



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
REPORT OF THE BOARD OF MANAGEMENT

For the year ended 31 March 2009
(continued)

Group Objectives

The Group’s vision is creating places where people are proud to live and work which is supported by its four
key values of:

Providing excellent service
Valuing people

Acting with integrity
Delivering creative solutions

Areas of Operation

The Group operates across the counties of Herefordshire and Worcestershire, the West Midlands
conurbation and the City of Coventry, providing high quality affordable homes for people in housing need
and a caring and responsive housing service. The maijority of its properties are for general needs housing,
but it also owns a small portfolio of older person accommodation, learning difficulties care homes, supported
housing (some in conjunction with specialist providers of support services) and foyers together with related
outreach services aimed at young people in Herefordshire, funded through Supporting People.

The Group is heavily involved in the regeneration of the North East area of Coventry and in North Solihull
and maintains close links with the communities it serves, including providing training to young people
through both the use of modern apprenticeships and a Training Agency based in Torrington in Coventry.

The Group is a large regional organisation, with a national reputation, and is one of a small number of
Housing Corporation Development Partners in the West Midlands, with the second largest allocation from
the main regional National Affordable Housing Programme 2008-11.

It is a key member of the Spectrum Development Partnership which works to utilise its strength in diversity to
be able to deliver the provision of affordable housing across the whole West Midlands region.

Performance

Key performance measures utilised by the Board to assess the performance of the business are:

Restated
2005 2006 2007 2008 2009
£000 £000 £°000 £°000 £000
Turnover 17,805 18,871 17,833 25,017 52,538
Operating Surplus 4,908 4,878 5,520 6,489 10,573
Surplus for the Year 3,029 2,317 2,387 2,615 738
Cost of Housing Properties 205,911 230,737 245,883 279,197 693,666
SHG & other grants 111,286 121,296 131,860 139,162 159,699
Total Reserves 34,339 36,599 38,917 44,432 52,023
Total Borrowings 55,693 79,137 84,063 107,841 324,561
% % % % %
West Mercia Homes - Gearing 38.24 50.30 49.45 58.68 62.11
West Mercia Homes - Interest
Cover (excluding depreciation) 243 197 182 164 162
Whitefriars — Net debt per unit £'s 10,882 11,668 12,132 12,213 12,152
Whitefriars — Net operating
cashflow £°000 182 162 167 214 216
Arrears 4.72 5.62 4.23 3.98 3.97
Void Losses 0.96 1.07 0.83 0.61 1.67
Bad & Doubtful Debts 0.61 0.94 (0.34) 0.34 1.05



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
REPORT OF THE BOARD OF MANAGEMENT

For the year ended 31 March 2009
(continued)

Performance (continued)

Restated

2005 2006 2007 2008 2009

Number Number Number Number Number

No of properties owned 4,633 4,816 5,084 5,277 22,379

No of properties void and vacant 23 24 32 31 433
No of properties failing decent

homes standard 47 3 16 13 890

Average general needs weekly rent £54.80 £58.65 £60.84 £63.65 £63.44

The 2008 figures have been restated to take account of changes to the treatment of shared ownership
properties as required by the 2008 Statement of Recommended Practice which was implemented during the
2009 financial year.

The key performance indicators show the significant change in the scale of operations of the Group following
the integration of Whitefriars Housing Group on the 7" November, with full details of the changes shown in
note 19 on page 46 of the financial statements.

The main changes are the inclusion of £368m of housing properties on an existing use — social housing
basis, based on a valuation undertaken by Savills, financed by £203m of loan from a syndicate headed by
Nationwide and the Royal Bank of Scotland, £19m due to the West Midlands Metropolitan Authorities
Pension Scheme and £142m of “negative goodwill’. As most of the “negative goodwill” arises from the value
of housing properties, it is being amortised to the income and expenditure account based on the estimated
remaining lives of these properties.

Turnover has increased mainly as a result of the part year effect of including the rental income on the
properties owned by Whitefriars Housing Group, from 7" November 2008, together with the effect of other
properties being brought into management, rental income being increased towards target rent levels and
additional amounts recovered from residents and other organisations for the estate services provided.

Turnover has also been increased by the inclusion of £6.6m of first tranche shared ownership and £0.4m of
shared equity sales following the adoption of the Statement of Recommended Practice 2008.

Operating costs have increased as a result of the inclusion of the costs incurred by Whitefriars Housing
Group since the 7" November and from the cost of sales of the shared ownership and shared equity
properties which are now included in turnover.

As the integration of Whitefriars into the Group was achieved on the 7" November 2008 by it becoming a
subsidiary of the Group Parent, with no changes in the funding structures of either Whitefriars or West
Mercia Homes, the monitoring of loan covenants and performance is mainly performed at that level. At this
level current residents’ arrears have been held reasonably static during the year, with an increase in the
amounts provided against former resident’s balances as the results of the impact of the economic recession,
but with a slight improvement in performance on void losses.

Both borrowing Associations are well within current loan covenants and have 30 year financial forecasts to
support their longer term compliance, but with only a limited availability of loan finance to support future
investment, until the financial markets return to a more sustainable position.

West Mercia Homes’ gearing is increasing as it invests further amounts in both it's existing properties and
new housing provision, with sufficient capacity within its current loan covenants to be able to absorb all
current commitments.

The numbers of properties which are void or vacant and those which fail to achieve the decent homes
standard have been increased by the inclusion of Whitefriars, and especially properties within the estates in
North East Coventry where the expected re-generation has been slower to start than was originally
envisaged, when the planned improvement programme was established.



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
REPORT OF THE BOARD OF MANAGEMENT

For the year ended 31 March 2009
(continued)

Performance (continued)

The Group is regulated by the Tenant Services Authority, with whom it is registered. They review the Group
annually against their Regulatory Code, with assessments against four key criteria, Governance, Viability,
Management and Development and they use a traffic light system to demonstrate compliance. They have
again awarded the Group four green lights, a position which has been maintained since the introduction of
this approach to regulation; however their latest Regulatory Judgement recognises increased risks to
financial viability arising from the level of development activity and the changes in the housing market
affecting the values of some properties.

The Group is also a key investment partner of the Homes and Communities Agency and at both a Group
level and on behalf of the Spectrum Development Consortium it has achieved the targets set in relation to
the number of properties started and completed and the amount of grant utilised.

The Group is also subject to inspection by the Audit Commission, who assesses front line delivery to
customers and the extent of which they think that this will improve. The latest reports on both the West
Mercia Housing Group and Whitefriars Housing Group were issued in 2005 and assessed both organisations
as providing a “good” “two star” service which had “promising” prospects for improvement.

Following the completion of the action plan, the Group volunteered to be a pilot for the new Short Notice
Inspection regime, with three of the weakest areas reviewed in April 2008. Even in this limited review, the
Group was assessed as providing a fair service with promising prospects for improvement.

Dynamics of the Social Landlord

The Group has a Risk Management Framework in place supported by 30 year financial projections which are
utilised to assess the impact of future plans and to test the sensitivity to changes in key assumptions. The
following table summarises the key risks and the actions being taken to mitigate those risks.

KEY RISK STATUS/ACTION TAKEN

1. Growth
Reduction in the level of available | The Board and Executive Management Team regularly review
grant to support new housing | performance against Homes and Community Agency Targets.
provision.
Future developments in the grant funding regime are regularly
monitored and reported as appropriate.

The Group continues to strengthen its relationships with the other
members of the Spectrum Development Consortium, and is working
with them and other local associations to reduce the capital costs of
new developments through the use of a number of framework
agreements with contractors and consultants.

Relationships are being built or maintained with a wide range of
organisations able to provide or support grant funded and other forms
of social housing.

The impact of the ‘credit crunch’ on | The Group regularly monitors its short and medium term funding
the ability to be able to finance new | requirements, and ensures adequate secured facilities are in place
development opportunities. with its funders to cover both planned expenditure and any additional
requirements arising from delays in sales income or receipts of grant,
together with funding to meet its growth targets. Future growth may
be constrained if future funding is more expensive for the Group.
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REPORT OF THE BOARD OF MANAGEMENT
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(continued)

Dynamics of the Social Landlord (continued)

KEY RISK

STATUS/ACTION TAKEN

1. Growth (continued)
The effect of corrections in the
housing market.

The Group monitors sales performance on a weekly basis, and takes
action where there are indicators that prices or affordability are issues
for potential purchasers. A number of properties have been switched
to letting on an affordable or intermediate market rent basis where
sales values have reduced or potential purchasers are having
difficulty in securing mortgages, some on a permanent basis. The
balance of the future development programme has also swung back
towards a higher proportion of properties for rent.

2. Governance and Compliance
There is a risk of non-compliance
by the Group with the principles of
good governance, the governance
and internal controls framework or
with regulatory requirements and
expectations, which affect the
Group’s effectiveness, reputation or
relationships.

Regular reports are considered by the Board on legal and regulatory
compliance. The Group Audit and Risk Management Committee
receive reports regularly directly from both Internal and External
Auditors, as well as from other advisors who undertake one off
assignments.

Under the terms of the Intragroup Agreement the Partner Association
Boards undertake detailed reviews of operational areas of
performance.

Following the enlargement of the Group, a full review of governance
arrangements is being undertaken before a final governance structure
is put in place based on the regulatory guidance from the Tenant
Services Authority and advice from external consultants.

Vacancies on Boards and Committees are filled based on an analysis
of gaps in skills, experience and composition and training is provided
to all members so that they are able to strengthen further the good
governance which is enjoyed across the Group.

3. Rental Income

There is a risk that rental income
may reduce in 2010/11 if RPI is
negative in September 2009.

The Group is closely monitoring the affordability of its rents, and will
look in 2009/10 to try to assist residents in meeting their liabilities,
including ensuring appropriate benefit and financial advice is made
available as far as possible.

Discussions have already been started with managers and staff on
how to control costs in 2010/11 so that the current level of service and
standard of properties can be maintained, even if income levels are
reduced.

4. Regeneration Projects

The Group is involved in the New
Deal for Communities (NDC)
Master plan for North East Coventry
which covers three estates owned
by Whitefriars Housing Group. This
regeneration project involves the
clearance of 2,000 properties and
the development of a ‘mixed’
community over a 10-15 year
period. The key risks include:

External funding bids are underway with the Homes and Communities
Agency (HCA) and Advantage West Midlands (AWM), to ensure the
first tranche of properties can be delivered, including the offer of a
‘safety net’ scheme to developers to purchase up to the first 113
unsold units, then the ongoing viability assessments for each
subsequent tranche, to ensure our properties are provided in
accordance with the original Master Development Agreement
requirements.

Scheme identified as highest Regional Priority and first stage HCA
approvals obtained. Required quality standard adjusted and included
in financial assumptions.

8
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(continued)

Dynamics of the Social Landlord (continued)

KEY RISK

STATUS/ACTION TAKEN

e Newly developed properties for
sale not meeting their sales
targets preventing private
developers giving Whitefriars
1,000 new build rental units
which are required to make the
project financially viable from
the Group’s context.

e Failure to secure Kkick start

funding to allow the pre-
requisite increase in quality
standards.

o Failure to reach agreement with
key partners on the revised
strategy for the first phase of
the scheme

e A further decline in the housing
market or a prolonged delay in
the speed of recovery.

In addition the Group is a partner in
the regeneration of North Solihull,
where similar issues could affect the
provision of new housing
accommodation.

‘Honest broker’ appointed via Grant Thornton and key commercial
principles agreed in a draft Heads of Terms document.

April 2010 start enables scheme to capitalise on potential upturn
whilst strategy in place to tackle worst case scenario of unsold
homes. Whitefriars’ decent homes investment protects later sub-
phases in the event of delays.

5. Tight Business Plan with
limited flexibility

The likely reduction in the level of
rental income in 2010/11 together
with the limited availability of
finance for new development
opportunities has meant that
changes have been required to
business plan assumptions.

All the wider management team and staff groups understand the main
elements of the Group’s business plan and its challenges and are
working to bring forward initiatives which will reduce costs.

The Group is a member of a number of benchmarking clubs where
details of cost and performance are shared, which should allow the
efficiency of the Group’s operations to be increased.

Monthly and quarterly reviews of budgets and performance are
undertaken to ensure the Group’s performance is in accordance with
its business plan assumptions and lenders covenants are fully
complied with.

Information is provided to lenders on a quarterly basis and regular
meetings are held to update them on financial and business
performance.

6. Housing Benefit

Over 60% of the Group’s customers
rely on housing benefit to assist
with  their payment of rent.
Consequently any changes to the
administration or arrangement for
its payment can have a high impact
on the Group.

The Group continues to monitor Government thinking on Local
Housing Allowances (LHA).

The Group continues to work with its main local authority partners,
especially in relation to this area.

In addition the Group is committed to financial inclusion in its
approach to income management and is working with a number of
specialist debt and benefit advice agencies to ensure residents are
properly informed.

9
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REPORT OF THE BOARD OF MANAGEMENT

For the year ended 31 March 2009
(continued)

Dynamics of the Social Landlord (continued)

KEY RISK STATUS/ACTION TAKEN

6. Housing Benefit (continued)
Whilst changes to the payment of
housing benefit direct to residents in
the social housing sector (LHA) is
still on the Government agenda,
indications have been given that
this is no longer a high priority.

7. Supporting People and Care
Supporting People income is | Supporting People contract information and performance is regularly
reduced to levels below which it is | reviewed and reported to Boards.

economic to provide support
services. A designated reserve is maintained to support the SHYPP activities.

The Board accepts its responsibilities for risk management and for compliance with Circular 07/07 “Internal
Controls Assurance” published by the Housing Corporation in July 2007.

The existing standards of risk management and internal control have continued to operate at Group level
and for the existing members of the West Mercia Housing Group. These have been regularly reviewed and
updated, during the year and the process is on going until a new framework can be established following the
enlargement of the Group to incorporate Whitefriars. Throughout the period of these financial statements,
the Board considers that, in all material respects, its systems satisfied the requirements of internal controls
assurance.

Investment for the Future

The Group has continued to invest in both its existing housing properties and additional accommodation with
the support of Social Housing Grant from the Homes and Communities Agency.

Whitefriars Housing Group has continued its investment programme, towards the decent homes target, with
an improvements programme for kitchens and bathrooms, re-roofing works, central heating upgrades and
the refurbishment of two of its high rise blocks.

West Mercia Homes has continued its five year investment programme to improve its existing properties to a
level well above the decent homes standard with the main emphasis this year on work on heating and
electrical upgrades, kitchen and bathroom replacements and works to the roads and lighting at the
Credenhill scheme.

The review of sheltered housing properties has now been rolled out across the Group and discussions
continue with the Worcestershire Supporting People Commissioning Authorities about the most appropriate
way to deliver support services to residents, as well as considering options to increase the desirability of the
properties.

Four schemes were acquired from English Churches Housing Group during the year, comprising a total of 81
properties, with a significant initial investment included in the scheme appraisals to get them up to the
Group’s usual standards.

The responsive maintenance contact centre based in Worcester has been expanded in size so that it is now

able to provide a service to the residents from across the enlarged Group, with quality enhancements and
additional hours provided from April 2009.

10
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(continued)

Funding Review

During the year, the level of borrowings increased by £203m following the integration of Whitefriars Housing
Group and borrowings by West Mercia Homes increased by almost £14m, as funds were required for the
new build development programme, the purchase of properties from English Churches Housing Group, the
conversion of properties from homebuy to intermediate market rent and for further improvements to existing
properties.

From a treasury management perspective it has been a complex year, with the requirement to obtain lender
approval for the integration with Whitefriars Housing Group, large fluctuations in LIBOR rates and restrictions
on the availability of funds to both Housing Associations and our potential leaseholders. In addition there
has been a further reduction in the number of lenders to the sector and therefore less competition together
with significant increases in the margins on new funds and with a number of instances in the sector where
changes in circumstances have lead to the re-pricing of existing facilities.

Due to the issues in the financial markets there has been no pooling of loans or assets between Whitefriars
Housing Group and West Mercia Homes, with Whitefriars having available facilities of £37m and West
Mercia Homes arranging new loans with Barclays Bank (£25m) and the Royal Bank of Scotland (£20m)
leaving it with un-drawn facilities totaling £39m at the end of the financial year.

Whitefriars Housing Group’s borrowings are predominantly on fixed interest rates and West Mercia Homes
took the opportunity to fix some interest rates during the year, which gave the following position as at 31%
March.

2009 2009 2008 2008

£°000 % £000 %

Variable Rate 56,883 17 54,144 50
Fixed Rate 1-5years 14,870 5 - -
5—-15years 90,500 28 7,500 7

Over 15 years 162,308 50 46,197 43

324,561 100 107,841 100

In addition a further £6m was fixed on a cancellable basis in April 2009 and forward rate agreements are in
place to fix two further tranches of £56m one in May and one in November 2009.

The limited availability of new funding is constraining the opportunities which can be taken for investment in
new housing provision.

Executive Management Team

The executive directors served throughout the year. Details of the current executive management team are set
out on page 2.

Board’s responsibilities for the Financial Statements

Housing legislation requires the Board to prepare the Financial Statements for each financial year which give
a true and fair view of the state of affairs of the Group and the Association as at the end of the financial year
and the income and expenditure of the Group and Association for the year ended on that date.

In preparing those Financial Statements, suitable accounting policies have been used, framed, to the best of
the Board’s knowledge and belief, by reference to reasonable and prudent judgements and estimates and
applied consistently. Applicable accounting standards have been followed. The Board is also required to
indicate where Financial Statements are prepared other than on the basis that the Group is a going concern.

11
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(continued)

Board’s responsibilities for the Financial Statements (continued)

The Board is responsible for ensuring that arrangements are made for keeping proper books of account with
respect to the Group’s transactions and its assets and liabilities and for maintaining a satisfactory system of
control over the Group’s books of account and transactions. The Board is also responsible for ensuring that
arrangements are made to safeguard the assets of the Group and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The Board is responsible for the maintenance and integrity of the corporate and financial information
included on the Group’s website.

Legislation in the United Kingdom governing the preparation and dissemination of financial statements may
differ from legislation in other jurisdictions.

Internal controls assurance

The Board acknowledges its ultimate responsibility for ensuring that the Group has in place a system of control
that is appropriate to the various business environments in which it operates. Any such system can provide
reasonable but not absolute assurance against material misstatements or loss and the development of the
system is a continuing process. The system of control is designed to manage key risks and to provide
reasonable assurance that planned business objectives and outcomes are achieved. It also exists to give
reasonable assurance about the preparation and reliability of financial and operational information and the
safeguarding of the Group’s assets and interests.

In meeting its responsibilities, the Board has adopted a risk-based approach to internal controls which are
embedded within the normal management and governance process. This approach includes the regular
evaluation of the nature and extent of risks to which the Group is exposed and is consistent with Turnbull
principles as incorporated in the Housing Corporation’s circular 07/07: Internal Controls Assurance. The risk
assessments are updated at least annually and reported to the Group Audit and Risk Management Committee.

The process adopted by the Board in reviewing the effectiveness of the system of internal control, together with
some of the key elements of the control framework includes:

e Environment and control procedures

The Group Board and its Committees retain responsibility for a defined range of issues covering strategic,
operational, financial and compliance issues including treasury strategy, risk management and development
projects. Policies and procedures cover issues such as delegated authority, the segregation of duties,
accounting, treasury management, health and safety, data and asset protection, and fraud prevention and
detection.

e Appropriately qualified staff

Experienced and suitably qualified staff are allocated responsibility for important business functions. Job and
person specifications are appropriate and specific and annual appraisal procedures are well established
ensuring the maintenance of standards of performance and the training and development of staff.

¢ |dentification and evaluation of key risks

Management responsibility has been clearly defined for the identification, evaluation and control of significant
risks. There is a formal and ongoing process of management review in each area of the Group’s activities. The
Executive Management Team and Group Audit and Risk Management Committee regularly considers and
receives reports on significant risks facing the Group and the Group Chief Executive is responsible for reporting
to the Board any significant changes affecting key risks.

12
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(continued)

Internal controls assurance (continued)

¢ Information and financial reporting systems

Financial reporting procedures include detailed budgets for the year ahead, detailed management information
produced monthly and forecasts for the remainder of the financial year and for subsequent years. These are
reviewed in detail by the Executive Directors and are considered and approved by the Board. The Board also
regularly reviews key performance indicators to assess progress towards the achievement of key business
objectives, targets and outcomes.

¢ Monitoring and corrective action

A process of regular management reporting on control issues provides assurance to executive officers and to
the Board. This includes a rigorous procedure for ensuring that corrective action is taken in relation to any
significant control issues, particularly those that may have a material impact on the Financial Statements and
delivery of our services.

The internal control framework and the risk management process are subject to regular review by Internal Audit
who advise the Executive Management Team and report to the Group Audit and Risk Management Committee.

The Group Audit and Risk Management Committee conducts an annual review of the effectiveness of the
system of internal control and has taken account of any changes needed to maintain the effectiveness of the
risk management and control process. The Group Audit and Risk Management Committee make an annual
report to the Board. The Board has received and considered this report.

Every incident recorded on the fraud register is reported in detail to the Group Audit and Risk Management
Committee and these incidents are summarised in the report to the Board on internal controls which is
presented each year. During 2008/09 and up to the date of signing the accounts, there have only been two
incidents totalling (£510) recorded in the fraud register.

The Board confirms that there is an ongoing process for identifying and managing significant risks faced by the
Group. This process has been in place throughout the year under review, up to the date of the annual report
and accounts and is regularly reviewed by the Board.

Related party transactions

Mr K Beck is both a tenant and member of the Board of Management of the Group, West Mercia Homes and a
Partner Association. Miss D Sullivan, Mrs R Williams, Mrs J Allen, Mrs J Ashley, Ms M McCall, Mrs M Gale,
Ms C Reid, Mr J Cotterill and Mr B Newey are tenants and members of the Board of Management of a Partner
Association. Their tenancies are on the Group’s normal tenancy terms, and they cannot use their positions to
their advantage. Mr R Seed is a lessee in a leasehold property where a Partner Association is the
management agent; no advantage could be gained from his position.

Directors’ and Officers’ Liability Insurance

Directors and officers have been insured throughout the period to indemnify the Group against liability of the
officers when acting for the Group.

Corporate Governance

The Boards are satisfied that they comply with the National Housing Federation Code of Governance issued
in January 2000 in all material respects.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
REPORT OF THE BOARD OF MANAGEMENT
For the year ended 31 March 2009

(continued)

Board Member Movements

As at 31 March 2009 there were 15 members of the Board of Management of the Parent Association.

Employees

The strength of the Group lies in the quality and commitment of its employees. Our ability to meet our
business objectives and commitments to residents in an efficient manner depends on the contribution of
employees throughout the Group. We are committed to equal opportunities for all employees and do not
discriminate on the grounds of ability or impairment, age, gender, sexuality, race or religious beliefs. The
Group demonstrates its commitment to equality and diversity in all aspects of employment, including
recruitment, career development, training, promotion and welfare.

The Group’s training strategy defines and promotes the philosophy and practice of continuous development
of all staff, aligned to the delivery of defined business objectives, through access to quality driven training
and development. This enables staff to make the best possible contribution to the objectives of the Group
whilst achieving their own potential at work.

The Group’s pay strategy ensures that employees are adequately rewarded, within the context of the market
place, with awards based on a combination of individual job specific targets and corporate competencies.

Statement as to disclosure of information to Auditors

The Board members who were in office on the date of approval of these financial statements have
confirmed, as far as they are aware, that there is no relevant audit information of which the auditors are
unaware. Each of the Board members has confirmed that they have taken all the steps that they ought to
have taken as Board members in order to make themselves aware of any relevant audit information and to
establish that it has been communicated to the auditors.

Going Concern

After making enquiries the Board has a reasonable expectation that all the Associations in the Group have
adequate resources to continue in operational existence for the foreseeable future. For this reason, they
continue to adopt the going concern basis in the financial statements.

Auditors
At the annual general meeting members will be asked to delegate a decision on the appointment of external
auditors, following the integration of Whitefriars into the Group, to the Group Audit and Risk Management

Committee.

The report of the Board of Management was approved on 16" September 2009 and signed on its behalf by:

Name: Mr R Griffiths
Title:  Chairman
Date 16" September 2009
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
WEST MERCIA HOUSING GROUP LIMITED

For the year ended 31 March 2009

We have audited the financial statements which comprise the Income and Expenditure Account, the Statement of
Recognised Surpluses and Deficits, Consolidated Balance Sheet, Association Balance Sheet, Cash Flow Statement and
related notes.

This report is made solely to West Mercia Housing Group Limited’s members as a body, in accordance with the relevant
legislation. Our audit work has been undertaken so that we might state to West Mercia Housing Group Limited’s
members those matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than West Mercia Housing Group
Limited and West Mercia Housing Group Limited’s members as a body, for our audit work, for this report, or for the
opinions we have formed.

Respective responsibilities of the board and auditors

The board’s responsibilities for preparing the Annual Report and the financial statements in accordance with applicable
law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out in
the Statement of Board’s Responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board.

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in
accordance with the Industrial and Provident Societies Acts 1965 to 2002, the Housing Act 1996 and the Accounting
Requirements for Registered Social Landlords General Determination 2006. We also report to you if, in our opinion, a
satisfactory system of control over transactions has not been maintained, if West Mercia Housing Group has not kept
proper accounting records, if we have not received all the information and explanations we require for our audit, or if
information specified by law regarding directors’ remuneration and other transactions is not disclosed.

We read other information contained in the Annual Report, and consider whether it is consistent with the audited financial
statements. This other information comprises only the Report of the Board of Management. We consider the implications
for our report if we become aware of any apparent misstatements or material inconsistencies with the financial
statements. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements. It also includes an assessment of the significant estimates and judgements made by the board
in the preparation of the financial statements, and of whether the accounting policies are appropriate to West Mercia
Housing Group Limited’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary
in order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated
the overall adequacy of the presentation of information in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view, in accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of West Mercia Housing Group Limited and the Group’s affairs as at 31 March 2009 and
of the Group’s surplus for the year then ended and have been properly prepared in accordance with the Industrial and
Provident Societies Act 1965 to 2002, the Housing Act 1996 and the Accounting Requirements for Registered Social
Landlords General Determination 2006.

BAKER TILLY UK AUDIT LLP
Registered Auditor

Chartered Accountants

St Philips Point

Temple Row

Birmingham B2 5AF

16" September 2009
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
INCOME AND EXPENDITURE ACCOUNT

For the year ended 31 March 2009

GROUP Restated
Note 2009 2009 2008
£000 £000 £000
Turnover 2
Continuing operations 26,802 25,017
Acquisitions 25,736 -
52,538 25,017
Operating costs 2 (41,965) (18,528)
Operating surplus
Continuing operations 6,796
Acquisitions 3,777
10,573 6,489
Profit on sale of fixed assets 3 168 379
Pension finance costs (216) -
Interest receivable and other income 6 361 666
Interest payable and similar charges 6 (10,148) (4,919)
Surplus on ordinary activities
before taxation for the year 8 738 2,615
Tax on surplus on ordinary activities 7 (46) -
Surplus on ordinary activities after
taxation for the year 21 692 2,615
ASSOCIATION 2009 2008
Note £000 £000
Turnover 2 (v) 6,056 3,083
Operating costs 2 (v) (5,789) (3,083)
Operating surplus 267 -
Gift Aid 7 (180) -
Surplus on ordinary activities
before taxation for the year 87 -
Tax on surplus on ordinary activities 7 (46) -
Surplus on ordinary activities after
taxation for the year 41 -

The results for the Group and Association related wholly to continuing activities.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
STATEMENT OF RECOGNISED SURPLUSES AND DEFICITS

For the year ended 31 March 2009

Group Association
2009 2008 2009 2008
Note £000 £000 £000 £000
Surplus for the financial year 692 2,615 41 -
Actuarial gain relating to pension scheme 17 6,027 - - -
Unrealised gain arising from exchange of - -
properties 911 -
Total recognised surpluses and
deficits for the year 7,630 2,615 41 -

Prior year adjustment 22 2,992

Total recognised surpluses and
deficits for the year 10,622

The notes on pages 21 to 51 form part of the Financial Statements.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

Fixed assets

Housing properties — depreciated cost

Less: Social Housing Grant
Other Public Grants

Other fixed assets

Homebuy loan
Homebuy grant

Current assets
Properties held for sale
Debtors

Short term investments
Cash at bank and in hand

Creditors: amounts falling due
within

one year

Net current assets

Total assets less current liabilities

Creditors: amounts falling due
after more than one year
Housing loan

Other creditors

Recycled capital grant fund
Disposal proceeds fund

Pension liability

Capital and reserves
Negative goodwill

Non equity share capital
Designated reserves
Restricted reserves
Revenue reserves

At 31 March 2009

Note

9

© ©

10

11

13
14

15

16
16
16
16

17

18
20
21
21
21

Group
2009
£000 £000
682,249
(152,087)
(7,612)
522,550
6,291
3,881
(3,869)
12
528,853
4,121
5,687
2,000
11,207
23,015
(17,675)
5,340
534,193
322,895
762
290
2,928
326,875
14,296
140,999
1,339
4
50,680
52,023
534,193

Restate
Group
2008
£000

272,037
(136,639)

(2,523)

3,004
(2,992)

d

£000

132,875
1,935

12

134,822

10,624
2,179

10,349
23,152

(5,997)

17,155

151,977

106,271
436
534
304

358

44,070

107,545

44,432

151,977

The financial statements on pages 16 to 51 were approved by the Board and authorised for issue on

16" September 2009 and signed on its behalf by:

Mr R Griffiths - Chairman

Mr J K Knaggs - Vice Chairman

Mr D G Maitland — Executive Finance Director and Company Secretary
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

ASSOCIATION BALANCE SHEET

Fixed assets
Other fixed assets

Current assets
Investments

Debtors

Cash at bank and in hand

Creditors: amounts falling due
within one year

Net current liabilities

Total assets less current liabilities

Creditors: amounts falling due
after more than one year

Capital and reserves
Non equity share capital
Revenue reserves

At 31 March 2009

Note

10

26

13

15

16

20
21

Association
2009
£°000 £°000
242
2,527
58
2,585
(2,786)
(201)
41
41
41

113

Association
2008
£000 £°000
255
98
15
(368)
(255)

The financial statements on pages 16 to 51 were approved by the Board and authorised for issue on

16" September 2009 and signed on its behalf by:

Mr R Griffiths - Chairman

Mr J K Knaggs - Vice Chairman

Mr D G Maitland — Executive Finance Director and Company Secretary

19



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

CASH FLOW STATEMENT

For the year ended 31 March 2009

Group
2009
Note £000 £000

Net cash inflow from operating activities 24(a) 21,517

Returns on investments and servicing of
finance

Interest received 361
Interest paid (11,165)

Net cash outflow from returns on
investments and servicing of finance (10,804)

Taxation
Corporation tax paid -

Capital expenditure

Purchase of housing properties (44,596)
Sales of housing properties 3,034
Social Housing Grant received 14,289
Purchase of other fixed assets (525)
Homebuy loans made (877)
Homebuy grants received 644

Net cash outflow from investing activities (28,031)
Acquisition

Purchase of Whitefriars Housing Group -

Net cash acquired with Whitefriars 3,052

Net cash inflow from the acquisition 3,052

Net cash outflow before use of liquid
resources and financing (14,266)

Management of liquid resources
Bank deposit withdrawn 1,500

Financing

Housing loans received 14,185
Housing loans repaid (561)

Net cash inflow from financing 13,624
Increase/(Decrease) in cash and cash

equivalents 24(b) 858

The notes on pages 21 to 51 form part of the Financial Statements.

20

Restated
Group
2008
£°000 £°000
7,951
666
(6,218)
(5,552)
(48,902)
9,095
8,361
(215)
(1,730)
1,638
(31,753)
(29,354)
24,083
(1,033)
23,050
(6,304)



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009

Accounting policies

The financial statements have been prepared in accordance with applicable Accounting Standards in
the United Kingdom.

(a)

(b)

(c)

(d)

Legislative provision

The Associations within the Group are all registered under the Industrial and Provident
Societies Acts 1965 to 2002 and are registered with the Tenant Services Authority as
Registered Social Landlords as defined by the Housing Act 1996.

The Association subsidiaries are all registered on charitable rules whereas the parent is
registered as non-charitable. The other Group organisations are all registered as non-
charitable limited companies.

Basis of accounting

The financial statements have previously been prepared in accordance with the Statement of
Recommended Practice: Accounting by Registered Social Landlords (SORP) 2005. The
updated SORP has resulted in a change in accounting policy and a prior year adjustment has
been made to restate the 2008 financial statements. The impact on the prior year adjustment
is explained in note 22.

The financial statements have been prepared under the historical cost convention. The
financial statements have been prepared in accordance with the Statement of Recommended
Practice: Accounting by Registered Social Landlords (SORP), update issued in 2008 and in
accordance with the Accounting Requirements for Registered Social Landlords General
Determination 2006.

The financial statements of the West Mercia Housing Group are the result of the
consolidation of the financial statements of the Association and its trading subsidiaries, West
Mercia Homes Limited, Harden Housing Association (Midlands) (2005) Limited, Nexus
(Midlands) Housing Association (2005) Limited, Kemble Housing Limited and Whitefriars
Housing Group Limited.

Whitefriars Housing Group joined the Group on the 7" November 2008 and is consolidated
by the acquisition method of accounting.

Turnover

Turnover represents rents and service charges receivable, sale proceeds, revenue grants
from the Housing Corporation and other public bodies and fees receivable for the
development and management of properties for third parties. All income is recognised on a
receivable basis.

Supported housing managed by agencies

Social Housing Grants (SHG) for capital expenditure are claimed and incorporated within the
balance sheet in line with ownership. The treatment of revenue income and expenditure in
respect of supported housing projects depends solely on the agreements with the managing
agents and on whether the Group carried the financial risk.

Where the Group holds the support contract with the Supporting People Administering
Authority and carries the financial risk, all of the project’s income and expenditure is included
in the Group’s Income and Expenditure Account.

Where the agency holds the support contract with the Supporting People Administering
Authority and carries the financial risk, the income and expenditure includes only that income
and expenditure which relates solely to the Group. Other income and expenditure of projects
in this category is excluded from the Group’s Income and Expenditure Account.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Accounting policies (continued)

() Management costs

Management costs are allocated to revenue accounts on the basis of staff time allocated,
except for specific items of expenditure, which are allocated directly.

(f)  Cyclical repairs and maintenance
Due to the number of homes held and the establishment of regular programmes of repair and
maintenance, the Associations do not make any provision for future works but charge actual
costs incurred to the Income and Expenditure Account.
(g) Tangible fixed assets
(i) Housing properties — Cost
Homes owned by the Associations within the Group are stated at cost, (including fair

value in respect of the properties included following the integration of Whitefriars
Housing Group) rather than value. The development cost of homes includes the

following:

i) Costs of acquiring land and buildings;

ii) Professional fees;

iiil) Related development staff salaries and corresponding direct overheads;

iv) Provision for the value of the work completed but not paid for at the year end;

Iv) Interest costs on the net capital employed until the date of its practical
completion;

Vi) Cost of major repairs capitalised

(i)  Shared ownership properties — Cost

All properties are split between fixed and current assets in line with the expectation
relating to the first tranche sale percentage. The expected first tranche proportion is
classified as a current asset until the point of the first tranche sale. The current asset
is then transferred to cost of sales and matched against sales proceeds within the
operating surplus in the Income and Expenditure Account. Any operating surplus is
restricted to the overall surplus which takes account of the Existing Use Value —
Social Housing (EUV-SH) of the remaining fixed asset element.

The remaining element of the asset is classified as a fixed asset and included in
housing properties at cost less any provision for depreciation or impairment.

(i) Housing properties — Depreciation

The SORP requires that registered social landlords depreciate the cost of properties,
net of Social Housing Grant and freehold land. This should be on a systematic basis
that reflects as far as possible the pattern in which the balance sheet value of the
properties is consumed over their useful economic lives. Accordingly, the Board of
Management considers that the useful economic lives of the properties are as

follows:
Newly constructed properties 100 Years from the date of practical completion
Refurbished properties 50 Years from the date of purchase
Leasehold properties Over the remaining life of the lease
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Accounting policies (continued)

(g) Tangible fixed assets (continued)

(iv)

(vii)

Social Housing Grant (SHG) and other grants

Grants for capital expenditure are deducted from the cost of the fixed asset to which
they relate, as they become receivable.

Under certain circumstances SHG is repayable within three years if not reinvested in
accordance with Housing Corporation procedures (see note 16).

Other public grants are repayable on the sale of the properties to which they relate.

Revenue grants are credited to the Income and Expenditure Account as they
become receivable.

Impairment

The Group reviews its properties for impairment on an annual basis. Any permanent
diminution in the carrying value of such properties is charged to the Income and
Expenditure Account. As noted in the shared ownership accounting policy (see note
1 (g) (ii)) if first tranche sales surpluses on a scheme are greater than the overall
surplus for the scheme, the surpluses have been restricted to the overall surplus by
reducing the carrying value of the fixed asset element and increasing the operating
cost (via transfer through current assets). Any first tranche element of shared
ownership in current assets that are transferred to fixed assets are transferred at the
lower of cost and net realisable value.

Other tangible fixed assets

Tangible fixed assets other than housing properties are stated at cost less
accumulated depreciation.

Depreciation is charged over the expected useful life of the asset, at the following
annual rates:

Computer equipment and systems  33% on cost

Office fixtures and fittings 15% on written down value
Photocopiers 20% on cost
Leasehold office improvements Over the remaining life of the lease

Depreciation of offices is calculated in compliance with the SORP (see note 1(g)(iii)).
The Board of Management has determined that the useful economic lives are as
follows:

Newly constructed offices 75 Years from the date of practical
completion
Refurbished offices 50 Years from the date of purchase

Leased assets
All leases are regarded as operating leases and the payments made under them are

charged to the Income and Expenditure Account on a straight line basis over the
lease term.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Accounting policies (continued)

(h)

(i)

)]

(k)

U]

Homebuy loans and grants

Under these arrangements the Group receives Social Housing Grant representing between
122% and 25% of the purchase price in order to advance interest free loans to qualifying
homebuyers. The buyer meets the balance of the purchase price from a personal mortgage,
an element of which may be interest free for a period, and savings.

Loans advanced by the Group under these arrangements are disclosed as fixed asset
investments. The Social Housing Grant received to fund these loans is included as part of
the investment note using a linked presentation.

In the event that a property is resold, the Group recovers the appropriate proportion of the
value of the property at the time of the resale. The grant becomes recyclable when the loans
are repaid up to the amount of the original grant and the extent the proceeds permit. The
Group is able to retain any surplus proceeds attributable to the share of the value of the
property. If there is a fall in the value of the property the shortfall of proceeds is offset against
the recycled grant.

There are no circumstances in which the Group will suffer any losses.
Properties held for resale

The Group has developed a small number of properties for outright sales as part of mixed
tenure schemes. Where these are unsold at the balance sheet date these are stated at the
lower of cost and net realisable value.

Loans

Since 1988 all loans have been raised from the private sector including banks, building
societies and The Housing Finance Corporation Limited. All loan interest is accounted for on
a basis which reflects the effective periodic rate of interest on the loan. Proceeds of loan
stock issued by The Housing Finance Corporation Limited often contain elements of either
discount or premium. In accordance with Financial Reporting Standard No 4, loans
outstanding on the balance sheet are shown net of any premiums with the full loan
outstanding being reinstated over its life by means of adjustments from the Income and
Expenditure Account. Costs of raising finance are set against gross loans received and the
loan is then refinanced over its life by means of adjustments from the Income and
Expenditure account. Costs of raising finance are deemed to be finance costs of the same
nature as interest.

Negative goodwill

Negative goodwill arising on business combinations represents the difference between the
consideration given and the fair value of the net assets of the acquired entity. It is included in
reserves and released to the Income and Expenditure Account in the periods in which the fair
value of the non-monetary assets purchased on the acquisition are recovered whether
through depreciation or sale.

Major repairs and improvements

The SORP determines that major repairs and improvement works should be capitalised
where they result in an increase in the net rental stream over the properties’ useful economic
lives. The Board of Management, in compliance with the SORP have determined that, in
general, the works undertaken as major repairs comply with the criteria for capitalisation and
the net costs have, therefore, been charged to fixed assets on the balance sheet.

24



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Accounting policies (continued)

(m)

(o)

Designated and restricted reserves
The following reserves have been designated by the Boards of Management:

Designated reserves:

Maijor repairs and improvements:

This represents surpluses, which have been set aside to meet future expenditure on both
mixed funded developments and pre 1988 housing stock.

Exchange of Assets:

A reserve has been established relating to properties in the Liberty Park Development in
Coventry where new build properties have been exchanged for demolished properties. The
amount credited to the reserve is the unrealised gain which represents the difference
between the Existing Use Value — Social Housing of the new properties and the net book
value of the properties demolished. Transfers from this reserve to the Income and
Expenditure Account reserve are made as the gain is realised through depreciation or sale of
the properties.

SHYPP reserves:

This represents surpluses, which have been earmarked for future use in respect of the
supported housing for young people project.

Restricted reserves:

Special Reserve:

This represents donations received by West Mercia Homes Limited.
Pension costs

The Associations operate contributory defined benefit final salary pension schemes, for some
of their staff who wish to participate, sponsored by the National Housing Federation and the
Tenant Services Authority, the cost of which is written off to the Income and Expenditure
Accounts on an accruals basis. The assets of the scheme are held separately from those of
the Associations in an independent fund administered by the Pensions Trust for Charities and
Voluntary Organisations. Details of the latest valuation are given in note 17 to the financial
statements.

As the Scheme is industry-wide, it is not possible to identify the share of underlying assets
and liabilities belonging to individual participating employers. Accordingly, the Associations
have taken advantage of the exemption in Financial Reporting Standard No 17 and have
accounted for their contributions to the Scheme as if they were defined contribution schemes.

Whitefriars Housing Group also offers the option of the West Midlands Metropolitan
Authorities Pension Scheme to its staff, the pension scheme liabilities are measured using
the projected unit method and discounted at an AA corporate bond rate. The pension
scheme assets are valued at market rate. The pension scheme deficit is recognised in full on
the Group balance sheet.
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2(ii)

2(iv)

WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Social housing lettings
GROUP

Income from lettings

Rents receivable net of identifiable service charges
Charge for Support Services

Lease receipts

Service charges receivable

Gross rents receivable
Less: Rent losses from voids

Net rents receivable

Housing Corporation revenue grants
Other revenue grants
Other income

Turnover from social housing lettings

Management

Services

Routine maintenance

Planned maintenance

Maijor repairs expenditure

Rent losses from bad debts
Property lease charges
Depreciation of housing properties
Amortisation of Goodwiill

Other costs

Operating costs on social housing lettings

Operating surplus on social housing lettings

Social housing lettings
GROUP

General Needs Housing
Residential Care Homes
Supported Housing
Shared Ownership

Rent receivable from social housing lettings

27

2009 2008
£2000 £2000
39,157 14,811
173 183
- 9
3,396 1,724
42,726 16,727
(875) (110)
41,851 16,617
143 108
87 151
586 -
42,667 16,876
(8,805) (2,520)
(5,363) (2,863)
(6,855) (2,933)
(2,547) (1,214)
(4,710) -
(551) (62)
(122) (111)
(4,252) (1,290)
1,042 -
(248) -
32,411) (10,993)
10,256 5,883
2009 2008
£7000 £2000
39,051 14,579
17 170
2,011 641
1,647 1,486
42,726 16,876
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS
31 March 2009
(continued)
Directors’ emoluments
The Directors are defined as the Board of Management, the Group Chief Executive and other members

of the Group Executive Management Team reporting to the Group Chief Executive. Details of
remuneration are as follows.

Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Emoluments — including pension contributions
and benefits in kind 774 516 737 502
Emoluments, excluding pension contributions,
paid to the highest paid director (the Deputy
Group Chief Executive) 113 99 113 99

The Deputy Group Chief Executive is an ordinary member of the Social Housing Pension Scheme (see
note 17). She is not subject to any enhanced or special terms nor does the Group make any contribution
to an individual pension on her behalf.

Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Total expenses reimbursed to the officers and
group executive officers chargeable to United
Kingdom income tax 17 12 3 8
Employee information
Group Association
2009 2008 2009 2008
Number Number Number Number
The average weekly number of persons,
based on a 35 hour week (including the
Group Chief Executive) employed during the 462 140 67 55
year was:
2008 2008 2008 2007
£000 £000 £000 £000
Staff costs were:
Salaries 11,139 3,820 2,331 1,740
Social security costs 885 303 201 138
Pension and other costs 1,180 319 230 173
13,204 4,442 2,762 2,051
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

6 Interest

Interest receivable

Interest payable on bank loans, overdrafts
and other loans:

Repayable by instalments after more than five
years

Interest on other loans

Capitalisation of development interest
payable

7 Taxation

Group Association

2009 2008 2009 2008
£000 £000 £000 £000
361 666 - -
10,320 5,106 - -
931 814 - -
(1,103) (1,001) - -
10,148 4,919 - -

The subsidiaries are charitable and providing income is derived from their primary purpose, there is no

liability for corporation tax.
GROUP & ASSOCIATION

UK corporation tax
UK corporation tax on surplus of the period

Deferred tax
Originating and reversal of timing differences

The liability to Corporation Tax has been reduced by the payment of gift aid to two of the

subsidiaries before the end of the financial year

30

2009 2008

£°000 £°000

60 -

(14) -

46 -
charitable



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

7 Taxation (continued)
ASSOCIATION

Factors affecting current tax charge

The tax assessed on the surplus on ordinary activities for the period is lower than the standard rate of
corporation tax in the UK of 28% (2008: 30%). The differences are reconciled below.

Surplus on ordinary activities before tax at 28% for 2009

Surplus on ordinary activities multiplied by
standard rate of UK corporation tax

Effect of:
Expenses not deductible for tax purposes
Depreciation in excess of capital allowances

8 Surplus on ordinary activities before taxation
Group
2009
£000
Surplus on ordinary activities before
taxation is stated after charging/(crediting)
Depreciation on housing properties 4,261
Depreciation on other tangible fixed assets 528
Amortisation of negative goodwiill (1,042)
Release of negative goodwill on sale of
property (11)
Auditor’s remuneration
- Audit of parent company 8
- Audit of subsidiaries 34
- Tax services 7
Operating lease payments
- Motor vehicles 349
- Office rental and equipment 243

2009 2008
£000 £000
87 -
24 -
22 -
14 -
60 -

Association
2008 2009 2008
£000 £000 £000
1,297 - -
234 165 158
4 8 4
19 -
12 - 12
46 34 36
183 118 117

31



WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

Housing Properties

GROUP

Cost

At 1 April 2008

Prior year adj. (note 22)

At 1 April 2008 restated

Acquisitions (note 19)

Additions

Schemes completed

Disposals:

— first tranche sales

— RTB/RTA/subsequent
tranche sales

Transfers from/(to)

— properties for resale

— shared ownership

- IMR

Abortive costs

At 31 March 2009

Depreciation

At 1 April 2008

Prior year adj. (note 22)
At 1 April 2008 restated
Charge for the year
Disposals
Transfer-IMR

At 31 March 2009

Depreciated cost
At 31 March 2009

At 31 March 2008

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009

(continued)

Social Housing and Other Grants

At 1 April 2008

Prior year adj. (note 22)
At 1 April 2008 restated
Acquisition (note 19)
Transfers

Received & receivable
SHG in advance
Schemes completed
Transfer (to)/from RCGF
Transfer from DPF

At 31 March 2009

Net book value
At 31 March 2009

At 31 March 2008

Shared
Housing Housing Completed ownership
properties properties shared properties
held for under ownership under
letting construction properties construction Total
£000 £000 £000 £000 £000
226,058 12,292 24,780 22,877 286,007
(303) (808) 2,229 (7,928) (6,810)
225,755 11,484 27,009 14,949 279,197
359,212 3,317 5,642 - 368,171
7,304 24,563 32 14,521 46,420
20,067 (20,067) 23,623 (23,623) -
- - (2) (2,126) (2,128)
(192) - (154) - (346)
- - - 1,006 1,006
- - - 1,429 1,429
7,785 3,402 (7,785) (3,402) -
- (8) - (75) (83)
619,931 22,691 48,365 2,679 693,666
6,452 - 728 - 7,180
(9) - (11) - (20)
6,443 - 717 - 7,160
4,009 - 252 - 4,261
(1) - (3) - (4)
59 - (59) - -
10,510 - 907 - 11,417
609,421 22,691 47,458 2,679 682,249
219,312 11,484 26,292 14,949 272,037
120,366 3,226 14,428 1,813 139,833
239 - (910) - (671)
120,605 3,226 13,518 1,813 139,162
4,659 1,626 - - 6,285
850 783 (3,315) 1,682 -
1,450 9,513 7 2,452 13,422
- (903) - (44) (947)
6,701 (6,701) 4,596 (4,596) -
(94) 982 (92) - 796
838 143 - - 981
135,009 8,669 14,714 1,307 159,699
474,412 14,022 32,744 1,372 522,550
98,707 8,258 12,774 13,136 132,875
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Housing Properties (continued)

GROUP 2009 2008
£000 £000

Housing properties net book value comprise:
Freeholds 512,095 129,875
Long leaseholds 7,407 3,000
Short leaseholds 3,048 -
522,550 132,875

Cumulative interest capitalised during the development period to 31%" March 2009 totalled £4,159,599
(2008: £3,281,265).

The cumulative amount of Social Housing Grant received to date is approximately £160m (2008: £140m).
“Housing properties held for letting” includes the costs of 2 nursing homes shown under non-social housing
activities in note 2. The cost of these properties is £750,541, which is part funded by grants of £280,000 from

a regional health authority.

Other fixed assets

GROUP Freehold Lease- Office Computer Common Total
Offices hold Fixtures Equipment Areas
Offices &
Fittings

£000 £000 £000 £000 £000 £000
Cost
At 1 April 2008 1,644 459 574 965 97 3,739
Acquisitions (note 19) 5177 - 1,497 2,152 - 8,826
Additions 1 115 132 275 2 525
Disposals - - (16) (30) - (46)
At 31 March 2009 6,822 574 2,187 3,362 99 13,044
Depreciation
At 1 April 2008 294 154 458 807 4 1,717
Acquisitions (note 19) 1,284 - 1,201 1,982 - 4,467
Charge for the year 123 48 111 244 2 528
Disposals - - (16) (30) - (46)
At 31 March 2009 1,701 202 1,754 3,003 6 6,666
Grants
At 1 April 2008 - - - - 87 87
Received and
Receivable - - - - - -
31 March 2009 - - - - 87 87
Net book value 5,121 372 433 359 6 6,291
At 31 March 2009
At 31 March 2008 1,350 305 116 158 6 1,935
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009 (continued)

10 Other fixed assets (continued)

ASSOCIATION Leasehold Office Computer Total
Offices Fixtures Equipment
and Fittings
£000 £000 £000 £000
Cost
At 1 April 2008 71 140 965 1,176
Additions - 33 119 152
At 31 March 2009 71 173 1,084 1,328
Depreciation
At 1 April 2008 21 93 807 921
Charge for the year 4 15 146 165
At 31 March 2009 25 108 953 1,086
Net book value
At 31 March 2009 46 65 131 242
At 31 March 2008 50 47 158 255

11  Homebuy loans and grants

GROUP 2009 2008

£000 £000
Loans made by the Group 3,881 3,004
Grants received from the Tenants Services Authority 3,869 2,992

The Group has received grants from the Tenants Services Authority in total up to 31 March 2009 of
£3,869,000 (2008: £2,992,000) which have been loaned to people qualifying under the Homebuy Scheme.
Income from the administration of the Scheme of £262,000 (2008: £209,000) has been used by the Group for
administration services.

12 Housing Stock

GROUP 2009 2008
No of Units No of Units

Owned and completed at the end of the year:

General Needs 21,175 4,181
Nursing and Care Homes 65 66
Supported Housing 217 214
Shared Ownership 922 816
Retained Freeholds and Estate Charges 1,768 434
Total owned and completed 24,147 5,711
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009 (continued)

Housing stock

Owned and completed at the end of the year

Managed by others at the end of the year:
Dimensions (UK)

Knightstone Housing Association Limited
West Mercia Women'’s Aid

Praxis Care Group

Adullum Homes Housing Association Limited

Aspire Hereford

Birmingham and Solihull Women'’s Aid
Mclntyre Care

St Annes

Managed for others

Total in management at 31 March 2009

Debtors

Gross rental debtors
Less provision for doubtful debts

Trade debtors

Deferred tax

Amounts due from subsidiary undertakings
Prepayments and accrued income
Homebuy grant receivable

Other debtors

Social housing grant receivable

14 Short-term investments

GROUP

Unlisted Investments:

Bank deposits - Maturing in more than 24 hours

2009 2008
No of No of
Units Units
24,147 5,711
(48) (49)
(25) (25)
(23) (23)
(17) (17)
(12) (12)
(12) (12)
(11) (11)
(4) (4)
(17) -
23,978 5,558
414 470
24,392 6,028
Group Association
2009 2008 2009 2008
£000 £000 £000 £000
4,071 669 - -
(2,990) (158) - -
1,081 511 - -
208 635 - -
14 - 14 -
- - 2,348 -
1,568 340 111 98
- 97 - -
2,318 596 54 -
498 - - -
5,687 2,179 2,527 98
2009 2008
£000 £000
2,000 -
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009 (continued)

15 Creditors: amounts falling due within one year

Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Housing loans 766 755 - -
Trade creditors 4,651 2,094 - 62
Other creditors 1,015 - 69 -
Other taxation and social security payable 2 100 - 98
Corporation tax 60 - 60 -
Amounts due to subsidiary undertakings - - 2,548 156
Recycled capital grant fund - 845 - -
Disposal proceeds fund 123 145 - -
Accruals and deferred income 9,935 2,015 109 52
Monies received in advance - 43 - -
Social housing grant received in advance 1,123 - - -
17,675 5,997 2,786 368
16 Creditors: amounts falling due after more than one year
Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Monies received in advance 585 436 - -
Housing loans 322,895 106,271 - -
Other creditors 177 -
Recycled capital grant fund 290 534 - -
Disposal proceeds fund 2,928 304 - -
326,875 107,545 - -
Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Monies received in advance
At 1 April 2008 479 417 - -
Additions during the year 232 115 - -
Expenditure during the year (126) (53) - -
At 31 March 2009 585 479 - -
Less amount shown in current liabilities - (43) - -
585 436

Monies are collected annually from residents of leasehold schemes towards future major repairs to the

schemes. These monies are held on Trust by the Subsidiaries.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

16 Creditors: amounts falling due after more than one year (continued)
Housing loans

Amounts repayable by instalments:

Loans from local authorities, banks and building societies are secured by specific charges on the Group’s
housing properties. The loans to Whitefriars Housing Group are also secured by a floating charge over all its
housing properties and other assets. The loans are repayable at varying rates of interest in instalments due

as follows:
Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Repayable within one year 766 755 - -
Repayable within one to two years 9,948 985 - -
Repayable within two to five years 8,356 3,370 - -
Repayable after five years 292,991 90,231 - -
312,061 95,341 - -
Amounts repayable otherwise than by instalments:
Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Repayable within one year - - - -
Repayable within one to two years - - - -
Repayable after five years 12,500 12,500 - -
324,561 107,841 - -
Finance Costs (824) (728) - -
Premium of issue (76) (87) - -

323,661 107,026 - -
Less amount shown in current liabilities (766) (755) - -

322,895 106,271 - -

Interest rates range between 1.375% and 12.261% and have a weighted average rate of 5.152%.

Loans from The Housing Finance Corporation Limited totalling £4,000,000 are secured by specific charges
over West Mercia Homes Limited housing properties. The loans are repayable by single repayments in 2016
and 2023 and are subject to fixed interest rates. A further loan of £8,500,000 is repayable by a single
instalment in 2027 and is on a variable rate of interest.

At 31 March 2009 additional borrowing facilities of £76.0m (2008: £8.4m) had been agreed with existing
lenders.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

16 Creditors: amounts falling due after more than one year (continued)

Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Recycled capital grant fund
At 1 April 2008 1,379 1,205 - -
Additions during the year 142 338 - -
Withdrawals during the year (1,273) (239) - -
Notional interest 42 75 - -
At 31 March 2009 290 1,379 - -
Repayable within one year - 845 - -
Repayable within one to two years 145 180 - -
Repayable within two to five years 145 354 - -
290 1,379 - -
Less amount shown in current liabilities - (845) - -
At 31 March 2009 290 534 - -
Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Disposal proceeds fund
At 1 April 2008 449 250 - -
Acquisitions 3,773 - - -
Additions during the year 189 182 - -
Withdrawals during the year (1,506) - - -
Notional interest 146 17 - -
At 31 March 2009 3,051 449 - -
Repayable within one year 123 145 - -
Repayable within one to two years 2,410 - - -
Repayable within two to five years 518 304 - -
3,051 449 - -
Less amount shown in current liabilities (123) (145) - -
At 31 March 2009 2,928 304 - -

In accordance with the Homes and Communities Agency’s procedures where necessary the Subsidiaries
have established Recycled Capital Grant Funds and Disposal Proceed Funds. The provisions under which
these funds are established require that additions to the funds are either reinvested into allowable
developments or repaid to the Housing Corporation within three years. The procedures also require that
notional interest be added to the funds. The Associations have treated this notional interest as an
appropriation of their surpluses for the year.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Pension obligation

Two pension schemes are utilised by employers in the West Mercia Housing Group. All employers offer the
Social Housing Pension Scheme (SHPS) on the 1/60" accrual or 1/60"™ CARE basis to all staff. For the
purposes of the financial statements as this is a multi employer scheme where each employer’s share of the
assets and liabilities cannot be separately identified, this is accounted for as a Defined Contribution Scheme.

Whitefriars Housing Group also offers the option to staff of membership of the West Midlands Metropolitan
Authorities Pension Scheme on a 1/60" accrual basis and as it is possible to estimate the Group’s share of the
underlying assets and liabilities this is accounted for on the balance sheet in accordance with the requirements
of FRS17.

The assets of both schemes are held independently of the Group.

West Midlands Metropolitan Authorities Pension Fund

Whitefriars is a scheduled member into the West Midlands Metropolitan Authorities Pension Fund (WMMAPF).
This is a funded defined benefit scheme. Employees are eligible to join the WMMAPF subject to certain
qualifying criteria. The pension costs that are charged to Whitefriars accounts in respect of those employees are

equal to contributions paid to the fully funded benefit pension scheme.

The pension cost is assessed in accordance with the advice of an independent qualified actuary and charged to
the Income and Expenditure account as described below.

The employers’ contribution rate is assessed in accordance with the advice of an independent and
professionally qualified actuary. The employees’ contribution rate is fixed.

The pension contributions made by Whitefriars, in the period from the date of the business combination,
7 November 2008, was £770,000.

The pension cost is assessed every three years in accordance with the advice of a qualified independent
actuary. The date of the last valuation was 31 March 2007.

At the year end there were outstanding contributions of £193,293 included within Other Creditors.

The financial assumptions used by the actuary to calculate the scheme liabilities under FRS 17 were as follows
(the assumptions for 31 March 2008, which pre-date the combination, are shown for illustrative purposes):

Date of
Combination
March 7 November March
2009 2008 2008
Rate of increase in salaries 5.25% 5.15% 5.35%
Rate of increase in pensions in payment 3.5% 3.4% 3.6%
Discount rate 7.0% 6.2% 5.9%
Inflation assumption 3.5% 3.4% 3.6%

The mortality assumptions used in the valuation of the pension liabilities at 31 March 2009 and the date of
combination is taken from the PA92 (YOB) with medium cohort projections and a +1 year age rating.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009

(continue

Pension obligation (continued)

West Midlands Metropolitan Authorities Pension Fund (continued)

Life expectancy:
Of a male (female) future pensioner aged 65 in
20 years’ time
Of a male (female) current pensioner aged 65

d)

March
2009

Date of
Combination
7 November
2008

22.2 (25.0) 22.2 (25.0)

21.1 (24.0) 21.1 (24.0)

March
2008

22.2 (25.0)

21.1 (24.0)

The expected return on plan assets was determined by considering the expected returns available on the
assets underlying the current investment portfolio. Expected yields on bonds are based on gross redemption
yields at the balance sheet date whilst the expected returns on the equity and property investments reflect
the long-term real rates of return experienced in the respective markets.

The fair value of assets in the scheme, the present value of the liabilities in the scheme and the expected rate of

return at the balance sheet date were:

Expected Fair value at Expected

rate of 31 March rate of
return 2009 return
% £000 %
Equities 75 24,708 7.5
Government
bonds 4.0 4,752 4.8
Other bonds 6.0 2,509 6.2
Property 6.5 4,180 6.5
Other 0.5 1,863 3.0
Total market
value of assets 38,012
Present value of
scheme liabilities (52,308)
Net pension
liability (14,296)

ANALYSIS OF THE AMOUNT CHARGED TO SURLUS
BEFORE TAXATION

Current service cost
Of a male (female) current pensioner aged 65

Total operating charge

40

Fair value at Expected

Fair value at
31 March
2008

£000

31,986

4,602
2,481
3,970
2,075

45,114

(61,577)

(16,463)

7 November rate of
2008 return
£000 %
25,730 7.5
4,384 4.6
2,461 5.9
4,077 6.5
1,808 5.3
38,460
(58,279)
(19,819)
Date of
combination
to 31 March
2009
£°000
988
70
1,058
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

Pension obligation (continued)

West Midlands Metropolitan Authorities Pension Fund (continued)

31 March 2009

(continued)

ANALYSIS OF THE AMOUNT CHARGED TO OTHER

FINANCE COSTS

Expected return on pension scheme assets
Interest on pension scheme liabilities

Net cost

ANALYSIS OF THE AMOUNT RECOGNISED IN
STATEMENT OF TOTAL RECOGNISED SURPLUSES

AND DEFICITS (STRSD)

Actual return less expected return on pension scheme assets
Experience gains and losses arising on the scheme liabilities
Changes in assumptions underlying the present value of the scheme

liabilities

Actuarial gain recognised in STRSD

CHANGES IN THE PRESENT VALUE OF THE DEFINED

BENEFIT OBLIGATION

Opening defined benefit obligation — at date of combination

Service cost

Interest cost

Contributions by scheme participants
Actuarial gains

Past service costs

Benefits paid

Closing defined benefit obligation

CHANGES IN THE FAIR VALUE OF PLAN ASSETS

Opening plan assets — at date of combination

Expected return

Actuarial losses

Contributions by employer
Contributions by scheme participants
Benefits paid

Closing plan assets

Date of
combination
to 31 March
2009

£°000

1,323
(1,539)

(216)

Date of
combination
to 31 March
2009

£000
(2,406)
5,655

2,789

6,027

2009
£7000
58,279
988
(1,539)
315
(5,655)
70
(450)

52,308

2009
£7000
38,460
1,323
(2,406)
770
315
(450)

38,012

The actual return on plan assets at 31 March 2009 was (£8,625,000) (2008: £12,881,000)
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS
31 March 2009
(continued)
Pension obligation (continued)

West Midlands Metropolitan Authorities Pension Fund (continued)

ANALYSIS OF AMOUNT RECOGNISED IN STATEMENT OF Cumulative
TOTAL RECOGNISED SURPLUSES AND DEFICITS (STRSD) 2009
£000
Actual return less expected return on pension scheme assets (2,406)
Experience gains and losses arising on scheme liabilities 5,655
Changes in assumptions underlying the present value of the scheme
liabilities 2,789
Actuarial gain recognised in STRSD 6,027

The group expects to contribute £2,460,000 to its defined benefit pension plans in 2009/10.

Social Housing Pension Scheme

The Group participates in the Social Housing Pension Scheme (SHPS). The Scheme is funded and is
contracted out of the state scheme.

SHPS is a multi-employer defined benefit scheme. Employer participation in the Scheme is subject to
adherence with the employer responsibilities and obligations as set out in the “SHPS House Policies and Rules
Employer Guide”.

The Scheme operated a single benefit structure, final salary with a 1/60™ accrual rate, until March 2007. From
April 2007 there are three benefit structures available, namely:

Final salary with a 1/60"™ accrual rate.
Final salary with a 1/70"™ accrual rate.
. Career averaged revalued earnings with a 1/60™ accrual rate.

An employer can elect to operate different benefit structures for their active members (as at the first day of April
in any given year) and their new entrants. An employer can only operate one open benefit structure at any one
time. An open benefit structure is one which new entrants are able to join.

The Group has elected to operate the final salary with a 1/60" accrual rate and career average revalued
earnings with a 1/60" accrual rate benefit structure for active members as at 1% April 2007 and the 1/60" accrual
benefit structure is open for new entrants employed by Whitefriars Housing Group and the career average
retvalued earnings with a 1/60" accrual rate benefit structure for new entrants for other Group employees from
1% April 2007.

The Trustee commissions an actuarial valuation of the Scheme every 3 years. The main purpose of the
valuation is to determine the financial position of the Scheme in order to determine the level of future
contributions required, in respect of each benefit structure, so that the Scheme can meet its pension obligations
as they fall due. From April 2007 the split of the total contribution rate between member and employer is set at
individual employer level, subject to the employer paying no less than 50% of the total contribution rate.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Pension obligations (continued)
Social Housing Pension Scheme (continued)

The actuarial valuation assesses whether the Scheme’s assets at the valuation date are likely to be sufficient to
pay the pension benefits accrued by members as at the valuation date. Asset values are calculated by
reference to market levels. Accrued pension benefits are valued by discounting expected future benefit
payments using a discount rate calculated by reference to the expected future investment returns.

During the accounting period the Group paid contributions between the rate of 12.3% and 16%. Member
contributions varied between 4.7% and 10.2% depending on their age.

As at the balance sheet date there were 52 active members of the Scheme employed by the Association and a
total of 122 across the Group. The annual pensionable payroll in respect of these members was £4,119,081.
The Group continues to offer membership of the Scheme to its employees.

It is not possible in the normal course of events to identify on a consistent and reasonable basis the share of
underlying assets and liabilities belonging to individual participating employers. This is because the scheme is
a multi employer scheme where the scheme assets are co-mingled for investment purposes, and benefits are
paid from total scheme assets. Accordingly, due to the nature of the Scheme, the accounting charge for the
period under FRS17 represents the employer contribution payable.

The last formal valuation of the Scheme was performed as at 30 September 2008 by a professionally qualified
actuary using the Projected Unit Method. The market value of the Scheme’s assets at the valuation date was
£1,527 million. The valuation revealed a shortfall of assets compared with the value of liabilities of £ 663 million,
equivalent to a past service funding level of 70%.

The financial assumptions underlying the valuation as at 30 September 2008 were as follows:

% pa

Valuation Discount Rates

Pre retirement 7.8

Non Pensioner Post retirement 6.2

Pensioner Post retirement 5.6
Pensionable earnings growth 4.7
Price inflation 3.2
Pension increases

Pre 88 GMP 0.0

Post 88 GMP 2.8

Excess over GMP 3.0

Expenses for death in service insurance, administration and PPF levy are included in the contribution rate
The valuation was carried out using the following demographic assumptions

Mortality pre retirement — PA92 Year of Birth, long cohort projection, minimum improvement 1%pa
Mortality post retirement — 90% S1PA Year of Birth, long cohort projection, minimum improvement 1%pa

The long-term joint contribution rates that will apply from April 2010 required from employers and members to
meet the cost of future benefit accrual were assessed at:
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Pension obligations (continued)
Social Housing Pension Scheme (continued)

Long-term joint contribution rate

Benefit structure (% of pensionable salaries)
Final salary with a 1/60" accrual rate 17.8
Final salary with a 1/70" accrual rate 154
Career average revalued earnings with a 1/60™ accrual rate 14.9

If an actuarial valuation reveals a shortfall of assets compared to liabilities the Trustee must prepare a recovery
plan setting out the steps to be taken to make up the shortfall.

Following consideration of the results of the actuarial valuation it was agreed that the shortfall of £ 663 million
would be dealt with by the payment of deficit contributions of 7.5% of pensionable salaries, increasing each year
in line with salary growth assumptions, from 1 April 2010 to 30 September 2020, dropping to 3.1% from 1
October 2020 to 30 September 2023. Pensionable earnings at 30 September 2008 are used as the reference
point for calculating these deficit contributions. These deficit contributions are in addition to the long-term joint
contribution rates set out in the table above.

Employers that participate in the Scheme on a non-contributory basis pay a joint contribution rate (i.e. a
combined employer and employee rate).

Employers that have closed the Scheme to new entrants are required to pay an additional employer contribution
loading of 3.0% to reflect the higher costs of a closed arrangement.

A small number of employers are required to contribute at a different rate to reflect the amortisation of a surplus
or deficit on the transfer of assets and past service liabilities from another pension scheme into the SHPS
Scheme.

Employers joining the Scheme after 1 October 2002 that do not transfer any past service liabilities to the
Scheme pay contributions at the ongoing future service contribution rate. This rate is reviewed at each
valuation and applies until the second valuation after the date of joining the Scheme, at which point the standard
employer contribution rate is payable. Contribution rates are changed on the 1 April that falls 18 months after
the valuation date.

A copy of the recovery plan, setting out the level of deficit contributions payable and the period for which they
will be payable, must be sent to the Pensions Regulator. The Regulator has the power under Part 3 of the
Pensions Act 2004 to issue scheme funding directions where it believes that the actuarial valuation assumptions
and / or recovery plan are inappropriate. For example the Regulator could require that the Trustee strengthens
the actuarial assumptions (which would increase the scheme liabilities and hence impact on the recovery plan)
or impose a schedule of contributions on the Scheme (which would effectively amend the terms of the recovery
plan). The Regulator has reviewed the recovery plan for the SHPS Scheme and confirmed that, in respect of
the September 2005 actuarial valuation, it does not propose to issue any scheme funding directions under Part
3 of the Pensions Act 2004. A copy of the recovery plan in respect of the September 2008 valuation will be
forwarded to the Regulator in due course.
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31 March 2009
(continued)

Pension obligations (continued)
Social Housing Pension Scheme (continued)

As a result of pension scheme legislation there is a potential debt on the employer that could be levied by the
Trustee of the Scheme. The debt is due in the event of the employer ceasing to participate in the Scheme or
the Scheme winding up.

The debt for the Scheme as a whole is calculated by comparing the liabilities for the Scheme (calculated on a
buyout basis i.e. the cost of securing benefits by purchasing annuity policies from an insurer, plus an allowance
for expenses) with the assets of the Scheme. If the liabilities exceed assets there is a buy-out debt.

The leaving employer’s share of the buy-out debt is the proportion of the Scheme’s liability attributable to
employment with the leaving employer compared to the total amount of the Scheme’s liabilities (relating to
employment with all the currently participating employers). The leaving employer’s debt therefore includes a
share of any ‘orphan’ liabilities in respect of previously participating employers. The amount of the debt
therefore depends on many factors including total Scheme liabilities, Scheme investment performance, the
liabilities in respect of current and former employees of the employer, financial conditions at the time of the
cessation event and the insurance buy-out market. The amounts of debt can therefore be volatile over time.

West Mercia Housing Group has been notified by the Pensions Trust of the estimated employer debt on
withdrawal from the Social Housing Pension Scheme based on the financial position of the Scheme as at 30"
September 2008. As of this date the estimated employer debt for the Association was £4,785,000 and across
the Group totalled £14,383,000.

Negative Goodwill

Group Association
2009 2008 2009 2008
£000 £000 £000 £000
Additions during the year 142,052 - - -
Amortised during for the year (1,042) - - -
Released on sale of property 11) - - -
At 31 March 2009 140,999 - - -

The addition of negative goodwill during the year occurred when Whitefriars Housing Group joined West
Mercia Housing Group on 7" November 2008. The entity’s assets and liabilities are reflected in the
consolidated accounts at fair values and are analysed in more detail in note 19.
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19 Subsidiary Association

On the 7™ November 2008 West Mercia Housing Group acquired Whitefriars Housing Group Limited, for
consideration of £1. The transaction has been accounted for using the acquisition method of accounting.
The net assets acquired in the transaction and the negative goodwill arising are as follows:

Net assets acquired were as follows: Book Fair Value Fair
Value Adjustments Value
£000 £000 £000

Housing properties 128,652 233,234 361,886

Other fixed assets 4,359 - 4,359

Current assets 2,817 - 2,817

Creditors (4,191) - (4,191)

Pension liability (19,819) - (19,819)

Loans (203,000) - (203,000)

Net assets acquired (91,182) 233,234 142,052

Consideration - - -

Negative goodwill (91,182) 233,234 142,052

The Board of Management have undertaken an exercise to consider the EUV-SH of the Housing Properties
at the date of acquisition. The Board of Management have established that these assets having a current
value of £361,886,000 and have adjusted the fair value of the Housing Properties accordingly.

20 Non-equity share capital

GROUP AND ASSOCIATION 2009 2008
£ £

Allotted, issued and fully paid shared of £1 each

At 1 April 2008 9 11

Issues during the year 7 3

Cancelled during the year (1) (5)

At 31 March 2009 15 9

The shares provide members with the right to vote at general meeting, but do not provide any rights to
dividends or distribution on winding up.
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Reserves

ASSOCIATION

At 1% April 2008
Surplus for the year

At 31% March 2009

Prior year adjustment

Revenue
Reserves

Income and
Expenditure
Account

£000

41

41

The policy for accounting for the costs of first tranche construction costs of shared ownership properties and

their subsequent sale has been brought into line with the 2008 SORP.

Previously the proceeds of first tranche sale of shared ownership properties were credited to fixed assets with
subsequent sales being accounted for within the financial statements as a net figure within “Surplus on sale
of Housing Properties”. In line with the revised 2008 SORP the proceeds and cost of sales relating to the first

tranche sales are shown within turnover and operating costs respectively.

Within the balance sheet, first tranche costs were previously capitalised as fixed assets. In order to comply
with the SORP 2008, previously capitalised first tranche costs have been reclassified as current assets within

Properties held for Sale.

Comparative figures in the primary statements and related notes have been restated to reflect these changes

and are summarised below:

Year ended
31% March
2008
£000 £000
Operating surplus:
As previously stated 5,983
Adjustment to reflect surplus on first tranche sale within
turnover and operating costs 506
As restated 6,489
Housing Properties — Net book value:
As previously stated 138,994
Net adjustment to reflect first tranche sales of shared
ownership properties as turnover and the costs as
Properties held for resale:
- Cost (6,810)
- Depreciation 20
- Social Housing Grant 671 (6,119)
As restated 132,875
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22  Prior year adjustment (continued)

Year ended
31% March
2008
£000 £°000
Properties held for resale:

As previously stated 1,007

Adjustment to reflect cost of first tranche sales of shared
ownership properties unsold at the year end as a current asset 9,617

As restated 10,624

Revenue Reserves:

As previously stated 40,934
Net adjustment to reflect first tranche sales of shared

ownership properties as turnover and the costs as

Properties held for resale: (6,119)
Adjustment to reflect cost of first tranche sales of shared
ownership properties unsold at the year end as a current asset 9,617 3,498

As restated 44 432

The effect of the change in accountancy policy has a cumulative effect on the revenue reserves of
£3,498,031. Of this amount £505,766 is recognized in the year ended 31 March 2008 and £2,992,265
relates to pre 31% March 2007 and is recognised in the Statement of Recognised Surpluses and Deficits.

23  Financial commitments

Capital commitments

GROUP 2009 2008
£000 £000
Capital expenditure that has been authorised by the Boards of 29,263 27,113

Management, but has not been contracted for

Capital expenditure that has been authorised by the Boards of 50,668 31,499
Management and contracted for

Revenue commitments

GROUP

Operating lease payments, for the Group, amounting to £810,000 (2008: £255,000) are due within one year.
The leases to which these amounts relate expire as follows:-

Offices & Motor 2009 Offices & Motor 2008
Equipment Vehicles Total Equipment Vehicles Total
£000 £000 £000 £000 £000 £000

Between two to
five years 108 485 593 - 46 46
Over five years 243 - 243 209 - 209
351 485 836 209 46 255
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31 March 2009
(continued)

Financial commitments (continued)

Revenue commitments (continued)

ASSOCIATION

Operating lease payments, for the parent, amounting to £151,000 (2008: £154,000) are due within one year.

The leases to which these amounts relate expire as follows:-

Offices & Motor 2009 Offices & Motor 2008
Equipment Vehicles Total Equipment Vehicles Total
£000 £000 £000 £000 £000 £000
Between two to
five years - 35 35 - 36 36
Over five years 116 - 116 118 - 118
116 35 151 118 36 154
Cash flow statement
a) Reconciliation of operating surplus to net cash inflow from operating activities
Restated
2009 2008
£000 £000
Surplus on ordinary activities before taxation 738 2,615
Net interest payable and similar charges 9,786 4,253
Profit on sale of fixed assets (168) (379)
Operating surplus 10,356 6,489
Depreciation charge on housing properties 4,261 1,297
Depreciation charge on other tangible assets 528 234
Amortisation of negative Goodwill (1,042) -
Adjustment for FRS17 (288) -
Decrease/(Increase) in properties held for resale 4,067 194
Decrease in debtors 2,013 (750)
Decrease in creditors 1,622 487
Net cash inflow from operating activities 21,517 7,951
b) Reconciliation of net cash flow to movement in net debt
Increase/(Decrease) in cash in the year 858 (6,304)
Cash inflow from loan finance (13,624) (23,050)
Cashflow from decrease in liquid resources (1,500) -
Loans acquired with Whitefriars Housing Group (203,000) -
Liquid resources acquired with Whitefriars Housing Group 3,500 -
Cash change in net debt (213,766) (29,354)
Other changes in net debt 11) (11)
Net debt at 1 April 2008 (96,677) (67,312)
Net debt at 31 March 2009 (310,454) (96,677)
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WEST MERCIA HOUSING GROUP LIMITED AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS

31 March 2009
(continued)

Cash flow statement (continued)

c) Analysis of changes in net debt

At 1 April Other At 31 March

2008 Cash flow Acquisition charges 2009

£000 £000 £000 £000 £000
Cash at bank and in hand 10,349 858 - - 11,207
Debt due in one year (755) - - (11) (766)
Debt due after one year (106,271) (13,624) (203,000) - (322,895)
Bank deposits - (1,500) 3,500 - 2,000
Total (96,677) (14,266) (199,500) (11) (310,454)

Whitefriars Housing Group Limited contributed £9.1m to the group’s net operating cash flows, paid £4.8m in
respect of net returns on investments and servicing of finance and utilised £3m for housing properties and
other fixed assets.

Contingent liabilities

At 31 March 2009 there were no contingent liabilities known to the Group (2008: Nil).

Control of related parties

West Mercia Housing Group Limited which is registered in England and Wales is the ultimate parent
undertaking of West Mercia Homes Limited, Harden Housing Association (Midlands) (2005) Limited, Nexus
(Midlands) Housing Association (2005) Limited, Kemble Housing Limited and Whitefriars Housing Group
Limited all of whom are Registered Social Landlords and industrial and provident societies registered under the
Industrial and Provident Societies Acts 1965 to 2002.

West Mercia Homes Limited, Harden Housing Association (Midlands) (2005) Limited, Nexus (Midlands)
Housing Association (2005) Limited, Kemble Housing Limited and Whitefriars Housing Group Limited all have
charitable status and their principal activities are the provision of homes for families, single people, and for those
with special needs. West Mercia Housing Group Limited, which is non-charitable, controls membership of their
Boards of Management by virtue of the Rules of the subsidiary associations. It also owns a £1 share in each of
the subsidiaries, which are classified as investments on the Association’s balance sheet.

Financial transactions between the parent and the subsidiaries and between fellow subsidiaries consist only of
payment for management services rendered. West Mercia Housing Group Limited provides central
management services to all subsidiaries whereas the latter are engaged in the management of stock on a
geographical basis.
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