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About our cover picture

The Khoodabux family have been Merlin
customers for seven years. Their home in
Longwell Green was one of the first that
Merlin refurbished as part of its programme of
works to upgrade 1,000 of its stock of Precast
Reinforced Concrete properties, making it much
more energy efficient, warmer, and cheaper to
heat, by installing external wall insulation and
new render.
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Another very busy year…
We started 2013/14 with the opening of a £1.8m
housing development in Bradley Stoke; 24
purpose built flats for older customers which set
a benchmark for the standard we expect from
any new homes we build.

In May we launched the first phase of our
non - traditional home refurbishment programme
which will see up to 1,000 homes improved over
the next nine years.

A month later we announced the first site for
another multi-million pound project, which could
ultimately replace 450 homes, which are poorly
constructed and insulated, with new energy
efficient homes which will be affordable to live in.

This was just the first three months of the year,
with further announcements and plans to follow
which have continued to provide assurance
that we are serious about delivering our aim of
investing in homes for our customers.

Another two development schemes were
confirmed at the beginning of 2014 which means
we are well on our way to meeting our target of
completing 200 new homes in the next
three years.

We announced new apprenticeships within
Property Solutions giving college leavers a great
career opportunity with us. We now have more
than 20 apprentices working for Merlin.

We were gratified to have confirmation of top
ratings for governance and financial viability
from our regulator, the Homes and Communities
Agency, in December 2013.

Significant strides have been taken during
2013/14 to improve services through better
governance and management to prepare for
financially viable future growth.

Supporting this was the recruitment of a new
Chief Executive and we were pleased to
subsequently welcome Robert Nettleton to
Merlin after a very successful five years at
Coastline Housing Group to take things forward.

2014/15 will no doubt be an equally busy year
for us, but looking forward I am excited by the
prospect of improving our operating margin,
while increasing our customers’ satisfaction,
delivering new homes and releasing the social
value of the delivery of our plans to improve our
customers lives.

Foreword by Chairman and Chief Executive

Andrew Frayling,
Chairman
31 July 2014
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I was extremely pleased to
take up the position of Chief
Executive of Merlin in
March 2014.
I joined Merlin because I believe it has the
potential to be an outstanding housing provider.
Our homes are concentrated in an area of
strong demand. We have a healthy balance
sheet with relatively low levels of debt. There is
a desire throughout the organisation to improve
the services we deliver to customers, and
we have solid relationships with key partner
agencies.

Merlin has challenges too in an operating
environment that continues to change at a
material pace. The levels of public subsidy for
Merlin, our customers and their communities
will be limited and are likely to reduce, while
there continues to be an increasing demand
for homes. Responding to the environment,
the housing sector is diversifying significantly
and has the potential to do much more in the
years ahead.

Given this it is vital that Merlin has clarity of
vision and is clear on the future. In June 2014,
the Board agreed that Merlin’s core business
is that of managing and maintaining current
homes and developing new ones.

This is our headline strategy for the foreseeable
future and in the coming year we will focus on
the following four things:

Firstly, we will work to improve our operating
margin for the years ahead, with scrutiny
on overheads and cost efficient delivery
of maintenance services. Secondly we
will improve our ‘right first time service’ to
customers. Thirdly, we will complete a review
of our capital facilities to enable us to build
more high quality affordable homes in the
future. And finally, we will improve our planning
for the future with the production of a new four
year strategy.

Importantly, Merlin recognises that to be an
outstanding organisation we must work closely
with customers shaping service delivery around
their priorities. We recognise that we need to
operate more commercially whilst not losing
focus on our social justice principles. And we
recognise that we need to have the right culture
and provide colleagues with the tools they need
to deliver their roles effectively.

Robert Nettleton,
Chief Executive
31 July 2014
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The Board is pleased to present its annual
report and Merlin Housing Society’s audited
financial statements for the year ended 31
March 2014.

Merlin Housing Society (Merlin) is a not-
for-profit organisation registered under the
Industrial and Provident Societies Act, with
charitable status and is a registered social
landlord, administered by a voluntary Board.

The principal activities of Merlin are the
provision of social housing, the letting,
management and maintenance of dwellings
for people in housing need and the provision
of support services. Merlin develops and
acquires new properties to further its
objectives.

An overview of Merlin’s performance for
the year and future plans are set out in the
Operating and Financial Review included in
this Report of the Board.

Operating & financial
review
Business summary
Merlin is a charitable Registered Provider
managing 8,434 (7,952 rented and 482
leasehold) homes and is the main provider
of social housing in South Gloucestershire
(which covers outer areas of the Bristol
conurbation). Just over 80% of the
properties it owns are general needs
houses let to those in housing need. It also
has substantial investment in provision of
housing and independent living support for
older people and also owns two hostels,
38 low cost home ownership units, 2,600
garages and 42 commercial properties.
Most maintenance is undertaken by an
in-house dedicated workforce, Property
Solutions, which employs 256 staff.

Merlin’s vision is outlined in the business
plan, as: “Quality homes, excellent services
and strong communities, with our customers
at the heart of all that we do.” This is
supported by a delivery plan focussing on
four business aims of:

• Providing quality homes
• Delivering excellent core services
• Investing in communities
• Growing a financially viable business

Achieving on-going value for money is
integral to these aims. As a charitable
provider, 100% of surplus is used for the
benefit of customers, and Merlin plans to
progressively increase the operating surplus
in future years. During the year, the Homes
and Communities Agency (HCA) upgraded
its assessment of the business’s financial
assessment to the highest V1 rating and
also awarded the top governance
rating of G1.

Since 2007 Merlin has fulfilled the
transfer promises and transformed its
homes with new bathrooms, kitchens,
doors and windows. This initial capital
investment is now largely complete but
further improvement work is on-going,
particularly as some categories of stock
require more fundamental work or complete
redevelopment (£14.8m was spent on
improvements in 2013/14 alone). Merlin
is also increasing its focus on providing
additional homes to meet local need and
replace rental stock lost through the right to
buy process.

Staff are recognised as key to successfully
serving customers and achieving these
objectives. During the year staff numbers
were increased by 62. This was mainly to
expand the Property Solutions workforce,
as well as strengthening the Development
Team and increasing the area focus of
our work. Merlin’s apprenticeship scheme
continues to be successful with 23
apprentices now employed, supporting the
local community.

Merlin has a strong commitment to training
and supporting staff, achieving good internal
communication and providing the right tools
for the job. The staff communication process
includes sharing information through office
and departmental meetings involving the
executive team and staff. The business
is committed to equal opportunities and
supports the recruitment of disabled
people and maintains Investor in
People accreditation.

Report of the Board
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Operating environment
The economic and regulatory environment,
particularly for Registered Providers, has
fundamentally changed in recent years.
The business has identified a range of risks
described below (information on specific risk
controls is provided in the statement of
internal control).

• Following a period of stagnation, house
prices in the Bristol area are currently
increasing (rising by an annual 9% to an
average of £221,349 in March 2014).
In contrast, those on benefits or in low
paid employment have had relative
income eroded against the cost of living
and with welfare reform and ‘bedroom
tax,’ may in future be less able to afford
property rentals. Despite such financial
pressures, a small proportion of homes
(particularly bedsit flats) prove hard to
let with customers seeking higher quality
provision. Merlin has a combination
of measures in place to provide much
needed affordable accommodation of
suitable quality whilst avoiding increases
to arrears. Out-dated properties are
being remodelled or reconstructed,
neighbourhoods improved and welfare
reform addressed through information,
advice and provision of specialist financial
inclusion support for customers.

• Although currently funded by long term
bank loans, this form of finance is reducing
in significance for the sector. Following
the banks’ requirements for shorter
terms and higher margins, the majority of
new funds are now raised in the capital
markets. Grant funding for new homes
has also reduced since 2011 with the
introduction of the affordable rent regime.
The requirement for external funding
has therefore increased at the same
time as availability of bank loans has
reduced. Merlin has £26.5m of undrawn
finance, which is sufficient to cover all
commitments and planned spending at
least until March 2016. However, further
funds are now being sought to expand
housing provision and the business has
recently selected new treasury advisors

who will support the raising of additional
finance during the coming year. It has also
analysed the impact of affordable rent, and
taken measures to obtain HCA Investment
Partner status and to bid for development
grant funding amounting to £2.5m.

Should this prove successful, the
combination of grant and affordable rent
will substantially reduce the net cost of
planned work.

• Whilst the rate of rent increase applying
for the ten years from 2015/16 has been
set as CPI + 1%, the flexibility for further
convergence to target rents (for existing
tenancies) has been removed, capping the
potential for rent increases where some
rents remain below those permitted under
rent restructuring guidelines. At the same
time, containing costs involves significant
challenges, with absolute demands to
ensure standards and the fact that many
property related costs can rise faster
than the overall CPI index. With a new
Chief Executive in place, the business is
reviewing all plans and options to further
reduce costs and improve efficiency,
with a particular focus on financial
effectiveness. This may challenge some
current assumptions and methods of
operation.

• There are a range of operational
challenges and standards to deliver.
In particular, the business takes the
requirement for excellent standards of
health and safety provision very seriously.
Specialist health and safety staff are
employed, and internal compliance
systems continuously reviewed and results
reported to the Board.

• Like many stock transfer associations,
Merlin has seen an increase in the number
of properties sold through Right to Buy
during the last year due to the availability
of higher discounts. The majority of
the proceeds from these sales pass to
South Gloucestershire Council under
the terms of the transfer agreement, with
the residual income inadequate to fully
fund much needed replacement units
(particularly if newly upgraded homes are

Report of the Board
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sold). Similarly, any open market sales of
void properties would result in a proportion
of the sales income being passed to South
Gloucestershire Council limiting options to
actively manage the housing portfolio to
generate investment capacity.

Financial review
Turnover increased by 3.4% in 2013/14,
whilst operating costs increased by 5.0%.
The surplus (£3.8m compared to £4.8m
for 2012/13) was depressed through
recognition of impairment (£1.1m) to the
value of Merlin’s main office in Chipping
Sodbury. This arose from general decreases
to the value of office accommodation since
the original purchase in 2010.

With the accelerating redevelopment
programme, costs for demolition (£228,000)
and non-capitalised development costs
(£258,000) also reduced the annual surplus
as did significant costs for non-capitalised
major repairs and improvements. However,
Merlin did not need to draw any further
loans and ended the year with an increase

of £2.6m to cash on deposit. Interest
charges (£2.8m) were therefore little
changed from the prior year, and even after
the impairment charge, earnings covered
the interest charge 2.35 times.

With 47 properties sold in the year
(2012/13 23) the Right to Buy income was
significantly higher at £640,000 (2012/13
£253,000). However, at current rates
this would only develop around five new
homes in place of the 47 sold. Whilst future
development and the introduction of some
affordable rent units will ultimately increase
property numbers and income, in the short-
term further sales and the demolition of
garages and houses for reconstruction will
offset such increases.

Fixed assets (predominantly housing
properties) and revenue reserves increased
again bringing the total increase since 2010
to 45% and 89% respectively. Assets at net
book value (less grant) were 165% of the
loan value (of £73.5m), whilst properties on
an existing use value for social housing

Report of the Board

2010 2011 2012 2013 2014

Turnover 31,380 31,792 34,098 37,282 38,560
Operating costs (20,905) (23,410) (27,281) (29,788) (31,289)
Operating surplus 10,475 8,382 6,817 7,494 7,271

Surplus on sales 73 123 307 253 639
Impairment - non-housing (1,102)
Demolition costs (228)
Interest receivable 2 2 4 5 4
Interest payable (2,072) (2,561) (2,990) (2,884) (2,842)
Net return on pension assets (229) (140) 73 (76) 79

Surplus for the year 8,249 5,806 4,211 4,792 3,821

Statistics:

Operating margin % 33.4% 26.4% 20.0% 20.1% 18.9%
Surplus % 26.3% 18.3% 12.3% 12.9% 9.9%
Turnover increase 1.3% 7.3% 9.3% 3.4%
Operating cost increase 12.0% 16.5% 9.2% 5.0%

Income and expenditure in £000’s
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(EUV-SH) basis were worth £206m, an
increase of £33m and 280% of
the loan value. A provision of £53.8m is
included on the balance sheet, offset by
a similar debtor (due after one year). This
relates to the major repairs arrangements
agreed with South Gloucestershire Council
at transfer, and decreased by £10.3m in
relation to work undertaken during the
year. Merlin benefits from a VAT shelter
arrangement with South Gloucestershire
Council to enable recovery on VAT relating
to those major repairs.

Pension liability was reduced by £2.5m
(to £2.2m). However, this is sensitive
to fluctuation depending upon actuarial
assumptions year on year.

Following consultation it was decided
to close this pension scheme to new
employees during 2013 and provide
a defined contribution scheme in its
place. This will progressively reduce the
associated costs and risks, and facilitate
compliance with auto-enrolment legislation.
However, existing members of the Avon
Pension Fund defined benefit scheme retain
ongoing membership, and existing liabilities
will require continued funding.

Cashflow for the year was favourable by
£2.6m and no additional loan drawdowns
were required. Underlying this, substantial
work undertaken in February and March
resulted in £4.2m higher creditors at year-
end than for 2012/13, which are expected

Report of the Board

2010 2011 2012 2013 2014

Total fixed assets (net) 83,793 99,798 102,058 115,434 121,216

Net current assets
(including debtors > 1yr)

85,308 73,164 71,441 64,285 52,726

Total assets less current liabilities 169,101 172,962 173,499 179,719 173,942
Creditors 53,616 65,123 66,636 73,645 73,685
Provisions 87,433 74,909 70,062 64,189 54,231
Pension 4,447 1,961 3,261 4,781 2,237
Subtotal 145,496 141,993 139,959 142,615 130,153
Revenue reserve 23,605 30,969 33,540 37,104 43,789

Balance 169,101 172,962 173,499 179,719 173,942

Statistics

Owned units 7,879 7,862 7,854 8,014 7,952
Debt / unit £ 6,805 8,283 8,484 9,190 9,266
Reserves / unit £ 2,996 3,939 4,270 4,630 5,507
Average interest cost % 4.3% 4.5% 4.1% 3.9%

Fixed assets (net) increase % 19.1% 2.3% 13.1% 5.0%

Revenue reserve increase % 31.2% 8.3% 10.6% 18.0%

Balance sheet in £000’s
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to reverse subsequently. As can be seen
from note 24, the business has substantial
capital expenditure planned, with sums
exceeding £14m already committed. Apart
from relatively small amounts for operational
purposes, this is split in similar proportions
between improvements to existing
properties (particularly PRC units at a cost
of £7.7m) and development of new units.

Operational performance
The business monitors a suite of
performance indicators to track operational
performance. Some of these are shown
in the value for money statement which
includes benchmarking (with all other
English Registered Providers over 2500
units excluding London). The benchmark
figures provided through Housemark are
annual measures following a specific
methodology, and for ongoing management
Merlin focuses where possible on indicators
which can be tracked at more frequent
intervals to ensure standards within
the year.

Performance in 2013/14 and recent trends
show improvements with a number of
indicators now being top quartile. However,
in some areas there is clearly more work to
be done to improve performance.

Void losses have been progressively
reduced since 2009/10, from 1.29% down
to a top quartile figure of 0.75% this year,
with letting times similarly reducing from
53.7 down to 22.9 days. However, the
organisation has a minority of hard to let
properties, which can distort the figures
(since successful letting of a longstanding
void raises the average letting days).
The strategy for dealing with hard to let
properties is explained in the return on
assets section of the value for money
statement.

Rent collection percentages in recent
years have remained relatively consistent
achieving over 99% and generally close
to the median (of 99.4%). This year 99.2%
was achieved and Merlin intends to see
further improvements, despite potential
issues with benefit rules and the potential

introduction of an element of affordable
rentals. The percentage of current tenant
arrears has been well controlled at around
2%, decreasing from 2.06% in March 2013
to 2.03% in March 2014.

Average repairs completion days
of 6.4 in the year were a substantial
improvement on the 9.4 for 2012/13 and
brought this indicator to the top quartile.
However, there are several Decent Homes
Standard failures relating to individual
components such as kitchens, bathrooms
and doors temporarily awaiting replacement.
Fundamental improvement to the monitoring
system is planned to address this issue.
Standard assessment procedure (SAP)
ratings are also acknowledged to be below
average. This is a reflection of the poor
thermal qualities of the transferred precast
reinforced concrete (PRC) stock and
the number of rural properties for which
gas heating is not available. Significant
investment has been planned to address
this problem.

Customer satisfaction in 2013/14 showed
small improvements from 2012/13 but,
as set out in the value for money self
assessment, performance remains lower
quartile. Earlier surveys were on a different
basis so may not be directly comparable.
Merlin is focussed on achieving significant
improvements in customer satisfaction
scores and has set challenging targets in
this area.

Treasury borrowings at the year end
were £73.5m and undrawn facilities an
additional £26.5m. This facility is provided
by Lloyds Bank and secured against
Merlin’s properties. It consists of £20.5m
(24%) at variable rates and £53m at fixed
rates which terminate between 2015
and 2034. Whilst all commitments will be
contained within the current funding, Merlin
is planning a refinancing exercise to secure
funding for further property improvement
and development, and with its high levels
of interest and security cover is in a strong
position to do so.
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Value for money
self assessment
The Board is committed to the organisation’s
objectives by providing homes and services
at the right cost, which are fit for purpose
and of the right quality for the needs and
aspirations of customers.

Value for money is a key business driver
supporting the delivery of the 2012/17
Business Plan and is embedded through
all strategies including Procurement, Asset
Management and Development. Value for
money is therefore a means to an end, not
just an end in itself. By making key decisions
on the most effective use of the limited
resources available, the Board considers that
the delivery of the organisation’s objectives
can be accelerated and even exceeded.

The Board sets and monitors a Value for
Money Strategy which recognises seven key
strategic objectives, supported by annual
action plans:

• Provide leadership and governance for the
value for money agenda

• Increase involvement of residents in
shaping services and ensuring the delivery
of value for money

• Monitor and manage value for money
performance and deliver services
economically, efficiently and effectively

• Ensure excellent financial management to
support the business

• Make best use of assets and resources

• Optimise the efficiency and effectiveness
of the in-house repairs, maintenance and
improvements services

• Continually improve procurement practices
and management of contracts

The Board considers a detailed annual self
assessment of value for money performance.
In addition to Board scrutiny and monitoring,
customers play a key role, and have
reviewed the repairs service and the
complaints service in 2013/14 and actively

monitor improvement plans that they have
shaped. Customers also play a valuable
role as part of the Procurement Group that
oversees the approach to procurement and
are actively involved in the procurement of
goods and services.

Finally, Merlin’s dedicated Procurement
Team helps to embed standards and drive
value for money improvements throughout
the organisation’s work, assisting staff to get
the right balance between quality, cost and
benefits to communities.

Return on our assets and
resource decisions
Merlin’s property portfolio is valued at £947m
on the open market and £206m when
recognising its existing social housing use.
The majority of the stock is general needs,
but there is also a significant number of
supported housing and housing for older
people, and smaller numbers of commercial
units and garages.

All potential asset acquisitions and
investments must meet investment criteria
set by the Board and are scrutinised to
ensure compliance with objectives.

Merlin periodically reviews its assets to
ensure they are fully utilised in their current
remit and deliver value for money. Key to this
is understanding the return on investment
for the assets both on a portfolio and
individual property basis. Merlin maintains
a comprehensive and up-to-date stock
condition database, which was utilised with
the detailed information available on other
aspects of property income and expenditure
to assess the projected 30 year returns for
each unit of stock. This data provides overall
returns by key categories, as outlined in the
table on the next page. However, as the
information is based on property by property
analysis, it can readily be adjusted for any
other groupings and to inform decisions
regarding individual units.
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The average annual return per unit
(excluding inflation) is 12%. A comparison
of rates of return (%) for stock categories,
underpins Merlin’s Asset Management
Strategy.

The Board has made key stock investment
decisions to give PRC constructed property
a fit for purpose future, and re-model
sheltered bedsit units which were no longer
providing a return over a 30 year period.
These decisions ensure income streams
from these homes will continue whilst
maintaining appreciated accommodation in
local communities.

To help fund this investment in new
developments, the organisation has
recently sought to increase value and lever
additional financial resources by selecting
key stock categories for potential conversion
to affordable rents, and through submission
of plans for 84 new homes under the 2015-
2018 Homes and Communities Agency
(HCA) bidding process.

It utilised comprehensive advice from
Curtins and Ark Consultancies as
background to evaluation of financial options
and preparation and agreement of strategies
to deal with the PRC and supported housing
stock categories where complex options
required consideration.

Supported housing in independent
living communities
Independent living communities, where
customers receive supported housing
services, comprise 18% of the asset base,
and pose challenges as some are outmoded
by current standards, and bed-sit type
accommodation is no longer desirable.
It takes an average of 68 days to re-let
supported housing bedsits, 66% longer

than equivalent one bed units, and 81%
longer than equivalent general needs
properties. An assessment shows 15% of
supported housing stock has been assessed
as unviable in its present condition.

Following financial evaluation, the Board
agreed the closure of three of the 50
schemes with the sites earmarked for
construction of 54 new general needs
homes (at a cost of £8m). A further £13m
has been earmarked for supported housing
modernisation, including remodelling the
remainder of the bedsits, installing lifts
where required, improving access and
upgrading of the scheme infrastructure. The
major remodelling is in progress and due for
completion late 2016 whilst lift installations
are due to be completed by the end of 2017,
underpinning future viability of this stock.

Non-traditional construction
Merlin owns 1,427 PRC homes and these
involve the most challenging decisions.
These homes have an inherently limited
lifespan and poor thermal qualities. After
full evaluation, a strategy was approved by
the Board in March 2012 which provides
for upgrading a majority (973 units) of the
stock at a cost of £24m, which will extend
the lifespan for at least 30 years. The work
includes external wall insulation which
improves the SAP energy rating per unit
from 38 to 77, making an immense impact
on social and environmental value. This
year 150 properties have been improved
and a further 150 homes identified for
improvement during 2014/15.

Following a full analysis of the stock
condition and potential for re-development,
plans have also been considered by the
Board earmarking 454 properties for
demolition and reconstruction.

Standard construction 14.3 Precast Reinforced Concrete (PRC) 1.7

1 + bedrooms 13.1 Bedsit (4.0)

General needs (not PRC) 14.5 Sheltered (not PRC) 12.4

Under 30 years old 15.6 Over 60 years old 10.8

Table of rates of return on key asset categories

Red and green cells highlight good and poor performance (with negative returns shown in brackets).
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These plans seek to maximise value by
increasing density so that approximately 840
new homes can be delivered (almost two
for every one demolished) at a budgeted
cost of £109m (excluding grant). These
new homes will provide long-term financial
and asset base advantages, transforming
property standards, reducing maintenance
and upkeep costs and extending asset
lives. In financial terms this is calculated
to provide a saving of £1,000 per unit
per year and increase property values
by 114% (EUV-SH basis). In view of the
level of investment involved, all options
for maximising value for money remain
under consideration, including access to
grant-funding, a proportion of affordable
rentals and potentially an element of market
sales. Properties may also revert to the
refurbishment programme if specific sites
are found to be unviable.

Disposals
Options for disposal of expensive assets to
lever additional resources for investment
are limited since the transfer agreement
requires most gains to be passed to South
Gloucestershire Council. There has been a
reduction in stock of 180 since 2007 due to
Right to Buy, with proceeds predominantly
transferred to the council.

Value for money performance
Merlin’s measure of value for money
success centres around four over-arching
key performance indicators. In assessing
value for money, the Board receives
assurance on these key categories,
supported by performance indicators, which
are benchmarked and monitored against
targets. The organisation’s self-assessment
is shown under these categories for 2013/14
and the Board’s overall assessment is
that whilst progress is being achieved,
performance is currently modest. This
report also outlines the plans to accelerate
improvement.

Financial
Since stock transfer in 2007, Merlin has
incurred high expenditure on improving
homes, most of which has been funded
internally with relatively limited borrowing.
Despite declining returns, overall margins
have remained above average, but
operating margins have been lower quartile.
A planned increase in borrowing will drive
up operational returns in order to deliver
more homes (as can be seen from the
future targets). Although eight of the eleven
indicators are better than average, the
overall assessment is that the financial
element of value for money needs
to be improved.

The financial indicators reflect specific
factors relevant to the organisation as
a large scale voluntary transfer (LSVT)
organisation with some problematic stock
and significant requirement for investment
(as outlined in the assets section).

The net margin of 13%, excluding
impairment, is equivalent to the global
accounts average figure (2012/13), with
lower interest costs offset by a limited ability
to benefit from asset sales. However, the
operating margin is currently considerably
below the sector average of 25.9%.
The Board recognises that this is, in part,
due to the major repairs programme
including an increase of £2.7m in revenue
programmes in 2013/14 spent improving
and developing properties and managing an
aged asset base.
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“We can feel a massive difference since
having the work done. The house is
always warm and I don’t need to put
the heating on as often at all. I’m saving
more than £10 per week which I can
now spend on my grandson.”

Resident of Queens Road, Cadbury Heath,
whose PRC property has been refurbished.

Return on our assets
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Targets have been set to improve the
operating margin year on year with the
2014/15 budget still allowing for the cost of
additional redecoration and improvement
programmes. This includes a decoration
programme of £1m and £1.7m of investment
for independent living communities,
including modernising 14 communal areas
and decorating ten exteriors. In addition
increased expenditure has been allowed for
structural repairs, grounds improvement,

security, scooter parking, paths, fences and
outhouses.

The overhead percentage is at upper
quartile levels whilst days taken to let
properties have been improved (despite
specific hard to let issues). Housing
management costs are above average and
have reduced over recent years. Repairs
costs remain high by benchmark standards,
whilst satisfaction with repairs is below

Benchmark Group: All England RPs (excluding London) 2500+ properties
*Excludes exceptional cost of £1.1m impairment to office valuation.
**EBITDA measures earnings before interest, tax and depreciation.

Financial performance measures

10/11 11/12 12/13 13/14
Target
14/15

Target
17/18

Surplus (£000’s) 5,806 4,211 4,792 *4,923 5,782 13,282

Net margin % 18.3 12.3 12.9 12.8 14.2 20.5

Operating margin % 26.4 20.0 20.1 18.9 21.1 30.0

Overheads as % of turnover 15.4 11.4 8.7 7.7 7.7 7.7

Responsive repairs & voids cost per home 1,032 987 1,008 1,092 975 825

Void loss % 1.10 1.10 0.99 0.75 0.75 0.75

Average days to re-let each void property 45.5 41.7 39.0 22.9 20 14

Rent collection % 103.1 99.1 99.5 99.2 98.9 100.0

Interest cost % (EBITDA) ** 391 372 420 437 431 463

Debt per unit owned 7,802 7,897 8,659 8,647 11,000 13,000

Average interest cost 4.1 4.1 3.9 3.9 4.1 5.2

Housing management cost/home (£) 467 409 328 355 330 300

Key

Bottom quartileLower middle quartileUpper middle quartileTop quartile
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RAG against 2012/13 Benchmark Group: All England RPs (excluding London) 2500+ properties
Status survey undertaken in 2009/10 followed by STAR (Survey of Tenants and Residents) surveys in 2013/14. The first STAR results in 2013
have been used as a proxy for the 2012/13 annual position.
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average. As background, Merlin’s properties
are on average 50 years old and include
significant numbers with problematic non-
traditional construction, so have required
above average maintenance investment
since transfer. Routine repairs are largely
undertaken by direct labour staff, originally
transferred from the local authority, but with
substantial investment subsequently.

This approach should provide maximum
focus on customers’ needs whilst saving
VAT (compared to external contractors).
However, recognising the combination of
high cost and low satisfaction, a customer
repairs review was undertaken during
2013/14 and a range of actions agreed.
Customer scrutiny is now focussed in this
area to drive improvements.

In terms of financial capacity, Merlin is in
the upper or top quartiles for interest cover
and debt per unit and so well placed to

borrow further funds to extend and improve
its asset base, thus improving future returns
and providing homes and social value for
existing and new customers.

Customer satisfaction
Overall customer satisfaction (as measured
by resident surveys) is currently lower
quartile and well below aspirations,
particularly considering the high expenditure
on property improvement and low rents by
comparison to other local providers.

The assessment is therefore that this aspect
is below average and, although 2013/14 has
seen some improvement, significant further
improvement is sought, particularly for
customer and repairs services.

As background, the residents’ finance
group considers that the improvements
were so clear in the early years following
transfer that satisfaction was particularly

10/11 11/12 12/13 13/14
Target
14/15

Target
17/18

Satisfaction with overall service
provided %

88 NA 80 82 85 92

Satisfaction with home % 87 NA 80 81 84 89

Satisfaction with neighbourhood % 88 NA 87 88 88 92

Satisfaction with rent % 83 NA 70 75 79 85

Satisfaction with repairs % 84 NA 74 77 78 89

Satisfaction views taken into
account %

69 NA 64 64 67 75

Average repairs completion time
(days)

8.5 7.5 9.4 6.4 6.0 6.0

Decent Homes % failures 0 0 0.5 0.4 0 0

Average SAP 66.0 66.0 65.5 65.5 67.7 69.7

Anti-social behaviour resolution % NA NA 63 65 75 86

Customer satisfaction performance
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high. Whilst service has continued at an
improved standard, expectations have now
also increased, so that the lower figures
in 2012/13 did not reflect a decline in
standards. In fact, improvements have been
seen from 2012/13 to 2013/14 across most
of the above key performance indicators
and the organisation has met the majority of
internal targets for the year.

In 2013/14 there has been positive progress
as follows:

• Average repairs completion times have
improved to a top quartile position.

• Anti-social behaviour resolution started
from a low base but is improving slowly.

• Satisfaction with neighbourhoods remains
close to top quartile.

• Customer satisfaction with the value for
money of their rent has improved in the
year by more than five per cent.

However, the Board recognises that this is a
key area of focus for improvement and has
set clear challenging targets going forward
for the business to reach top quartile
performance within the next four years. The
section on future plans sets out how Merlin
intends to improve customer satisfaction in
the next year.

New homes
Past delivery of new homes has been
modest, as focus has instead been on the
successful programme of improving existing
properties plus the acquisition of some
existing properties from other providers. A
substantial programme of remodelling and
redevelopment of existing stock continues,
but Merlin’s strong financial position with
low levels of gearing, low borrowing costs
and £114m headroom of security can
also support a growing programme of
development and acquisition. The Board
has therefore approved plans to gear up for
the construction of hundreds of new homes
from 2014/15 onwards.

Social value
Apart from the diverse range of housing and
support provision tailored to local needs,
Merlin has a demonstrable commitment
to local communities and is proud of
aspects such as community investment
sponsorships, work placements and
apprentices employed during the year.
The extent of achievement in this aspect
is assessed as good value for money
considering the substantial value added for
local communities.

The Board remains committed to
maximising the organisation’s impact within
the communities it serves. A measurement
for this is being developed – The Merlin
Pound. This recognises that every pound
spent can create a value that goes beyond
what is traditionally captured in financial
terms. The Merlin Pound is therefore an
approach to determining a social return on
investment or social value.

10/11 11/12 12/13 13/14
Target
14/15

Target
17/18

Homes developed - - 24 2 60 200

Homes acquired - - 154 1 - -

Homes refurbished / remodelled - - - 156 158 -

Note: Investment targets are set within current funding arrangements. Longer term targets will be confirmed following refinancing.

Number of homes developed, acquired and refurbished
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The Merlin Pound seeks to understand the
social value of outcomes achieved from the
organisation’s activities and projects. This
is through attaching financial measures to
such outcomes as gaining employment and
improved health.

The Community Investment Strategy 2012-
15 agreed by the Board defines community
investment as ‘using available resources
to maximise the potential for a given
community’. Throughout the year, efforts
have been made to ensure any new work
strands provide an opportunity for social
value to be delivered. These include:

Embedding social value within
procurement practices
In addition to cost and quality, social value
is a key consideration when awarding
contracts. Staple Hill, one of Merlin’s most
deprived communities, benefitted from a
significant investment to improve the look
and feel of the estate. This investment was
directed by consultation with customers,
who requested improvements to the soft
landscaping to create a more inviting
environment, as well as providing a
protective boundary around customers’
windows. The successful tender for the
works resulted in a number of social value
projects being delivered including:

- Increasing skills and knowledge of plants
and gardening with children from a local
school and young people in the estate.

- A ‘find out more about working in
landscaping’ drop-in session for local
people living on the estate.

Delivering employment opportunities
within Merlin
Within the year, Merlin has offered a number
of work experience placements to local
people. These have ranged in duration
from a week to a few months and have
been arranged though either local schools
or Job Centre Plus. This complements an
apprenticeship programme that provided
eleven trade and business administration
apprenticeships in 2013/14.

Adding value within communities
Merlin has a dedicated community
investment budget. This budget funds
projects or activities which will increase the
social or human capital within the local area.
Investments during the year include:

- Sponsoring a retail assistant apprentice at
the Armadillo in Yate

- Sponsoring a catering apprentice at
Southern Brooks in Patchway

- Sponsoring an admin apprentice at Juice
Community Project in Cadbury Heath

- Supported job clubs across South
Gloucestershire to help increase skills
and confidence of customers to find
employment

- Purchasing IT equipment for a community
group to increase computer skills and
confidence for customers living in
Kingswood

Empowering customers to add social
value within communities
The organisation supports five Community
Action Groups which are resident led. Each
group is given a budget to improve the local
communities in which they operate. The
projects and activities identified are resident
nominated and seek to help those within the
community. Examples of investment made
during the year include:

- Sponsoring books and activities within
local schools to increase literacy and
confidence in children and young people

- Redecorating an early years centre to
make the environment a more positive
experience for children and their parents

- Improving housing for older people
facilities by putting in sheds to increase
gardening and the health and well being of
those customers who live there

- Sponsoring football tournaments to bring
together local schools and encourage a
healthy lifestyle for young people

- Improving facilities in a local community
centre to ensure the facility is fit for
purpose and reduces social isolation
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“We wanted something to make
the place look nicer, more inviting.
Merlin not only listened to what we
said, they got the kids involved in
helping create it.”
Resident of Staple Hill, whose estate
has been improved.
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Value for money gains
The Board is committed to reducing
overheads in order to maximise resources
for property investment. Value for money
savings are sought across the organisation
and built into the budget each year. To
further strengthen this approach, the Board
introduced a “Save to Invest” initiative during
2013, with a specified value for money
savings target for the organisation, equating
to 7% of all expenditure (around £2 million)
for 2014/15. Savings achieved through
the budget gains have been redirected to
investment in PRC and supported housing
properties.

In line with these plans, savings were
identified across the business. During
2013/14 the following savings were
achieved:

• Closing the defined benefit scheme, which
whilst a difficult decision is expected to
deliver £150,000 savings annually.

• Procurement awards resulting in £709,000
savings from 2013/14 onwards. These
include vehicle fleet savings and contract
savings for asbestos surveys, gas heat
installation, property remodelling and
landscaping.

• A saving of £343,000 achieved against
budget for staff costs in the year

In addition, Energy Company Obligation
(ECO) funding of £66,000 has been
awarded in 2013/14 to deliver external wall
insulation work allowing greater coverage
for Merlin’s investment.
Further specific savings implemented
through the Board approved budget
process include:

• £118,000 staffing and agency savings
• £106,000 reduction in use of consultants
• £80,000 training efficiencies
• £100,000 insurance savings
• £25,000 reduction in survey costs

Future plans
The Board recognises that there are
areas for improvement and over the next
12 months it will be seeking to improve
performance around the four key measures
of value for money success:

Financial (surplus): During 2014 efficiency
targets will again predicate the Board’s
budget setting process, with the objective of
delivering an increase in operating surplus
of £800k and an increase in operating
margin to over 21% in 2014/15 with a longer
term focus on achieving a 30% operating
margin by 2017/18.

The Board recognises that the major repairs
programme will largely end in 2014/15 and
expects operating surplus to increase as
a result. The Board has also asked the
executive team to target specific areas to
help ensure the delivery of an increased
operating margin.

• Examine the overheads of the
business. In particular a review of office
accommodation expected to realise
efficiency savings of £400k per annum.

• Following on from the large capital
investment programmes over recent
years, the Board is expecting to see a
10% reduction in both the level and cost
of repairs and maintenance, equating to
savings of 530k.

• A review of income collection methodology
with a particular focus on the income
received for areas of intensive housing
management activity such as sheltered
housing and hostels.

Merlin will draw on its balance sheet
strength in refinancing its existing loan
facility and seek additional funding to
support a growing development programme
beyond 2015/16. Merlin will work with other
Registered Providers to influence legislative
change for market value subject to tenancy
(MVT) valuations to be permitted for
organisations with transferred local
authority stock.

Report of the Board
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This would enable us to lever in additional
funds for future development. In addition,
Merlin will review how land is utilised with
the aim of potentially gaining additional
capital receipts for re-investment.

New homes: Value for money success will
be measured by the number of new and
remodelled/refurbished homes delivered.
Plans for the next two years will see the
development of 191 new homes and
remodelling and refurbishment of a further
618. The business will also develop a
financial appraisal of garage sites to inform
retention or redevelopment plans for
these sites.

Throughout its development activity, Merlin
will ensure new developments are built to
a high quality and are sustainable. This
will pass on benefits of low energy running
costs and lower maintenance costs over the
full life cycle.

In order to maximise value for money in
the development process Merlin is in the
process of becoming an Investment Partner
with the HCA and proposes to submit initial
bids for grant funding and affordable rent
to deliver 84 new affordable rent units with
grant support approaching £2.5m and up to
178 existing units converting to affordable
rent. Given that rentals have previously
been entirely on a standard social rental
basis, this is a new initiative for Merlin, and
the additional income stream will enhance
Merlin’s capability to add value through new
development.

Customer satisfaction: The Board’s
strategic direction will focus on a right
first time approach. This will incorporate
a number of elements directly related to
customer satisfaction:

• A right first time approach to repairs
• A right first time approach to housing
management and related queries

• A right first time approach to complaints
supported by a new policy introducing a
stepped change in operational resolution
and corporate learning

These initiatives will be supported by
revised streamlined processes to ensure an
approach that is truly customer focussed.
While this may take a little longer to
get right, there will be clear benefits to
customers in the future.
In addition to the right first time approach,
other initiatives are also expected to feed
through to improved customer satisfaction.

• Completing the final element of ‘catch up’
redecorations works will have a positive
impact on the quality of homes; and

• The co-location of front line housing
management and repairs and
maintenance services at local area level
will provide a more co-ordinated service

Underpinning these initiatives, Merlin’s
Customer Assembly and scrutiny
arrangements will continue to be developed
to allow more robust customer scrutiny of
decisions and performance with regard
to value for money. A comprehensive
programme of work to progress ambitions to
achieve the Customer Service Excellence
accreditation in 2015 will also be delivered.

These improvements underlie the Board’s
target of increasing overall customer
satisfaction by 3.1% in 2014/15 and a
further 3% in 2015/16.

Social value: Merlin will develop its
approach to calculating social value
recognising the impact activities and
investment make on communities and the
well being of customers. This approach
will be used to refocus priorities to ensure
efforts are channelled into those areas that
both align with corporate objectives and
where impact can be maximised.

As set out in the 2013/14 performance
section, Merlin has a number of
mechanisms for investing in community
initiatives. The future approach will build on
these mechanisms to:

• lever social value projects through the
procurement process;
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• direct investment through the community
investment budget and the Community
Action Groups; and

• deliver employment opportunities to local
people either through direct apprenticeship
opportunities or indirectly through work
programmes and partners.

As part of the PRC refurbishment, a wider
partnership agreement has been set up
between Keepmoat, the Forest of Avon,
The Princes Trust, Young Gloucestershire,
DWP, JobCentre Plus and a number of
local schools. Through this agreement,
a number of 16-24 year olds have been
given the opportunity to learn new skills to
manufacture timber doors. These doors
will be used as part of the refurbishment
programme and the young people have
been able to apply for six apprenticeships.

Governance
The Board is responsible for the effective
governance of the organisation, with day
to day management delegated to the
Executive Team.

The Board currently comprises 11 members,
made up of independent members,
Council members and customers. The
Board members are drawn from a wide
background bringing together professional,
commercial and local experience.

The current obligations of the Board
members are based on sector best practice
and have been accepted by all Board
members. It has been recognised that
Board members should collectively possess
the qualities and skills necessary to make
decisions and monitor performance and
these are defined in the Board Recruitment
and Renewal Policy, which also contains
details of how Board members are
appointed.

The organisation has adopted the National
Housing Federation Code ‘Excellence in
Governance’. During 2013/14 the Board met
12 times following a decision to meet on a
more frequent basis as part of a review of
governance and the discontinuation of two
operational committees in December 2012.

The Board has Standing Orders and
Financial Regulations and a Scheme of
Delegation and Control in place to ensure
that Merlin’s non-executive directors and
senior managers are able to exercise full
control over Merlin’s affairs at all times.

The Board is supported by the Audit &
Risk Committee, which provides them with
assurance that risk management, internal
control and assurance processes are
robust and embedded across all of
Merlin’s activities.

In terms of co-regulation, work has been
on-going during the year to encourage and
develop stronger scrutiny. There will be
more routes for customer involvement in
the operations and decision making of the
organisation during 2014/15. These include:

‘Shaping Services’
• The development of Customer Portfolio
Groups focussing on the Consumer
Standard:

o Home

o Tenancy

o Neighbourhood & Community

o Involvement and Empowerment

‘Scrutinising Services’
• Scrutiny Group

• VfM and Finance Group

‘Holding the Board to account’
• The development of the Customer
Assembly
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Identification &
evaluation of key risks
The framework for risk management
and internal control clearly defines roles
and responsibilities for the Board and
management for recognising, ranking
and responding to risks.

Within Merlin, the Board is responsible
for generating, determining, monitoring
and evaluating Risk Management Policy
and strategy.

The Audit and Risk Committee is
specifically responsible for ensuring proper
arrangements exist for risk management
and internal control.

Risk management is a continuous process,
so the Committee receive regular reports on
the effectiveness of risk management and
internal control throughout the year with a
particular focus on any risks the Board has
requested particular assurance about.

Management provides the Audit and Risk
Committee with an overview of the risks the
business faces and a more detailed review
of specific risks on an ongoing basis.

During 2013-14 the Board reviewed the
Homes and Community Agency’s sector
risk profile report and considered whether
the actions Merlin is taking or planned to
take will provide adequate assurance it is
responding effectively to the risks the sector
currently faces.

The Board has continued to focus during
the year on its response to the following
critical risks:

Higher arrears and bad debts caused by
economic conditions and welfare reform.
With more than 60% of Merlin’s income
linked to the welfare benefits customers
receive, minimising the impacts of welfare
reform remains a key priority for the
business.

The Board receives regular progress reports
from the business-wide project group
formed to consider the impacts of welfare
reform. The group continues to implement a
range of actions which seek to mitigate the
impact of welfare reform for the organisation
as well as its customers.

The end of year position in terms of income
management performance is very positive.

A December 2013 ministerial statement
indicated that Universal Credit is unlikely to
be introduced in South Gloucestershire until
2015-16, with existing benefit claims not
being changed over until 2016-17.

Financial viability and the ongoing
availability of finance
Merlin has sufficient funding within the
current loan portfolio to meet committed and
planned spend until at least March 2016. A
Board workshop held in November 2013,
attended by lenders and treasury advisors
outlined the funding options available to
Merlin. A new strategy is to be agreed in
June 2014 and will be implemented during
2014-15.

An Investment Panel has been established
with responsibility to understand
requirements for infrastructure and property
investments across all business streams,
the routes to raising external investment to
support the Business Plan, and the relative
strengths and weaknesses of particular
approaches.

The HCA has concluded that Merlin meets
the requirements on viability set out in the
Governance and Financial Viability Standard
and has the capacity to mitigate exposures
effectively.
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Health and Safety risks to customers,
staff and others.
Merlin is committed to ensuring the health,
safety and wellbeing of employees,
customers and others who may be affected
by its activities.

During 2013-14 it embarked on a strategy to
implement a health and safety management
system meeting legal and best practice
standards. The system being worked
towards is the widely accepted best practice
standard, OHSAS18001.

OHSAS18001 is a tried and tested
framework established over many
years which follows good governance
and assurance principles with strong
performance management systems.

The Compliance Panel facilitates a
compliance framework that continually maps
Merlin’s position in relation to the external
compliance requirements across
all business streams.

Risks associated with plans to redevelop
some existing stock and to develop
new homes
Over the next eight years Merlin aspires to
redevelop 454 non-traditional properties to
make way for around 840 modern, energy-
efficient homes. These redevelopment
plans create reputational, health and safety,
financial and other risk exposures which are
mitigated via a project risk register.

The Development Strategy describes
Merlin’s goal to be a developing business
in the field of affordable housing provision
and allied services. The strategy establishes
a framework to crystallise aspirations for
new homes development and to guide
development activity up to March 2015. The
Board approved the recruitment of a Head
of Development to support the delivery
of this strategy. Future funding needs to
cover Merlin’s development plans and the
redevelopment and refurbishment of PRCs
and supported housing accommodation is
currently being assessed.

System of internal
control
Responsibility
The Board is the governing body for Merlin
Housing Society and is committed to the
highest standards as set out in the NHF
Code of Conduct and the NHF Excellence
in Governance Code. The Board seeks to
maintain these standards across all of its
operations. Merlin is compliant with the code
of governance, except for the good practice
recommendation that a board should not
exceed 12 members. There are currently
14 non-executive director places due to
the LSVT (Large Scale Voluntary Transfer)
governance structure established in 2007.

The Board is responsible for ensuring that
the key risks that threaten Merlin’s ability
to meet its objectives are identified and
that sound systems of internal control exist
across Merlin which focus on these key
risks. The Board recognises that no system
of internal control can provide absolute
assurance against material misstatement or
loss or eliminate all risk of failure to achieve
business objectives. The system of internal
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, the
safeguarding of Merlin’s assets, resources
and interests and compliance with
applicable laws and regulations.

In meeting its responsibilities, the Board
has embedded a risk management and
internal controls framework within normal
management and governance process. This
approach includes the regular evaluation
of the nature and extent of risks to which
Merlin is exposed and is consistent with
Turnbull principles.

This framework is on-going and has been in
place for the financial year ended
31 March 2014.
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The key elements of the system of
internal control are:
• Corporate governance arrangements
which are regularly reviewed.

• Written rules, Standing Orders, Financial
Regulations and delegated authorities.

• Policies and procedures for all key areas
of the business which are reviewed
periodically to ensure their ongoing
appropriateness.

• An Internal Audit function, structured to
deliver the Audit and Risk Committee’s
five-year risk-based strategic audit
plan. As well as having an in-house
team, Merlin uses the services of
professional firms of auditors and other
specialists as necessary. All audit reports
are reviewed by the Audit and Risk
Committee, which also receives updates
on the implementation of agreed audit
recommendations.

• A corporate health and safety function
using the OHSAS 18001 Health & Safety
Management System.

• Business Management Panels which
make an important contribution to the
framework for risk management and
internal control, as risk and control
owners can be asked to attend a panel to
account for failures in risk management
or non compliance with internal control
requirements.

• An embedded risk management and
internal controls assurance framework
which facilitates on-going management
assurance and self assessment of the
effectiveness of internal control and risk
mitigation throughout the year.

• Throughout the year, the Board and
management monitor performance against
budgets and other targets.

• An anti-fraud and corruption framework
supported by policies and procedures
for dealing with suspected fraud and
whistleblowing. Merlin participates in the
National Fraud Initiative and the National
Anti Fraud network.

• All significant decisions and commitments
are subject to appraisal and approval
by the Executive Team and the Board in
accordance with Merlin’s rules, Standing
Orders and Financial Regulations. The
key implications of significant decisions
are considered by the Executive Team and
the Board. These considerations include
risk, legal, regulatory, financial and VFM
implications as well as the potential impact
on service to residents.

• Regular performance reports on
operational and financial matters are
submitted to the Board. Every quarter,
heads of service are asked to provide
updates on progress against their high
level activities as defined in their service
level action plans via web forms. This
information is then used to populate the
dashboards.

A review of the effectiveness of the system
of internal control is facilitated on an annual
basis. This review involves the Chief
Executive and his Executive Team, the
Audit & Risk Committee and the Board
as a whole.

No weaknesses were found in internal
controls which resulted in material losses,
contingencies or uncertainties that require
disclosure in the financial statements

Going concern
After reviewing and approving the
organisation’s budget for 2014/15 and
long-term financial plans, sensitivities and
contingencies, the Board has a reasonable
expectation that there are adequate
resources to continue in operational
existence for the foreseeable future, being
a period of twelve months after the date on
which the report and financial statements
are signed. For this reason, it continues
to adopt the going concern basis in the
financial statements.
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Shareholders
There is a policy for admitting and ending
shareholding membership and it will accept
applications from tenants and also from
people who are not tenants if they have
a legitimate interest in Merlin’s business,
although this excludes previous
and current staff members.

Annual General Meeting
The Annual General Meeting will be held on
25th September 2014.

Disclosure of information to auditors
At the date of making this report, each of
the Society’s Board members, as set out on
page 7, confirm the following:

• So far as each Board member is aware,
there is no relevant information needed
by the Society’s auditors in connection
with preparing their report, of which the
Society’s auditors are unaware; and

• Each Board member has taken all the
steps that he/she ought to have taken as
a Board member in order to make himself/
herself aware of any relevant information
needed by the Society’s auditors in
connection with preparing their report and
to establish that the Society’s auditors are
aware of that information.

Appointment of external auditors
Mazars LLP have expressed their
willingness to continue in office as the
Society’s auditors. Accordingly, a resolution
to re-appoint Mazars LLP will be proposed
at the forthcoming Annual General Meeting.

Statement of the Board’s
responsibilities
The Industrial and Provident Societies Acts
and the Housing and Regeneration Act
2008 require the Board to prepare financial
statements in accordance with applicable
law and United Kingdom Generally
Accepted Accounting Practice, for each
financial year which give a true and fair view
of the state of affairs of the Association and
of the surplus or deficit for that period. In
preparing those financial statements, the
Board is required to:

• select suitable accounting policies and
then apply them consistently

• make judgements and estimates that are
reasonable and prudent

• state whether applicable accounting
standards have been followed

• prepare the financial statements on
the going concern basis unless it is
inappropriate to presume that the
Association will continue in business.

The Board is responsible for keeping
proper accounting records which disclose
with reasonable accuracy at any time
the financial position of the Association
and enables it to ensure that the financial
statements comply with the requirements
of the Industrial and Provident Societies
Acts 1965 to 2003, the Housing and
Regeneration Act 2008, the Accounting
Direction for Private Registered Providers
of Social Housing 2012, and the Statement
of Recommended Practice published by
the National Housing Federation in 2010
“Accounting for Registered Social Housing
Providers”. It is also responsible for
establishing and maintaining a satisfactory
system of internal control and safeguarding
the assets of the Association and hence
for taking reasonable steps for the
prevention and detection of fraud and other
irregularities.

Andrew Frayling
Chairman
31st July 2014

Report of the Board
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Independent Auditors’ Report to the
Members of Merlin Housing Society Limited
We have audited the financial statements of
Merlin Housing Society Limited for the year
ended 31st March 2014 which comprise
the Income and Expenditure Account, the
Balance Sheet, the Cash Flow Statement
and the related notes.

The financial reporting framework that
has been applied in their preparation
is applicable law and United Kingdom
Accounting Standards (United Kingdom
Generally Accepted Accounting Practice).

Respective responsibilities of the
Board and auditors
As explained more fully in the Statement of
Board Responsibilities set out on page 30
the Board is responsible for the preparation
of financial statements and for being satisfied
that they give a true and fair view.

Our responsibility is to audit and express
an opinion on the financial statements
in accordance with applicable law and
International Standards on Auditing (UK
and Ireland). Those standards require us to
comply with the Auditing Practices Board’s
(APB’s) Ethical Standards for Auditors.

This report is made solely to the society’s
members, as a body, in accordance with
the Industrial and Provident Societies
Acts 1965 to 2003 and the Housing and
Regeneration Act 2008. Our audit work has
been undertaken so that we might state to
the society’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 the society and the society’s
members as a body for our audit work, for
this report, or the opinions we have formed.

Scope of the audit of the financial
statements
A description of the scope of an audit of
financial statements is provided on the
Financial Reporting Council’s website at
www.frc.org.uk/auditscopeukprivate.

Opinion on financial statements
In our opinion the financial statements;

• give a true and fair view of the state of the
society’s affairs as at 31st March 2014 and
of its income and expenditure for the year
then ended;

• have been properly prepared in accordance
with United Kingdom Generally Accepted
Accounting Practice; and

• have been properly prepared in accordance
with the Industrial and Provident Societies
Acts 1965 to 2003, the Housing and
Regeneration Act 2008 and the Accounting
Direction for Private Registered Providers
of Social Housing 2012.

Matters on which we are required
to report by exception
We have nothing to report in respect of
the following matters where the Industrial
and Provident Societies Acts 1965 to 2003
require us to report to you if,
in our opinion;

• a satisfactory system of control over
transactions has not been maintained; or

• the society has not kept proper accounting
records; or

• the financial statements are not in
agreement with the books of account; or

• we have not received all the information
and explanations we need for our audit.

Mazars LLP
Chartered Accountants and Statutory
Auditor
45 Church Street
Birmingham
B3 2RT
31 July 2014
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Income and Expenditure Account

For the year ended 31 March 2014 Note 2014 2013
£’000 £’000

Turnover 3 38,560 37,282

Operating costs 3 (31,289) (29,788)

Operating surplus 3, 5 7,271 7,494

Surplus on sale of fixed assets – housing proper-
ties 7a 640 253

Deficit on sale of fixed assets – non housing 7b (1) -

Other Items:

Impairment of non housing asset (1,102) -

Demolition costs (228) -

Interest receivable and other income 8 4 5

Interest payable and other similar charges 9 (2,842) (2,884)

Net return/(interest) on pension assets 11 79 (76)

Surplus for the year 23 3,821 4,792

The notes above derive from continuing operations
The notes on pages 35 to 58 form part of these financial statements.
Historical cost surpluses and deficits were identical to those shown in the income and expenditure account.

Statement of Total Recognised Surpluses
and Deficits
For the year ended 31 March 2014 2014 2013

£’000 £’000

Surplus for the financial year 3,821 4,792

Actuarial gain/(loss) relating to pension scheme 2,864 (1,228)

Total recognised surpluses and deficits relating to
the year 6,685 3,564
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Balance Sheet as at 31 March 2014

For the year ended 31 March 2014 Note 2014 2013
£’000 £’000 £’000 £’000

Tangible fixed assets
Housing properties – cost 13 118,211 110,446
Social Housing and other capital Grant 13 (1,712) (1,512)

116,499 108,934
Other tangible fixed assets 14 4,586 6,359
Fixed asset investments 15 131 141

121,216 115,434
Current assets
Stock 16 260 257
Debtors 17 55,992 66,014
Investments 18 3,000 -
Cash at bank and in hand 3,055 3,463

62,307 69,734
Creditors: Amounts falling due within
one year 19 (9,581) (5,449)

Net current assets
Due within one year (1,117) 113
Debtors due after one year 17 53,843 64,172

52,726 64,285
Total assets less current liabilities 173,942 179,719

Creditors: Amounts falling due after
more than one year 20 73,685 73,645

Provision for liabilities 25 54,231 64,189
Net pension liability 11 2,237 4,781

130,153 142,615
Capital and reserves
Non-equity share capital 22 - -
Revenue reserve 23 43,789 37,104

Society’s funds 43,789 37,104

173,942 179,719

The financial statements were approved by the Board on 31 July 2014 and signed on its behalf by:

Andrew Frayling
Chairman

Michael Drew
Board member

Andrew Ledger
Company Secretary
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Cash Flow Statement

For the year ended 31 March 2014 Note 2014 2013
£’000 £’000

Net cash inflow from operating activities 26 16,800 12,979

Returns on investments and servicing of
finance

Interest received 4 5

Interest paid (2,842) (2,884)

(2,838) (2,879)

Capital expenditure

Purchase and construction of housing properties (12,145) (17,829)

Purchase of other fixed assets (226) (876)

Sales of other fixed assets 92 -

Acquisition of investment - (141)

Net receipts from sales of housing properties 675 332

Other grants received 200 -

Sinking Funds received 34 8

(11,370) (18,506)

Cash flow before management of liquid
resources and financing 2,592 (8,406)

Management of liquid resources

Cash out / (in) money market deposits (3,000) 1,700

Financing

Loans received - 7,000

Increase/ (Decrease) in cash 27, 28 (408) 294
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Notes to the Financial Statements for the year
ended 31 March 2014
1. Legal status

The Society is registered under the
Industrial and Provident Societies Act
1965 and is registered with the Homes
and Communities Agency as a social
landlord.

At 31 March 2014, there were 41
shareholding members of the Society (31
March 2013: 46 members).

2. Accounting policies

The following accounting policies have
been applied consistently in dealing with
items which are considered material in
relation to the financial statements.

Basis of accounting

The financial statements of the Society
are prepared under the historic cost
convention and on a going concern
basis, in accordance with applicable
accounting standards and the Statement
of Recommended Practice for Accounting
by registered social landlords (SORP
2010) and comply with the Accounting
Direction for Private Registered Providers
of Social Housing 2012. The Board is
satisfied that the current accounting
policies are the most appropriate
for the Society.

Merlin Housing Society Limited has
participated in a protected cell insurance
company, Igloo (PCC). This investment
is classified as a quasi-subsidiary in
accordance with Financial Reporting
Standard 5. The directors do not consider
that the balances of the quasi-subsidiary
are material in the context of the Society.
Therefore, in accordance with s405 of
the Companies Act 2006, group accounts
have not been prepared and these
financial statements represent those of
the Society only.

Turnover

Turnover comprises:

a. Rental income from tenants receivable
for the period;
b. Rental income is deferred to a future
period where it does not relate to the
current period;
c. Service charge income from tenants
and leaseholders receivable;
d. Supporting People funding;
e. Other income included at the invoiced
value of goods and services provided

Interest payable

Interest payable is charged to the income
and expenditure account on an accruals
basis.

Value added tax

The Society charges value added tax
(VAT) on some of its income and is able
to recover part of the VAT it incurs on
expenditure. The costs within the income
and expenditure account include VAT
to the extent that it is suffered by the
Society and is not recoverable from HM
Revenue and Customs. The balance of
VAT payable or receivable at the year-
end is included as a current liability
or asset.

Taxation

Merlin Housing Society is considered
to pass the tests set out in Paragraph
1 Schedule 6 Finance Act 2010 and
therefore meets the definition of a
charitable company for UK Corporation
Tax purposes. Accordingly, the charity
is potentially exempt from taxation
in respect of income or capital gains
received within categories covered by
Chapter 3 Part 11 Corporation Tax Act
2010 or Section 256 of the Taxation of
Chargeable Gains Act 1992, to the extent
that such income or gains are applied
exclusively to charitable purposes.
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Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
2. Accounting policies (continued)

Pensions

The Society participates in one funded
multi-employer defined benefit scheme,
the Avon Pension Fund (APF). The
operating costs of providing retirement
benefits to participating employees are
recognised in the accounting periods
in which the benefits are earned. The
related finance costs, expected return
on assets and any other changes in fair
value of the assets and liabilities, are
recognised in the accounting period in
which they arise. The operating costs,
finance costs and expected return on
assets are recognised in the income
and expenditure accounts with any
other changes in fair value of assets
and liabilities being recognised in the
Statement of Total Recognised Surpluses
and Deficits.

The Society also participates in a defined
contribution scheme where the amount
charged to the income and expenditure
account represents the contributions
payable to the scheme in respect of the
accounting period.

Grants

Grants in respect of revenue expenditure
are credited to the income and
expenditure account in the same period
as the expenditure to which they relate.

SHG attributable to these costs is
matched with the expenditure to which
it relates by crediting the income and
expenditure account as part of turnover.

Social Housing Grant

Social Housing Grant (SHG) is receivable
from the Homes and Communities
Agency and is utilised to reduce the cost
of development and such grants are
therefore matched with the expenditure
to which they relate. The majority of SHG
is shown as a deduction from the cost of
housing properties.

The Statement of Recommended
Practice – Accounting by Registered
Social Landlords (2010) requires that part
of the development costs are regarded
as revenue costs and therefore the
proportion of SHG attributable to these
costs is matched with the expenditure to
which it relates by crediting the income
and expenditure account as part of
turnover.

SHG attached to a property that is sold
during the year may be recycled on new
property development subject to certain
conditions. Otherwise, unless formally
aborted, any SHG attached to a property
that is sold may be repayable to
the HCA.

Disabled Facilities Grant

Disabled Facilities Grant (DFG) is
receivable form South Gloucestershire
Council to cover the cost of major works
with a value over £1,000 undertaken to
provide special disability facilities. Such
grants are matched to the expenditure
to which they relate. Where this
relates to the capital costs of housing
improvements, the grant is deducted
from the cost of works capitalised.

Housing properties

Housing properties are principally
properties available for rent and are
stated at historic cost.

Works to existing properties which
result in an increase in the net rental
income, such as a reduction in future
maintenance costs, or result in a
significant extension of the useful
economic life of the property in the
business, are capitalised as direct costs
along with their directly associated
overheads.

The development cost of housing
properties including the cost of acquiring
land, construction costs, directly
attributable overheads and associated
fees are capitalised.
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Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
Other repairs, including routine and
planned expenditure incurred in the
year, are expensed in the income and
expenditure account.

2. Accounting policies (continued)

Depreciation of housing properties

Freehold land is not depreciated.
Freehold buildings have been broken
down into components. Components are
different elements of the dwelling which
have varying useful economic lives which
are depreciated so as to write down
the net book value of the components
to their estimated residual value over
their expected useful lives. The Principle
annual rates used for the components
are:

Freehold Structure 100 years
Roofing 65 years
Windows 30 years
Doors 30 years
Kitchens 20 years
Bathrooms 30 years
Heating Systems 30 years
Boilers 15 years
Electrics 30 years
Lifts 25 years
PV Panels 25 years
Other works (Insulation etc.) 10 years

Acquisitions

In accordance with the accounting
requirements for property components,
the costs relating to property acquisitions
are divided into their relevant component
parts and are capitalised and depreciated
over their expected useful lives.

Impairment

Housing properties which are depreciated
over a period in excess of 50 years are
subject to an annual impairment review.
Other assets are reviewed for impairment
if there is an indication that impairment
may have occurred.

Where there is evidence of impairment,
fixed assets are written down to their
recoverable amount. Any such write
down is charged to the Income and
Expenditure account.

Sale of housing properties

Sales of housing properties are
accounted for on their completion
date. Under the terms of the transfer
agreement, a proportion of the proceeds
from Right to Buy sales are shared
with South Gloucestershire Council.
On completion of a Right to Buy sale
contract, the full proceeds are credited
to the Income and Expenditure account
and the share payable to the Council is
treated as a cost of sale.

Other tangible fixed assets

Depreciation is provided evenly on the
cost of other fixed assets to write them
down to their estimated residual values
over their expected useful lives. The
principal annual rates used for other
assets are:

Freehold Land No
depreciation
charged

Freehold Property
(non-housing) 25 years
IT software 5 years
IT hardware 5 years
Other equipment 5 years
Furniture & fittings 5 years
Leasehold offices
– refurbishment works Over the life

of the lease
Motor vehicles 4 years



38

Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
2. Accounting policies (continued)

Investments

Current asset Investments comprise cash
deposits placed on the money market in line with
the Society’s Treasury Management.

Fixed asset investment represents Merlin’s
investment in one of the protected cells of
a Protected Cell Company, Igloo (PCC)
incorporated in Guernsey under the Companies
(Guernsey) Law 2008. The Cell shareholder will
have rights to dividends, other distributions and
redemptions in relation to the profits and net
assets of the Cell

As the Cell shareholder, in substance, will gain
the benefits arising from the net assets of the
Cell and will be exposed to the risks inherent
in the Cell, the Cell is classified as a quasi-
subsidiary within the meaning of Financial
Reporting Standard 5.

Operating Leases

Rentals paid under operating leases are charged
to the income and expenditure account on a
straight line basis over the term of the lease.

Stock

Stock is valued at the lower of cost and net
realisable value.

Liquid resources

Liquid resources are readily disposable current
asset investments. They include money market
deposits, held for more than 24 hours that can
only be withdrawn without penalty on maturity or
by giving notice of more than one working day.

Service charge prepayments

Service charge funds received in advance are
shown as creditors and are included within the
amounts falling due after one year.

Transfer of Housing Stock from Local
Authority

Properties were acquired from a local authority
for a consideration equivalent to their ‘current
market value’ (i.e. the normal transfer price)
plus the cost of bringing them into a good state
of repair. Immediately prior to the transfer, the
Council contracted with Merlin Housing Society
to carry out these refurbishment works for a
fixed sum, equal to the expected cost of the
required work, and an invoice was issued by
Merlin Housing Society to the Council for the full
amount of the contract.

The terms of the Council’s undertaking to
refurbish/repair the properties and the terms
of the contract with Merlin Housing Society
are essentially similar; in particular, the price is
fixed and no time limit imposed. Merlin Housing
Society’s workforce and subcontractors are
subsequently employed to carry out the work
over a number of years.

The underlying substance of the transactions
were reflected on a gross basis; recognising
the contractual position of Merlin Housing
Society, which has both a valuable asset for
which it has paid (the Council’s obligation to
have the refurbishment carried out) and a legally
binding obligation to complete the works under
the refurbishment contract. These assets and
liabilities are recognised in the balance sheet
within debtors and provisions respectively.

Provisions

Provisions are recognised when there is a
present legal or constructive obligation as a
result of past events, for which it is probable that
an outflow of economic benefit will be required
to settle the obligation, and where the amount of
the obligation can readily be estimated.
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Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
3. Turnover, cost of sales, operating costs and operating surplus

Year ending 31 March 2014 Note Turnover
Operating

costs
Operating
Surplus

£’000 £’000 £’000

Social housing lettings 4 37,392 (30,085) 7,307

Other social housing activities

Supporting people contracts 296 (587) (291)

Development costs not capitalised - (258) (258)

296 (845) (549)

Non social housing activities

Garages 705 (236) 469

Commercial properties 167 (123) 44

872 (359) 513

38,560 (31,289) 7,271

Year ending 31 March 2013 Note Turnover
Operating

costs
Operating
Surplus

£’000 £’000 £’000

Social housing lettings 4 35,992 (28,583) 7,409

Other social housing activities

Supporting people contracts 292 (599) (307)

Development costs not capitalised - (142) (142)

292 (741) (449)

Non social housing activities

Garages 718 (218) 500

Commercial properties 280 (246) 34

998 (464) 534

37,282 (29,788) 7,494
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Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
4. Turnover, cost of sales, operating costs and operating surplus
Particulars of income and expenditure from social housing lettings

General
needs

housing

Supported
housing

and
housing
for older
people

Temporary
social

housing

Low cost
home

ownership Total Total

£’000 £’000 £’000 £’000 £’000 £’000
Rent receivable net of identifiable
service charges 29,043 5,462 218 59 34,782 33,645

Service charge income 701 1,035 38 5 1,779 1,530

Charges for support services 2 689 - - 691 715

Net rental income 29,746 7,186 256 64 37,252 35,890

Other income 117 21 2 - 140 100

Turnover from social housing
lettings 29,863 7,207 258 64 37,392 35,990

Management (8,140) (1,840) (139) (22) (10,141) (11,700)

Services (1,597) (1,731) (47) - (3,375) (2,785)

Routine maintenance (5,450) (1,070) (57) (1) (6,578) (6,341)

Planned maintenance (1,992) (372) (25) - (2,389) (2,905)

Major repairs & improvements
(non capitalised) (2,952) (631) (17) - (3,600) (924)

Bad debts (106) (12) (4) (2) (124) (286)

Depreciation of housing properties (3,317) (553) (6) (1) (3,877) (3,640)

Operating costs on social
housing lettings (23,554) (6,209) (295) (26) (30,084) (28,581)

Operating surplus / (loss) on
social housing lettings 6,309 998 (37) 38 7,308 7,409

Void losses (178) (80) (16) - (274) (377)

Year ended 31 March 2014 Year ended
31 March 2013
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Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
5. Operating Surplus

This is arrived at after charging/ (crediting):

6. Accommodation in management

At 31 March, accommodation in management for each class of accommodation was as follows:

2014 2013
£’000 £’000

Depreciation of housing properties 3,813 3,548

Depreciation of other tangible fixed assets 815 878

Loss on disposal of housing property components - 91

Loss / (gain) on disposal of other tangible fixed assets - -

Operating lease rentals

- land and buildings 79 78

- vehicles 521 430

Auditors’ remuneration (including VAT)

- for audit services - current year 45 35

2014 2013
Number Number

Social housing

General housing 6,476 6,484

Supported housing and housing for older people 1,399 1,452

Low cost home ownership 38 39

Temporary social housing 39 39

Leasehold properties* 482 474

Total owned & managed 8,434 8,488

* A specific level of service is delivered to the leaseholders in these properties, mostly
flats or maisonettes
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2014 2013
£’000 £’000

Sales Proceeds 2,971 1,477

Other Income 89 43

Cost of Sales (574) (280)

Council Clawback and Other Costs (1,846) (987)

Surplus 640 253

2014 2013
£’000 £’000

Deficit surplus 4 5

Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
7 a. Surplus on sale of fixed assets – housing properties

2014 2013
£’000 £’000

Sales Proceeds - -

Cost of Sales (1) -

Deficit surplus (1) -

7 b. Deficit on sale of fixed assets – other fixed assets

8. Interest receivable

2014 2013
£’000 £’000

Loans and bank overdrafts 2,842 2,884

9. Interest payable and similar charges
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10. Employees

Average monthly number of employees expressed in full time equivalents:
2014 2013

Number Number

Administration 67 57

Housing, support and care 146 154

Repairs and property maintenance 239 179

452 390

Wages and salaries 10,962 10,016

Redundancy costs 135 304

Compensation for loss of office - 68

Social security costs 877 820

Pension costs 1,635 1,169

13,609 12,377

Notes to the Financial Statements for the year
ended 31 March 2014 (continued)

During the year, as part of our continued delivery of value for money, we brought more of
our property repairs, maintenance and improvements in-house resulting in increased staff
numbers and relevant costs.

The number of persons including directors whose total remuneration (excluding employer
pension contributions, or pay in lieu thereof, and including compensation for loss of office)
exceeding £60,000 per annum is as follows:

2014
Number

2013
Number

£150,000 to £159,000 - 1

£100,000 to £149,999 1 -

£90,000 to £99,999 4 3

£80,000 to £89,999 - 1

£60,000 to £69,999 3 2

8 7
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Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
11. Pension Scheme

The Society participates in two pension
schemes:

(1) Avon Pension Fund: Defined Benefit
Final Salary Pension Scheme

The Avon Pension Fund is a multi-
employer scheme, administered by Bath
& North East Somerset Council under
the regulations governing the Local
Government Pension Scheme, a defined
benefit scheme. The current value of the
obligation exceeds the value of the assets
by £2.2 million. A formal FRS17 actuarial
valuation was completed as at 31 March
2014 by a qualified independent actuary.

On transfer of the employees to Merlin
Housing Society on 12 February 2007,
their associated pension liability was
fully funded by South Gloucestershire
Council so there was no pension liability
at that time. The value of the assets and
obligations of the plan at this time were
equal. A full triennial actuarial valuation
was carried out reflecting the position at
31 March 2010. This identified a deficit
of £1.3 million in the Merlin share of the
fund. The proportion of the deficit relating
to staff who transferred from South
Gloucestershire Council (£0.9 million)
was met by the transfer of assets from

the SGC fund to the Merlin fund. The
remaining deficit of £0.4 million relating to
Merlin staff appointed since transfer was
met by a single payment into the fund by
Merlin in 2011/12. A triennial valuation was
undertaken during the year based on the
position as at 31 March 2014.

The employer’s contributions to the
fund by the society for the year ended
31 March 2014 were £1,195,000 (2013:
£958,000) at an average contribution rate
of 14.3% of pensionable salaries. During
the year, no additional payments were
made in respect of Early Retirement costs
(2013: £186,000).

Adjustments were also made to reflect
the position at the 31 March 2014 based
on the FRS17 Pension Adjustments. This
resulted in a debit of £400,000 being
reflected against contributions
(2013: debit of £291,000).

A total of £187,000 was payable to
the scheme at 31 March 2014 (2013:
£116,000) and this is included in our
creditors balance.

31 March
2014

31 March
2013

31 March
2012

31 March
2011

31 March
2010

% per
annum

% per
annum

% per
annum

% per
annum

% per
annum

Discount rate 4.6% 4.4% 5.1% 5.5% 5.7%

Rate of increase in salary 3.9% 3.9% 4.1% 4.4% 4.8%

Rate of increase in pension 2.4% 2.4% 2.6% 2.9% 3.5%

Rate of inflation 2.4% 2.4% 2.6% 2.9% 3.5%

Financial assumptions
The main financial assumptions used by the actuary were:
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Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
11. Pension Scheme (continued)

2014
No. of
Years

2013
No. of
Years

2012
No. of
Years

2011
No. of
Years

2010
No. of
Years0

Current pensioner:

Males 23.3 22.9 22.8 21.2 21.2

Females 25.8 25.9 25.7 24.1 24.1

Future pensioner retiring in 20
years:

Males 25.7 25.2 25.1 22.2 22.2

Females 28.7 28.2 28.1 25.0 25.0

This means an expected average age of a male is currently 88 and 91 for a female. In 20
years time, this is 90 and 93 respectively for a male and a female.

The information disclosed below is in respect of the whole of the plans for which the Society
is either the sponsoring employer or has been allocated a share of cost under an agreed
policy throughout the periods shown.

2014 2013 2012 2011 2010
£’000 £’000 £’000 £’000 £’000

Present value of funded
defined benefit obligations (32,150) (30,863) (25,406) (20,299) (19,453)

Fair value of plan assets 29,913 26,082 22,145 18,338 15,006

Deficit (2,237) (4,781) (3,261) (1,961) (4,447)

Mortality assumptions

The post-retirement mortality assumptions used to value the benefit obligation for the last
three years are based on the PA92 medium cohort series. The assumed life expectations on
retirement at age 65 are:



46

11. Pension Scheme (continued)

Movements in present value of defined benefit obligation

Notes to the Financial Statements for the year
ended 31 March 2014 (continued)

2014 2013 2012 2011 2010
£’000 £’000 £’000 £’000 £’000

Benefit obligation at start of year 30,863 25,406 20,299 19,453 11,927

Current service cost 1,594 1,125 944 977 600

Past service cost - - - (1,290) 162

Interest cost on pension scheme
liabilities 1,397 1,318 1,140 1,141 881

Loss on curtailments - 231 52 105 47

Actuarial (gains)/losses (1,950) 3,018 3,049 (234) 5,482

Member contributions 506 413 378 359 343

Benefits/transfers paid (260) (648) (506) (212) 11

Value at end of year 32,150 30,863 25,356 20,299 19,453

Movements in fair value of plan assets

2014 2013 2012 2011 2010
£’000 £’000 £’000 £’000 £’000

Fair value at start of year 26,082 22,145 18,338 15,006 10,009

Expected return on plan assets 1,476 1,242 1,213 1,001 652

Actuarial gains 914 1,789 1,409 1,324 3,020

Employer’s contributions 1,195 1,141 1,313 860 971

Member contributions 506 413 378 359 343

Benefits/transfers paid (260) (648) (506) (212) 11

Fair value at end of year 29,913 26,082 22,145 18,338 15,006
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11. Pension Scheme (continued)

Analysis of the amount charged to the income and expenditure account:

2014 2013 2012 2011 2010
£’000 £’000 £’000 £’000 £’000

Current Service Cost 1,594 1,125 994 977 600

Loss on curtailments - 231 52 105 47

Past service cost - - - (1,290) 162

Expected return on plan assets (1,476) (1,242) (1,213) (1,001) (652)

Interest cost on plan liabilities 1,397 1,318 1,140 1,141 881

Total Operating Charge 1,515 1,432 973 (68) 1,038

These amounts are recognised as a net cost within operating costs of £1,595,000 (2013:
a cost of £1,356,000) and a return on pension assets of £79,000 (2013: deficit of £76,000)
in the Income & Expenditure Account. The total amount recognised in the Statement of
Total Recognised Surpluses and Deficits in respect of actuarial gains and losses is a loss of
£2,864,000 (2013: loss of £1,228,000).

Major categories of plan assets

2014 2013 2012 2011 2010
£’000 £’000 £’000 £’000 £’000

Equities 13,011 14,633 11,604 11,480 9,753

Government bonds 2,573 2,686 2,569 2,384 1,546

Other bonds 8,735 4,799 4,562 1,449 1,441

Cash/Liquidity 509 443 332 385 405

Property 1,765 1,747 1,484 1,100 495

Other 3,320 1,774 1,594 1,540 1,366

Fair value at end of year 29,913 26,082 22,145 18,338 15,006

Actual return on plan assets 1,461 3,030 646 1,175 3,672

Notes to the Financial Statements for the year
ended 31 March 2014 (continued)
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11. Pension Scheme (continued)

The expected rates of return on the scheme assets are set at the beginning and end of
the year as follows:

Expected
return on
assets
2014

Expected
return on
assets
2013

Expected
return on
assets
2012

Expected
return on
assets
2011

Expected
return on
assets
2010

Equities 7.0% 7.0% 7.0% 7.5% 7.5%

Corporate bonds 3.4% 2.8% 3.1% 4.4% 4.5%

Other bonds 4.3% 3.9% 4.1% 5.1% 5.2%

Cash/Liquidity 0.5% 0.5% 0.5% 0.5% 0.5%

Property 6.2% 5.7% 6.0% 6.5% 6.5%

Other 7.0% 7.0% 7.0% 7.5% 7.5%

Overall expected rate of return 5.31% 5.51% 5.50% 6.82% 6.46%

The expected rate of return on the scheme assets are determined by reference to relevant
indices. The overall expected rate of return is calculated by weighing the individual rates in
accordance with the anticipated balance in the scheme’s investment portfolio, net of invest-
ment management expenses.

Amounts recognised in the balance sheet:

2014 2013 2012 2011 2010
£’000 £’000 £’000 £’000 £’000

Present value of funded obliga-
tions (32,150) (30,863) (25,406) (20,299) (19,453)

Fair value of plan assets 29,913 26,082 22,145 18,338 15,006

Net liability (2,237) (4,781) (3,261) (1,961) (4,447)
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11. Pension Scheme (continued)

Experience adjustments on scheme assets:

2014 2013 2012 2011 2010
£’000 £’000 £’000 £’000 £’000

Experience gains on scheme
assets 914 1,789 1,409 1,324 3,020

Gains as a percentage of scheme
assets 3.1% 6.9% 6.4% 7.2% 20.1%

Experience gains on scheme
liabilities 411 - - - -

Gains as a percentage of scheme
liabilities 1.3% - - - -

The projected employer contributions for next year, 2014/15, is £1,351,000

(2) Scottish Life: Defined Contribution Scheme

The company started to operate a defined contribution pension scheme from November 2013.

The pension cost charge representing the contributions payable by the Company to the scheme
for the year amounted to £23,000 (2013: nil).

Contributions amounting to £14,000 (2013: £nil) were payable to the scheme at the end of the
financial year and were included in creditors.

12. Board members and executive directors

2014 2013
£’000 £’000

Remuneration paid to the executive directors including the Chief
Executive was:

Emoluments 403 395

Employers’ pension contributions 44 54

Amounts paid to third parties in respect of directors’ services - 72

Loss of Office Chief Executive compensation - 68

Loss of Office Chief Executive pension contributions - 132

447 721

None of the Board members received emoluments.

The emoluments of the highest paid director refer to the Finance Director. Excluding pension contributions, this was
£106,000 for the year ending 31 March 2014 (2013: Previous Chief Executive including compensation payment for
loss of office £152,000). The Finance Director is a member of the Avon Pension Scheme and is an ordinary member,
with no enhanced or special terms applicable.
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Land

Social
housing

properties
held for
letting

Shared
ownership
properties

Social
housing

properties
under

construction Total

£’000 £’000 £’000 £’000 £’000
Cost

At 1 April 2013 7,724 111,834 138 48 119,744

Improvements - 10,926 - - 10,926

Construction costs - - - 688 688

Disposals (32) - (4) - (36)

At 31 March 2014 7,692 122,760 134 736 131,322

Depreciation

At 1 April 2013 - 9,291 7 - 9,298

Charged in year - 3,812 1 - 3,813

At 31 March 2014 - 13,103 8 - 13,111

Net book value

At 31 March 2014 7,692 109,657 126 736 118,211

Grants

Social Housing & Disability Grants
at 1 April 2013 (307) (1,205) - - (1,512)

Social Housing & Disability Grants
received - (200) - - (200)

At 31 March 2014 (307) (1,405) - - (1,712)

Net book value

At 31 March 2014 7,385 108,252 126 736 116,499

At 31 March 2013 7,417 101,338 131 48 108,934

13. Fixed assets – properties

Our housing properties are valued on the Balance Sheet at historical cost less depreciation.

To determine the value on the basis of their existing use value for social housing (EUV - SH), they were
professionally valued by Savills (L&P) Limited as at 31 March 2014 at £205,768,000 (2013: £173,380,000). The
valuation was undertaken in accordance with the RICS Appraisal and Valuation Manual. In determining this valuation,
the valuers made use of discounted cash flow methodology and key assumptions were made concerning the level of
future rents, including government restrictions on the level of future rent increases, voids, the level of sales and the
discount rate. The assumed discount rate used by Savills was 5.5%. Savills valued the properties on an open market
value, assuming vacant possession and excluding shared ownership, at £947,498,000 (2013: £914,545,000).

The Society owns all its land on a freehold basis.

Total maintenance and improvement work to our properties completed in the year was £23.8 million (2013: £14.3
million) of which £11.2 million (2013: £5.7 million) was capitalised.
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Freehold
Land

Freehold
properties &

fittings
Leasehold
properties

Commercial
properties

Furniture &
equipment

Computer
equipment

Computer
software Vehicles Total

£’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000
Cost

At 1 April 2013 1,079 3,970 111 102 704 1,432 1,707 210 9,315

Additions - - - - 18 194 - 14 226

Disposals - - - (31) - (4) (47) - (82)

At 31 March 2014 1,079 3,970 111 71 722 1,622 1,660 224 9,459

Depreciation

At 1 April 2013 - 581 37 15 290 929 1,043 61 2,956

Charged in year - 190 23 4 130 162 254 52 815

At 31 March 2014 - 771 60 19 420 1,091 1,297 113 3,771

Impairment

At 1 April 2013 - - - - - - - - -

Impairment - 1,102 - - - - - - 1,102

At 31 March 2014 - 1,102 - - - - - - 1,102

Net book value

At 31 March 2014 1,079 2,097 51 52 302 531 363 111 4,586

At 31 March 2013 1,079 3,389 74 87 414 503 664 149 6,359

14. Other
fixed assets
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2014 2013

£’000 £’000

Van stock 149 147

Other Stock 111 110

260 257

2014 2013

£’000 £’000

Balance brought forward 141 -

Addition in year - 208

Insurance costs in the year (10) (67)

Balance carried forward 131 141

15. Fixed Asset Investment

During the year, Merlin invested in Igloo (PCC) which is a Protected Cell Company. PCC is a
single legal entity, but it is made up of individual “protected cells”. Each cell has its own capital
provided by the cell’s shareholders using that cell. Cell shares are non-voting and redeemable.
The Cell shareholder will have rights to dividends, other distributions and redemptions in relation
to the profits and net assets of the Cell. The Cell shareholders are responsible for keeping the
Cell adequately funded in full support of the agreed insurance programme and to the extent
necessary to meet the regulatory minimum capital, minimum solvency capital requirement and
own solvency capital requirement as required by the Insurance Law and related regulations,
and to enable the Cell to meet its liabilities to all valid creditors as they become due, restricting
requests for dividends and injecting additional capital as necessary. The sole interest in the net
assets and profits of the Cell is attributable to the Cell shareholders and not to any other shares
of the Company (i.e. PCC) or to any other person.

As a result of the above, Merlin’s investment in Igloo (PCC) is classified as a quasi-subsidiary in
accordance with Financial Reporting Standard 5.

Igloo (PCC) is a Protected Cell Company incorporated in Guernsey under the Companies
(Guernsey) Law 2008. The principle business activity is insurance. Merlin has a 100% investment
in the cell.

Merlin decided to exit the Igloo scheme in February 2014 and enter into alternative insurance
arrangements. A provision has been made in the accounts for the expected costs associated with
the exit from the Igloo scheme.

16. Stock
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2014 2013

£’000 £’000

Due within one year

Arrears of rent and service charges 1,890 2,035

Less: Provision for bad debt (1,139) (1,422)

751 613

VAT debtor 564 258

Other debtors 393 348

Less: Provision for bad debt (52) (37)

905 569

Prepayments and accrued income 493 660

2,149 1,842

Due after one year

Other debtors 53,843 64,172

Total debtors 55,992 66,014

17. Debtors

18. Current asset investments
2014 2013

£’000 £’000

Money market deposits 3,000 -
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2014 2013

£’000 £’000

Trade creditors 1,495 1,595

Rent and service charges received in advance 419 492

Other taxation & social security 669 302

Local Authority – right to buy share of proceeds 1,791 873

Capital creditors 1,953 371

Other creditors 208 139

Accruals 2,534 1,306

Capital accruals 512 371

9,581 5,449

19. Creditors: amounts falling due within one year

20. Creditors: amounts falling due after more than one year
2014 2013

£’000 £’000

Bank loans 73,500 73,500

Deposits 19 14

Leaseholder sinking funds 166 131

73,685 73,645

21. Borrowings
2014 2013

Repayment of bank loans: £’000 £’000

Loans repayable in more than five years 73,500 73,500

73,500 73,500

The bank loans are secured by a fixed legal charge over the majority of the Society’s
residential housing property. Interest is payable on a monthly, quarterly or half yearly basis.
At the year end, 72% of debt was fixed with interest rates ranging from 4.54% to 5.56%
(2013: 72% of debt fixed with interest rates ranging from 4.53% to 5.73%).
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2014 2013

Capital expenditure commitments: £’000 £’000

Capital expenditure

Expenditure contracted for but not provided in the accounts 14,453 421

Expenditure authorised by the Board, but not contracted 24,223 16,383

38,676 16,804

2014 2013

Revenue reserve £’000 £’000

At start of year 37,104 33,540

Surplus for the year 3,821 4,792

Actuarial (loss) / gain relating to pension scheme 2,864 (1,228)

At end of year 43,789 37,104

24. Financial commitments

2014 2013

£ £

At start of year 46 62

Cancelled during the year (7) (21)

Issued during the year 2 5

At end of year 41 46

22. Non-equity share capital

Share capital at 31 March 2014 comprises 41 shares of £1 each, of which 41 were fully paid
at the year end. Each member of the Society holds a share of £1 in the Society. The shares
provide members with the right to vote at general meetings, but do not provide any rights to
dividends or distributions at winding up. Shares cannot be repaid or transferred. They are
cancelled when a shareholder ceases to be a member and the £1 becomes the property of
the Society. Therefore, all shareholdings relate to non-equity interests and there are no
equity interests in the Society.

23. Reserves

The above commitments will be financed primarily through borrowings, which are available
for draw-down under existing loan arrangements.
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Operating leases

Annual commitments under non-cancellable operating leases are as follows:
Operating leases which expire: 2014 2013

£’000 £’000
(i) Land and buildings, leases expiring

Between one and five years 79 79

79 79

(ii) Vehicles expiring

Within one year 26 31

Between one and five years 806 108

832 139

25. Provision for liabilities

Major repairs provisions 2014 2013
£’000 £’000

At start of year 64,172 70,047

Utilised in year (10,329) (5,875)

At end of year 53,843 64,172

Other provisions 2014 2013
£’000 £’000

At start of year 17 15

Utilised/ Paid in year 122 (15)

Provision for redundancies, early retirement 45 -

Insurance Provision 204 17

At end of year 388 17

Total provisions for liabilities 54,231 64,189

Other provisions include amounts for redundancies, exiting contracts and insurance provision totalling £221,000
as at 31 March 2014 (2013: £17,000). The major repairs provision is for works to be undertaken to improve the
housing stock transferred to Merlin Housing Society from South Gloucestershire Council in 2007.
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2014 2013

£’000 £’000

Increase / (decrease) in cash (408) 294

Cash flow from (decrease / increase) in liquid resources 3,000 (1,700)

Cash inflow from increase in debt - (7,000)

Increase in net debt from cash flows 2,592 (8,406)

Net debt at 1 April (70,037) (61,631)

Net debt at 31 March (67,445) (70,037)

2014 2013

£’000 £’000

Operating surplus 7,271 7,494

Depreciation of tangible fixed assets 4,628 4,426

Loss on disposal of fixed assets 1 94

Pensions operating charge 1,595 1,356

Pension contributions paid (1,195) (1,141)

(Increase)/decrease in stock (3) (159)

Decrease/(increase) in debtors (308) 573

increase/(decrease) in creditors 4,811 336

Net cash inflow from operating activities 16,800 12,979

26. Reconciliation of operating surplus to net cash inflow from operating activities

27. Reconciliation of net cash flow to movement in net debt
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28. Analysis of net debt 1 April
2013

Cash
Flow

31 March
2014

£’000 £’000 £’000

Cash at bank and in hand 3,463 (408) 3,055

Current asset investment - 3,000 3,000

Debt due after one year

Loans drawn down (73,500) - (73,500)

Changes in net debt (70,037) 2,592 (67,445)

29. Related parties

Board Members who are tenants of the Society are included on the list on page 7. They
are charged normal policy rents and receive no favourable treatment in any respect as a
result of their membership of the Society. Board Members who are Councillors with South
Gloucestershire Council are included on the list on page 7. South Gloucestershire Council
has nomination rights over tenancies for the Society’s properties. All transactions with the
Council are under normal commercial terms and councillors are not able to use their position
to their advantage.

30. Contingent Liabilities and assets

As at 31 March 2014, Merlin Housing Society has a performance bond of £1,000,000 held by
Lloyds Bank Plc.
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