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Bromford Housing Group A snapshot of our business For the Year Ended 31 March 2019

A snapshot of our business.

We exist to provide affordable homes for people who can’t access market housing. We believe in providing
safe, secure and warm homes, but we are ultimately a people business. Not only do we care about what
happens to people who live in a Bromford home, we want people to thrive.
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Bromford Housing Group Operational area For the Year Ended 31 March 2019
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Statement from the chair For the Year Ended 31 March 2019

Statement from the Chair.

A stronger platform, a bigger difference

The last year has seen the formation of a brand new
organisation through the partnership with Merlin
Housing Society and the subsequent acquisition of
SevernVale Housing Society (SV). The combined strength
and capabilities of three organisations becoming
one enables us to focus on our unwavering purpose,
investing in homes and relationships so that people can
thrive. Bromford’s aim goes beyond supporting an ever-
increasing need for safe and warm homes — our culture,
values and strategy are driven by a core belief that we
can have a broader impact on customers, communities
and colleagues.

Our new organisation is built on stable and robust
financial foundations. We are accelerating our
housebuilding programme to become the housing
association of choice in our key areas of operation
and extending our frontline neighbourhood coaching
approach to even more customers across our central
England heartland. In addition, to fulfil our exciting
potential, we are investing to change the way we work
and interact with our customers and colleagues through
programmeOne, a business-wide transformation
programme now entering its second phase of
implementation. Our scale and wider role within
society allows us to invest in our relationship with
existing customers whilst also investing in initiatives like
helping to reduce homelessness as outlined in our new
strategy.

Any period of transition comes with additional risks;
growing in size, cultural and organisational integration,
change management and the potential to lose focus on
frontline service delivery. Bromford has moved quickly
to establish and embed a new Board and governance
structure, a fully integrated Executive Board, a new
operating rhythm and four forums where smaller
groups of colleagues and customers are responsible
and accountable for shaping the way we do things.

The formation of our new Customer and Communities
Influence Network (CCIN) together with our customer
feedback process have been hugely positive for
customers, colleagues and Board members to get
closer to what is happening on the ground so that
more informed decisions can be made. Given the new
organisation is less than a year old, | was delighted with
the outcome of our recent effectiveness review which
endorses the challenge, support and assurance roles
the Board is playing in the transformation of Bromford.

| would like to recognise how much has been
accomplished in such a short time. We should
not underestimate the team’s achievement in
maintaining service standards and customer
satisfaction right across the business and | deeply
thank all our colleagues for the support and
commitment they continue to show every day.

| would also like to praise the brilliant leadership of all
three Chief Executives, Philippa Jones, Tim Knight and
Robert Nettleton, for converting vision into reality.
Our retiring Chief Executives, Philippa and Tim, have
dedicated 30 years and 20 years respectively, building
amazing organisations and managing a seamless
transition that have underpinned this defining
transformation. Robert, our new Chief Executive, has
hit the ground running with his unerring customer
focus, vision and ambition for Bromford.

With so much to be positive about, 2019 was tinged
with sadness after the passing of Les Good following a
short battle with cancer. Les was the first Chair of Merlin
Housing Society and worked tirelessly for customers
through the council, Merlin and then Bromford for over
20 years. He leaves a strong legacy that we are all keen
to channel and learn from moving forward.

Looking ahead this really is the beginning of our next
chapter. The enlarged and fully-integrated organisation,
a strong financial core and a robust governance
framework provide a unique platform to deliver our
strategic plan and purpose of enabling even more
people to thrive and making a bigger difference in the
communities and regions we serve.

Jonathan Simpson-Dent
Chair of the Board
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Bromford Housing Group Report from the Chief Executive For the Year Ended 31 March 2019

Report from the Chief Executive.

Enabling more people to thrive

This year has seen us bring three organisations
together, who all individually were focussed on
investing in customers, to create a much stronger
one. Combining Bromford, Merlin and Severn Vale
will enable even more customers to thrive and will
also allow us to be even more transformational for
current and future communities.

Fundamental to the creation of the new organisation
was the recognition of all parties as to why they
exist and that the right partnerships, based on
shared objectives and values, can reduce costs and
unlock capacity to deliver more whilst at the same
time providing greater insulation against potential
material risks.

Very few in the housing association sector have
brought three organisations together in the space of
just six months and we achieved this thanks to the
vision, planning and hard work of colleagues right
across our new organisation.

By the end of 2019 we will have invested
some of the efficiency savings into
expanding our neighbourhood coaching
approach to a further 12,500 households.

The result being that across our 44,000 homes we
will employ over 225 neighbourhood coaches with
the ultimate goal of helping more of our customers
to thrive.

We operate in areas of extremely high demand
for affordable homes and our consolidated
balance sheet allows us to deliver the largest
housing association-led development programme
across these areas, enabling transformational
partnerships to be created to both develop and
regenerate communities. Over the next ten years
we’ve committed to invest £2.5bn gross (£1.5bn
net) into building 14,000 new homes.

Revenue increased year on year from £221m to
£257m. This increase can be attributed to the
acquisition of Severn Vale, an increase in the
number of rental homes and a material increase in
first tranche shared ownership revenues. We are
pleased to report that surplus before tax increased
from £64m to £69m. This increase can be attributed
to a positive fair value associated with the Severn
Vale acquisition which offsets lower year on year
gains on fixed assets, higher year on year operating
costs and a negative movement in the fair value of
financial instruments.

We committed all this surplus back into maintaining
our current homes and investing in new ones.

We completed 1,236 homes, at a cost of
£172m, an increase of 188 homes on last
year. Of the 1,236 homes, 760 were for
rent, 442 for shared ownership and 34 for
outright sale.

Supplementing this we were very pleased to
execute an agreement to become a Homes England
strategic partner providing us with an additional
£66m to build more new homes for social rent,
affordable rent and shared ownership by March
2024.

This year also saw us invest £38m
into our existing homes enabling
us to upgrade 1,240 kitchens and
bathrooms; 2,240 windows and
doors and 295 roofs and included the
continuation of our corporate goal
of reducing customers fuel bills by
upgrading 3,213 heating systems.
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During the year, we entered the public bond
market on the back of our Moodys Al (at the
time of issue, subsequently A2), and Standard and
Poor’s A+ credit ratings and secured £300m at a
sector leading 30-year rate of 3.125%. Recognising
the potential volatility in the markets, we followed
this up later in the year by diversifying our investor
base with another sector leading 20-year private
placement with five US investors at 3.01% - both
transactions being materially oversubscribed. The
result being that at year end we had available
liquidity of £645m and net debt of £23k per unit.

As a result of creating the new organisation we
spent considerable time during the year focussing
on our future strategy. We launched the Bromford
Strategy 2019-2023 in March 2019 and not only
have we been explicit on our purpose, but we’ve
been clear on what our core business is and what
it isn’t. We have established a series of clear
measurable goals. We're clear that neighbourhood
coaching is integral to our business and that our
development activity will focus on affordable
housing with an increase in social rent in high
stress areas. We’ve also determined that others
are better at managing student accommodation,
so we will dispose of our portfolio and, over time,
divest ourselves of our market rent portfolio too.

An integral part of creating our organisation was
starting to shape the culture that we want to have.
| was delighted that more than 600 colleagues
joined over 30 workshops to unpick why Bromford is
special for them, what makes us different, and how
we should operate in the future. The workshops
resulted in us settling on a new set of values, called
DNA, which are to be Honest, Brilliant, Bold and
You. These shared values and our purpose are
what will drive us in the years ahead.

Part of enabling colleagues to deliver the strategy
is providing them with the best tools for the job,
streamlining processes and creating one platform.
This year has been the first full year of delivering
our programmeOne transformation programme,
which has seen us implement a new D365 finance
and procurement system. We've also made
significant strides in the second phase which
launches in 2020 — delivering a new and improved
experience for how our customers engage with us.

Report from the Chief Executive For the Year Ended 31 March 2019

Ultimately the reason Bromford
exists is because making a difference
to people’s lives is a passion that
burns deeply in all of us. And it is
the belief that with the right home
and the right relationship almost
anything is possible, which is why
we have and will continue to invest
heavily in our coaching approach.

Across the early adopters of this new way of
working, we have now engaged with 28,000
customers and are finding that our initial
investment is leading to more engaged and
sustainable communities. This is reflected in the
research we glean from our feedback programme
which tells us that a remarkable 89% of customers
would recommend Bromford to a friend.

Despite the continued extension of universal
credit, we are seeing a greater number of
customers in credit, a decline in the number of
failed tenancies, and a fall in the frequency that
anti-social behaviour cases end up in court — clear
evidence that our relationship with customers
continues to transform. And we are clear that this
colleague-customer relationship doesn’t just affect
frontline colleagues but every single person across
the business.

The demand for affordable housing has never been
more profound and this, coupled with our size,
strength of balance sheetand opportunities, results
in Bromford being an important organisation in the
areain which we operate which, with our increasing
focus on partnerships, provides an exciting footing
for the future. Underpinned by our talented
colleagues, our agile business model will ensure we
can continue to invest in homes and relationships
for existing and future customers whatever the
challenges of the external environment.

I would like to finish by thanking all
colleagues that work for Bromford.
This year has seen us achieve a great
deal but none of it would have been
achieved without a group of absolutely
dedicated people.

Robert Nettleton
Chief Executive

<@



Bromford Housing Group The Bromford Strategy For the Year Ended 31 March 2019

The Bromford Strategy 2019 to 2023.

Our purpose is to invest in homes and relationships so people can thrive.

The Bromford Strategy 2019 — 2023 sets out how we will achieve our overall purpose and the journey we will
take to get there. It details five areas of strategic focus, which each contain a series of outcomes and goals.

Our relationship with our
customers.

Building strong relationships with customers is
fundamental to our work and that’s why we will
continue to invest in them rather than focusing
on providing additional services. Doing so will
enable customers to gain or maintain control
of their lives and allow them to do more for
themselves.

Investing in relationships with customers, in
providing ways that allow them to easily interact
with us, and acting on their feedback, will
provide them with a better overall experience
while living in our homes.

Homes that enable
customers to thrive.

Over the period of our strategy we will be
investing more than £300m in maintaining
and upgrading our properties to ensure our
customers have homes that are safe, secure and
warm.

We’re committed to providing homes that our
customers are proud to live in. To do that we will
increase our understanding of how our homes
are operating by using the latest technology, so
we can address any issues proactively before
they become a problem for our customers. We
will also invest in improvements to our homes
to make them warmer and cheaper to heat,
giving customers more money to spend on
other things.

Growing the business to enable even more
customers to thrive.

Our financial strength allows us to invest in quality, modern affordable homes over the next four years; allowing
us to make a real difference to the lives of the thousands of people currently waiting for affordable housing in
our area.

Working in partnership with others and delivering developments ourselves, our ambitions are not only to increase

the number of affordable homes we develop but also to reduce building costs and our impact on climate change
at the same time, utilising new technologies and reviewing modern methods of home construction.

<@



Bromford Housing Group

The elements that make
up our strategy.

Our strategy is not just the strategic
plan — the organisational to do list.
Our strategy comprises a number of
distinct parts each of which plays an
important part in helping us achieve
the things we want to achieve over the
period of the strategy.

our risk
appetite
and risk
capacity

The Bromford Strategy For the Year Ended 31 March 2019

Keeping Bromford future
ready.

We have a clear ambition to ensure our systems and
ways of working are ready for the future. We will
achieve this through the delivery of programmeOne,
our business-wide transformation programme.

We will move to a small number of integrated systems
which will be used across the entire business. This will
allow us to simplify the ways we work and to efficiently
bring the three legacy organisations together and
provide a consistent experience for both colleagues
and customers.

Enabling colleagues to thrive

to create the best team we
can.

In orderto achieve our goals we need to ensure that our
new DNA becomes the culture throughout Bromford.
Investing in our people and creating brilliant leaders
and teams will put us on track for future success.

our DNA

Running through
everything

our
strategic

plan
goals and KPls

Why we
are here
our purpose

our our
financial core
framework business
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Our DNA.

The Bromford Strategy For the Year Ended 31 March 2019

We do what we say we will and are open to
being challenged and challenging others

When things go wrong we hold our hands up,
admit it and learn from our mistakes

We build relationships based on openness,
respect and integrity.

We work smarter, not just harder and collaborate
with others to get results and hold ourselves and
others accountable for achieving our goals

We see the best in people and believe we can
all achieve more

We're curious about learning new things.

We do the right thing for our customers and
colleagues

We love new ideas and challenge assumptions

We work with confidence and empower others to
make decisions for themselves.

We embrace the fact that everyone is different and
encourage people to use their

life experience and personality every day

to create positive experiences for customers

and colleagues

We think big, are positive and celebrate our
successes and those of others

We're energised, happy and productive.




Bromford Housing Group For the Year Ended 31 March 2019

Katana

When customers get a phone call from Katana
from our inhouse gas installs team, for many of
them it can feel like they’ve won the lottery. She
calls our customers to let them know that their
heating system is on plan to be replaced. This
can be from installing boilers and radiators to
switching our customers from inefficient electric
systems to gas central heating.

Katana manages a team of eight engineers across
our southern region, who last year installed new
heating systems at 577 homes. Sometimes jobs
go smoothly and according to plan, but at other
times an engineer can come across an unexpected
problem, causing the work to overrun, which has
a knock-on effect on the rest of the programme.
At times like these Katana uses her excellent
organisational skills to rearrange the workstream
to cause the least disruption to customers.




Bromford Housing Group Group financial performance For the Year Ended 31 March 2019

Group financial performance.

The year has seen significant partnership activity resulting in increased group revenues, along with one-off
acquisitionincome and costs. In addition, the group continuesits transformation journey through programmeOne
and the rollout of our neighbourhood coaching localities model. Against this backdrop, we have produced
another strong set of results.

As set out in notes 38 and 39 to the accounts, the partnership with Merlin and subsequent acquisition of Severn
Vale has had a material impact on the group numbers. The partnership with Merlin has been accounted for as a
merger and as such, Merlin’s revenues, costs, asset and liabilities have been added to the group. This increased
group revenue, including property sales, in 2018/19 by £54m (24%) and increased total net assets by £160m
including Severn Vale.

The acquisition of Severn Vale resulted in a one-off uplift to the income statement of £61m. Revenues and costs
from operations are included from the point of acquisition on 2 January 2019 and increased revenue by £5m
for the part year.

The financing transactions relating to merger and acquisition resulted in the repayment of £111m of loans,
culminating in a one off cost of £37m. The £37m represents the off market interest rates associated with those

loans, and is cash neutral across the group.

The results below, and in all the financial statements, have been restated to reflect the new combined group.

Summary of financial performance for the year

Income and expenditure £m 2015 2016 2017 2018 2019
Turnover 204 212 211 221 257
Operating costs and cost of sales (127) (129) (128) (146) (180)
Surplus on disposal of assets 6 8 9 14 6
Change in valuation of investment properties 1 0 1 0 0
Operating surplus 84 91 93 89 83

Net interest charge and fair value movements (41) (31) (30) (25) (38)
Gift on acquisition 0 0 0 0 61
Finance cost of new structure 0 0 0 0 (37)
Surplus for the year after taxation 43 60 63 64 69
Statement of financial position £m 2015 2016 2017 2018 2019
Housing properties at cost less depreciation 1,684 1,736 1,815 1,919 2,221
Other tangible fixed assets, intangible fixed assets 28 29 27 31 66
and investments

Net current assets 62 100 72 91 212
Total assets less current liabilities 1,774 1,865 1,914 2,064 2,499
Loans due after one year (631) (667) (667) (751) (1,155)
Unamortised grant (449) (447) (441) (437) (437)
Other long-term liabilities and provisions (115) (107) (104) (117) (61)
Total net assets 579 644 702 759 823
Total reserves 579 644 702 759 823
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Turnover including sales

Group turnover (£m).
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Group turnover increased to £257m (2018: £221m). Social housing lettings remain the core of Bromford’s
business and contributed 76% in 2018/19 (2018: 85%) of turnover. The £6m revenue associated with outright
sales represents Bromford’s modest entry in the outright sales market to complement our social housing
offering.

Shared ownership sales income for the year was £48m (2018: £26m). We sold 435 shared ownership homes,
at an equivalent 100% sales value of £236k (2018: 252 homes, 100% value: £229k). The average first tranche
share sold increased slightly to 47% (2018: 45%).

Turnover and operating costs including cost of sales (£€m).

Turnover

Operating
cost including
cost of sales

Costs

Over the last year, we have seen an increase of 8% in our total operating costs, excluding cost of sales,
from £128m in 2017/18, to £138m in 2018/19. This was due to several factors, including the acquisition of
Severn Vale (£3m part year costs), investment in localities and delivering transformation activity through
progammeOne. The business case for these changes was approved by the Board and included a detailed
benefit analysis, with future efficiency and cost reduction built into our business plans.

Operating costs for the year also include merger and integration costs of £2m.

«@®



Bromford Housing Group Group financial performance For the Year Ended 31 March 2019

Operating margins and surplus

The surplus before taxation of £69m is another strong financial performance for Bromford (2017/18: £64m).
Operating surpluses, including sale of fixed assets, were £83m (2017/18: £89m) with an operating margin of
33% (2017/18: 40%).

The operating margin on social housing lettings was 35% (2017/18: 41%). The reduction reflects the effect

of a further year of rent reductions for the majority of our homes, the cost increase from investment in our
localities model and transformation programmes.

Movement in net surplus (‘000s).
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The number of properties owned and managed in the year increased due to the acquisition of Severn Vale
Housing Society and an increase in property development activity. The table below shows the movement
through the year.

31/03/18 Development Disposals SV acquisition Other 31/03/19

General needs 29,732 730 (145) 2,872 10 33,199

Supported housing 3,440 41 (85) 409 (89) 3,716

Shared ownership 3,112 431 (98) 161 (157) 3,449

Leasehold and 2,514 34 (34) 550 246 3,310
Non Social

Total 38,798 1,236 (362) 3,992 10 43,674

43,674 assets represents Total units 45,401 less units under development, 1,727 (see note 4).

Disposals
Disposals are not a material feature of our financial results, but we expect them to grow over the near term as

we proactively manage our homes and dispose of properties in non-core geographies.

Gain on property disposals for 2018/19 were £6.6m, £8.0m lower than the previous year. Property disposal
profits in 2017/18 were high at £14.6m, in part due to the completion of a stock transfer of our Powys stock,
which yielded a profit of £4.0m. Disposals in 2018/19 include Right to Buy/Right to Acquire generated a surplus
of £0.3m. Other disposals included void and strategic disposal programme generated cash of £6.0m and £2.4m
in recycled grant (2017/18: £30.1m and £2.0m respectively).

Investment in our homes
In 2018/19 we invested £38m (2017/18: £32m) in major repair and refurbishment programmes and £172m
(2017/18: £122m) in new homes. This year on year increase reflects our desire to invest in homes that help

our customers to thrive.

Sales exposure

Exposure to unsold shared ownership stock is not a material issue and there has been no impairment of
property values. Due to the growth in our new homes programme and the timing of handovers in the months
up to March 2019, the number of completed unsold shared ownership homes rose to 155 at March 2019
(March 2018: 140). The value of the unsold element was £14.9m.

We had 8 completed homes for outright sale unsold at the year-end.

The detail of stock and work in progress is shown in note 17. Stock and work in progress has increased from
£53m at March 2018 to £59m at March 2019, which represents 83 schemes at various stages of building
completion.
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Pension provisions and liabilities

During the year the group participated in three multi-employer defined benefit schemes, the Social Housing
Pension Scheme (SHPS) for legacy Severn Vale colleagues, the Staffordshire County Council pension scheme
(LGPS) and the Avon pension fund (LGPS). On the 1 April 2018, we opened the Bromford Defined Benefit
pension scheme administered by The Pensions Trust. The scheme offers employees the choice of CARE 80th
or CARE 120th with Bromford contributing 10% of the employee’s salary regardless of scheme choice. (CARE:
Career average revalued earnings)

The pension liabilities on the balance sheet reflect the engagement with these schemes as set out in note 37.

Bromford Housing Group also participates in the Social Housing Pension Scheme’s Defined Contribution
scheme and Royal London Defined Contribution scheme to meet its obligations for auto-enrolment, which
applied from October 2013.

Corporation Tax
We continue the policy of gift aiding taxable surpluses from non-charitable group members to charitable

group members. The corporation tax charge for the year is £7k (2017/18: £109k credit).

Key effects of material estimates and judgments within these financial
statements

e Onanannual basis we review for potential impairment of non-financial assets. Following the review
no impairment was deemed to be required

e We have accounted for depreciation of assets on a straight-line basis. The depreciation basis is
reviewed regularly for each class of asset, and no changes were required

e The majority of our debt financial instruments are classified as basic. We do however have seven
standalone interest rate swaps which have been categorised as non-basic and these have been
measured at fair value within these financial statements

e Pension deficit liabilities are based upon third party actuarial valuations.

Further details of key estimations can be found within our accounting policies on pages 84 - 86.

Treasury

The 2018/19 financial year witnessed significant treasury activity across the group. We established a dual
credit rating platform with Moody’s (A1) and S&P (A+) ratings at sector leading levels. In May 2018, we
leveraged our significant balance sheet capacity and strong credit profile to successfully issue our £300m
debut public bond at the sector’s most competitive all-in coupon rate in the year of 3.125%. The bond issue
was over-subscribed several times over, representing the highest levels of investor demand.

Recognising the potential future uncertainty in the funding markets post Brexit, we augmented our debut
public bond with our inaugural private placement issue in North America (USPP). We successfully diversified
our investor base, bringing five new investors to Bromford and two new investors to the social housing sector,
raising £100m at 3.01% with a spread impressively inside of the trading levels of our public bond secondaries.
The orderbook was again subscribed several times over with bids at a range of tenors. This new funding was
agreed before the year end on a deferred basis, with the funds successfully drawn in May 2019.
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The year also witnessed the merger with Merlin and aquisition of Severn Vale. In July 2018 (Merlin) and
January 2019 (Severn Vale) we successfully obtained merger consent with our funder group and established
£180m of new undrawn revolving credit facilities (RCFs) on competitive market terms. In December 2018,
we established a further £100m RCF with Lloyds, taking the total undrawn RCFs to £355m at the year end.
Together with the deferred USPP of £100m, this presents £455m of undrawn facilities at the year end.

As a result of our new funding activity we closed the year with exceptional levels of liquidity, with available
facilitiesbeingovertwicetherequiredlevels. Wearethereforeinanexcellent positiontodeliver ournew strategy
and new development ambitions whilst maintaining strong metrics across our suite of treasury indicators.

Capital structure, treasury and cashflow
The following table highlights our position:

As at 31 March 2019 As at 31 March 2018

Drawn facilities £1,118m £774m
Undrawn facilities £455m £200m
Cash and cash equivalents £195m £90m
Fixed rate borrowing 94% 85%
Weighted average cost of borrowing 4.04% 3.97%
Interest cover 3.4 times 3.65 times
Asset gearing (covenant 66.67% max) 39% 29%

Cash and short term liquidity

The group holds significant cash funds after the debut bond issue in May 2018. In line with sector best
practice, the majority of these cash proceeds remain invested in multi tenor but short term sovereign treasury
bills at terms ranging from four weeks to six months in amounts to meet the near term funding requirements
of the business. The investment strategy is largely defensive, with safety and access to cash driving decision
making rather than projected rates of return. Any cash deposits with institutional counter parties must meet
minimum counterparty credit ratings and deposit values must not exceed £25m.

Our short term liquidity Treasury Management Policy requires a minimum of £10m of available funds on a
same day access basis, and a further £15m available within two business days (including RCFs) to ensure day-
to-day operational cashflow is funded without undertaking undue risk.
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Bromford Housing Group Group financial performance For the Year Ended 31 March 2019

Long term liquidity and funding

Long term liquidity remains a key focus and our Treasury Management Policies set out a prudent requirement,
requiring 18 months of all operational and development cashflows (including uncommitted spend) plus
additional contingency to be held at all times.

The total facilities (drawn and undrawn) at the year end were £1,573m. A significant component of this
undrawn funding is from an undrawn RCF (£355m) which helps us to meet the long term liquidity requirements
whilst providing flexibility and reducing the cost of carry on excess funds.

We ended the year with £195m of cash and together with the £455m of undrawn facilities, this created
total available funds of £650m, over twice the long term liquidity level required (£249m). Long term liquidity
level is defined as 18 months forward look on all operational and development cash flow, net of 20% of
sales slippage, plus a buffer of £25m. This provides the business with a level of cash and undrawn available
facilities that exceed the Treasury Management Policy requirement and protects the group from potential
future funding uncertainties in the funding markets post Brexit.

As at March 2019, the group had:

e Cash and cash equivalents of £195m (rising to £295m in May 2019 when the £100m USPP was
drawn)

e f£455m in undrawn loan facilities (including £355m Revolving Credit Facilities and £100m USPP with
a drawdown deferred until May 2019)

e £550m of available security from uncharged properties, £118m of which was utilised for the USPP
issue in May 2019

e In addition, Bromford holds security with its funders in excess of their asset cover requirements.

Refinancing risk

As we establish ourselves as a repeat issuer on the capital markets, we expect over the coming years to issue
a number of long term bonds. We have therefore introduced a Treasury Management Policy to ensure we
have a considered approach to smooth the profile of repayments. The group’s repayment profile remains
broadly linear, save for the repayment of the £300m public bond in 2048.
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Interest rate management and mark to market position

We use fixed rate borrowings to manage our exposure to increases in interest rates and 94% of our borrowings
are at fixed rates (2017/18: 85%). In a low interest rate environment, it is clearly advantageous to leverage
the prevailing low interest rates offered in the longer term, and our high level of fixed rate debt reflects this.

The majority of the fixed debt is established through vanilla embedded fixes. The group has only entered into
two International Swap and Derivatives Association (ISDA) arrangements with two separate counterparties
which fix notional debt of £86m, a modest proportion of the overall loan-book. The mark to market (MtM)
positions on the ISDAs moves as a result of the gilt curve but we benefit from threshold levels before any
off market position may be called. We monitor the callable levels on our ISDA arrangements regularly. At
the year end, the aggregate callable amount on our ISDAs was £6.2m with over £32.3m of security charged
against the callable position, significantly in excess of our Treasury Management Policy of £15m.

The marginal rise in the average cost of borrowing is attributed to the inherited debt from Severn Vale along
with a larger amount of variable debt being converted to fixed rate debt to leverage the low interest rate
banking environment.

Do we have enough security for the MtM calls on our standalone swaps?
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Bromford has a healthy level of available uncharged security. Our £455m of undrawn facilities are all fully
secured. In addition, we have £32m pre-charged security ring-fenced to cover any further movements in our
MtM exposure over and above our substantial contractual thresholds.

Further security charging is at various stages of completion. We are currently working with a number of
funders across the group’s portfolio of charged stock to move from a valuation basis of Existing Use Value
(EUV) to Market Value Subject To Tenancy (MVSTT), which may significantly increase the security value.

Covenants

The majority of our covenants are based on group results and are broadly consistent in their composition
across our funder base. We have considerable capacity on both our interest cover and asset gearing covenants
and they do not limit our activities.

Ratings

In April 2019, S&P re-affirmed the group’s A+ (negative) rating. In June 2019, after twelve months of negative
outlook, Moody’s regraded the group to A2 (stable) to reflect the additional debt levels required to fund
the development programme. This regrading aligned with the shadow credit rating analysis we carried
out to identify the likely future projected credit ratings associated with our updated business plan. We
communicated these projected ratings to our key stakeholders ahead of time through a series of roadshows.
Our dual rating remains one of the highest in the sector and investor appetite for investment in Bromford

remains high.
«@®



Bromford Housing Group For the Year Ended 31 March 2019

Kate

Every day is different for Kate, a member of our
people team, whether its supporting leaders or
colleagues with HR issues, helping recruit new
members to our team, supporting people on long
term sick, investigating disciplinary issues or helping
colleagues develop their skills by organising training.

As well as her role in the people team, Kate is
one of our change champions, communicating
important updates about our transformation project
programmeOne to her colleagues. It’s a role she’s
enjoyed so much that she’s just been seconded onto
the programmeOne project team to help deliver the
rollout of the HR Talent system which will be used by
all of our colleagues.
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Our approach and business model.

As a Board, we are clear on our purpose and how we translate that through our strategy into deliverable goals.
Value for Money (VfM) is an integral part of that strategy. Our purpose is to invest in homes and relationships
so people can thrive. We believe that by doing so, we create and maintain social value. Our strategic goals are
as follows.

e Qur relationships with customers

e Homes that enable customers to thrive

e Growing the business to enable even more customers to thrive
e Keeping Bromford future ready

e Enabling colleagues to thrive to create the best team we can.

Financial Frameworks Sector
framework scorecard

Bromford strategy

Merger and
acquisitions

Day to day

Localities programmeOne . .
efficiencies

Our long term financial plan sets out how we intend to achieve our strategy and allocate our resources. We
operate to a five-year planning horizon and the business plan is subject to our key VfM areas of focus as set out
above. Our financial framework, underpins the focus upon VfM throughout Bromford.

Key strategic initiatives are supported by detailed business cases to enable cost and benefits of change to be
set and monitored. These include merger and acquisitions, our neighbourhood coaching locality model and our
programmeOne business transformation project.

We have a solid understanding of the costs of our services and how our performance compares to our peer
group. We continue to develop an appropriate peer group dependent on the activity being monitored. For
example, development metrics will be compared against large developing organisations, and customer related
metrics against more customer focused organisations both inside and outside the sector. This ensures we are
comparing against the best in class to drive our aspirations.
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VfM metrics

To demonstrate our progress in achieving VfM across the group, we report performance against the seven
metrics defined by The Regulator of Social Housing (RSH). These measures alone do not capture the full extent
of our strategic objectives, and therefore we supplement these metrics with four additional measures, reported
in our monthly performance pack.

The metrics demonstrate a very positive story for Bromford:
¢ Financial stability through increasing revenues, strong operating margins, and external credit ratings

e QOurcontinued investment in customers reflected in our neighbourhood coaching model, and customer
advocacy scores of 89%

e Commitment to reinvest our revenues back into social housing
¢ Investing in Bromford to keep it future ready.

The direction of travel across the suite of metrics continues to demonstrate the financial strength of the group
and is set out below for the last five years. We have compared against seventeen housing associations with
similar characteristics in terms of size (>30,000 units) using the latest published data from the 2017/18 financial
year. In the charts below top quartile refers to performance against the comparator group.

The Regulator of Social Housing Value for Money metrics.

Reinvestment
8% 2018/19 Reinvestment has remained
7% broadly static at 6.7% (2018: 6.9%) but is
Top quartile - 6.4% against a much larger asset base following

6% M&A activity. Investment overall has

increased with new development spend of
£139m (2018: £123m) and investment in
existing homes of £29m (2018: £27m).

5%
4% -

3% ~

2019/20 We are committed to maintaining
our top quartile performance on new and
existing homes with forecast spend of

2% ~

1% -

0% isti
2014/15 2015/16 2016/17 2017/18 2018/19 2018/19 2019/20 £175m on new homes and £33m on existing
target target homes.

Target: 7.7%
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New supply delivered (social and non-social housing)%
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2018/19 New supply has increased to
1,236 units including 34 non-social units
(excluding garages). This exceeded target
and is set against an asset base of 43,674
units, 42,268 of which are social units.

2019/20 We have plans to deliver 1,000
new homes next year maintaining our top
quartile performance.

Target: 2.2%

2018/19 Gearing has increased to 39% in
line with expectation and is second quartile
below our framework aspiration of 45%.
The increase is due to the acquisition of
Severn Vale plus borrowing undertaken for
investment in new homes.

2019/20 We expect gearing to fall slightly
as we generate higher asset values through
development part funded through operating
cash.

target target
Target: 36.7%
EBITDA MRI*
300% 2018/19 EBITDA MRI of 182% is above
N expectation but a fall from previous years.
250%

Top quartile - 241%

200% —
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This is driven by additional interest costs
as we have increased our borrowing to
fund our future property development
programme.

2019/20 We have planned for EBITDA MRI
to fall in 2019/20 as we bring in additional
funding and continue to invest in new and
existing homes particularly in Tewkesbury
following the Severn Vale acquisition.

Target: 161%

*Earnings Before Interest, Taxes, Depreciation and Amortisation - Major Repairs Included
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Headline social housing cost per unit (£000s)
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2018/19 Headline social housing costs of
£3.20k per unit remains in the top quartile
and broadly in line with forecast.

2019/20 We remain committed to efficient
delivery of our core business as we continue
to invest in neighbourhood coaching and
our programmeOne transformation project.

Target: £3.14k per unit

Operating Margin (overall and social housing lettings) %
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2018/19 Overall operating margin remains
top quartile at 33% with social housing
margin second quartile at 35%. This isin line
with expectation as we incur costs of M&A
and broader transformation including our
localities coaches roll out.

2019/20 As we continue our investment
programme we expect margins to remain
broadly static before we increase in later
years as benefits are realised.

Target: overall 30%;
social housing 34%

Return on Capital Employed
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2018/19 ROCE has decreased to 3.3%.
Returns have remained stable at £83m
but capital employed has increased
following M&A and investment activity with
additional cash holdings (£126m) following
bond funding.

2019/20 ROCE is forecast to rise as we have
a full year of returns from M&A and we
utilise cash balances on investment activity

Target: 3.9%
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Bromford’s financial framework

The financial framework, set out below, provides a minimum hurdle rate for a number of key performance
measures but more importantly provides an aspirational target that the organisation is seeking to achieve over
the coming years. It is this aspiration target upon which the organisation is aligned and drives the behaviours
across the business to ensure we always provide the best possible service to our customers at the most
economically advantageous price.

Description Aspiration Golden Rule  2018/19 2018/19 2019/20
Forecast Actual Target
Operating Margin (overall) % >38% 25% 31% 33% 30%
Operating Margin (social housing >45% 30% 36% 35% 34%
lettings only) %
EBITDA MRI / Net Interest >2.4 1.5 1.6 1.8 1.6
Asset Gearing <45% 50% 39% 39% 37%
Net Debt Per Unit <£34k £37k £22k £23k £22k
Headroom above Liquidity Policy - £100m - £296m -
Level of stock and WIP (shared - £150m - £60m -
ownership, outright sales, land)
Property sales as a percentage <30% 30% 21% 21% 21%
of turnover

We have set out in the proceeding pages Bromford’s approach to VM which whilst embedded throughout
the organisation we must acknowledge there are areas which would benefit from greater focus. One such
areas is voids where we currently have inconsistent performance in terms of turnaround days across different
geographies. We will be focusing this year to standardise the turnaround time and associated costs. Another
example is ensuring we have a consistent repairs standard across the group, allowing customers to have an
identical high quality experience regardless of the geographic location of their property. We should also mention
our benefits tracking model which pulls together the financial benefits associated with each initiative ensuring
that all initiatives generate VfM for our customers. Ultimately we aim to hold margins as a percentage of sales
broadly static in the coming financial year despite the 1% rent decrease.
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New homes
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Our performance against strategy.

The sections below link to our strategy, cover performance in the year and identify what we are aiming to
achieve in the next 12 months.

Our relationships with customers

A key element of our strategy is our localities neighbourhood coaching approach. Through this investment
we will maintain a 1:175 coach to customer ratio with the aim of maximising support to customers enabling
them to thrive. Following the partnerships, we have made good progress with the roll out of neighbourhood
coaching in South Gloucestershire and planning is well under way for starting work on mobilisation of the North
Gloucestershire locality.

Whilst the intense customer focus does add operating cost we believe it has a tangible benefit upon arrears.
In the 2017/18 financial statement, we set a target for total arrears of 4.5% reflecting the expected staggered
rollout of Universal Credit (UC). Gross arrears across the group in 2018/19 were 2.99% which we consider to
be a strong performance. In addition to gross arrears, we also actively monitor performance of current arrears,
rent void loss and re-let days.

Metric name 2018/19 2018/19 2019/20
target actual target

Gross rent arrears % 4.50% 2.99% 4.30%

Net current arrears % 3.00% 2.60% 3.00%

We continue to closely monitor the effect of Welfare Reform on our arrears performance. Performance on
bad debts and arrears has been maintained at similar levels as in previous years, despite the further rollout
of Welfare Reform and Universal Credit in some of our operating areas.

Localities arrears performance continues to be strong across Bromford with net arrears below target at all
three legacy organisations. We now have over 4,000 customers on UC but have seen the average arrears for
these customers fall from £361 to £321 in March (compared with a sector average of £678).

Metric name 2018/19 2018/19 2019/20
target actual target
Customer advocacy. Customers would 89% 89% 85%

recommend Bromford to a friend %

During the year, the group monitored against legacy customer measures — customer advocacy for legacy
Bromford and customers satisfied with the overall service provided at Merlin. For 2019/20, the group has
one consistent measure based on customer advocacy. During the year we maintained performance of 89%
of the legacy Bromford measure. We have set the 2019-20 target to reflect the ongoing integration and
transformation activity and the likely impact this will have on advocacy. We expect performance to increase
over the course of our strategy to 90% by 2023.

Our key targets for 2019/20:
* Complete roll out of neighbourhood coaching approach to all areas

¢ Net current arrears of 3% e Customer advocacy 85%

<@



Bromford Housing Group

Homes that enable customers to thrive

We have finished the year 100% compliant against requirements in all the areas of gas, electrical safety, solid
fuel, fire risk assessments, asbestos and legionella in all homes. Work to achieve our higher, internal policy
standard is ongoing. We will have achieved an electrical inspection within five years for all our homes by the
end of 2020.

We are proud of the work we have undertaken on improving the energy efficiency of homes as measured
through SAP ratings. Following our investment in data collection we have energy performance ratings for every
home. This has driven individual assessments to see what the impact is of different works to identify the most
cost efficient, viable options so we could target these with a view to raising all homes to a minimum ‘D’ rating.
On some occasions this flagged homes that are no longer fit for purpose, resulting in disposal or regeneration.

We have rolled out the same approach across the new group and as at 31 March 2019 we have an average SAP
rating of 71.8, with 98.4% of homes being D rated or higher.

Our key targets for 2019/20:
* Over 99% of homes we intend to
Our average rafing 71.8 retain are at a minimum Standard
98.4% of homes D or higher Assessment Procedure rating of D

* Have a letting standard that
customers rate highly 0%

[ e Repadirs fixed in one visit 83%.

Growing the business to enable even more customers to thrive

We delivered our record number of new homes during 2018/19 with 1,236 completed by year-end with 39% in
wider Gloucestershire and 61% in the Midlands region. Our investment was £144m on new homes and £28m
in components for existing homes.

New homes developed
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All of our new homes have to meet an investment hurdle rate and we are pleased to say we have achieved this
across the programme in 2018/19.

Internal Rate of Return (IRR) on all 5.49% 6.09% 5.50%
new homes

We had a strong sales performance selling 460 predominately shared ownership homes across the year. The full
year outturn of £54m exceeded the original budget of £52m.

We should recognise that 2018/19 was a strong year in terms of development reflected in the Internal Rate
of Return on all new homes of 6.09%. The target for 2019/20 shows a modest decrease at 5.50% which takes
into account the competition for S106 properties and land, within the market. In addition Bromford is focused
on delivering the new homes strategy whilst ensuring we operate seamlessly as one team across our new

geography.

Our key targets for 2019/20:
* Delivery of 1,000 new affordable homes

* Average days to sales completion of 65 days

Housing sales during 2018/19
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Keeping Bromford future ready

Metric name 2018/19 2018/19 2019/20
target actual target
Achievement of financial benefits from £3.3m £3.0m 3.4m

key strategic initiatives

Another key focus in 2018/19 has been the merger and acquisition activity with Merlin and Severn Vale joining
the group during the year. This has enabled even more customers to access the Bromford neighbourhood
coaching model.

The business transformation programme called programmmeOne is aimed at improving ways of working in
order to deliver better customer and colleague outcomes. The vision for the programme is to help create one
organisation that has simple, customer-focused ways of working and services that are as easy as possible for
colleagues to deliver and for customers to access; where the customer and colleague experience feels consistent
wherever you go and where we are as successful as possible because complexity isn’t holding us back.

We hav