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Strategic Report

Principal Activities

The principal activity of the Company is to act as the capital markets Issuance vehicle for Herefordshire
Housing Limited (HHL). It also undertakes investment activity on behalf of Herefordshire Housing
Limited.

Herefordshire Capital plc on-lends all of its proceeds from capital market transactions to
Herefordshire Housing Limited under a guarantee and security trust basis. The underlying assets of
the issuance belong to Herefordshire Housing Limited through a Security Trust arrangement with
Prudential Trustee Company Limited.

Parent Company

Herefordshire Capital plc. Is a subsidiary of Herefordshire Housing Limited which is a not-for-profit
private company limited by guarantee and is registered with the Homes and Communities Agency as
a soclal housing Registered Provider. Herefordshire Housing Limited was registered as a charity on
16th September 2004. Herefordshire Housing Limited became a subsidiary of Connexus Housing
Limited following the merger of both Herefordshire and Shropshire Housing Groups.

Buslness Review

in November 2016 the £35m retained bond was sold generating a bond premium of £5.065m. The
proceeds are being drawn in 5 tranches with an initial £5m received immediately and the remaining
£30m being deferred drawn in 4 tranches over 2 years, The way the retained bond structure was
agreed enabled us to mitigate the cost of carry on excess funds whilst locking in the favourable gilt
rates in the market. The final tranche was drawn down in November 2018.

This provides the business with a comfortable level of cash and undrawn available facilities, covering
more than 18 months planned expenditure.

Herefordshire Capital plc.is rated Baa1l by Moody's Investor Services, initially downgraded from its
former Aa2 rating following the merger with Shropshire Housing Group and subsequent UK credit
rating downgrade due to uncertainty arising from Brexit

The funds raised by the original bond-issue and subsequent retained bond sale have been on lent to
Herefordshire Housing Limited to fund its development programme and for general corporate
puUrposes.

The bond is secured by a portfolio of social housing properties owned by HHL. The properties are
valued at Existing Use Value - Social Housing (EUV-SH).

The bond issue requires the following covenants to be met:

- Asset Cover of 105% of EUV-SH and 115% of Market Value subject to Tenancies (MV-T)
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- Portfolio interest cover: Net Annual Income in respect of the properties secured against the loan
will not be less than 100 per cent of the amount of interest.

Herefordshire Housing Limited outperformed its forecast operating targets for 2018-19 (before
pension adjustments), having benefited from tight cost controls, property disposals in the form of
Right to Buy (RTB) sales, shared ownership sales, land disposals and lower bad debts. Overall its
financial performance for the period was supported by a strong operating margin at 31% of revenue
and robust cashflows.

Herefordshire Housing has a healthy level of available uncharged security. We have circa 1,220 units
of uncharged security which have an estimated valuation of £39.97 million, against which further
funding can be secured, if the average cost included in our interim valuation by JLL Ltd is applied.
Together with our as yet uncharged security, these pools are being managed in line with future
funding plans, funder security covenant requirements and market changes to the extent they effect

security valuations.

FInanclal risk management

The Company's operations expose it to a variety of financial risks that include the effects of cash flow
risk, credit risk and liquidity risk. The Group has in a place a risk management process that seeks to
limit the adverse effects on the financial performance of the Company by monitoring levels of debt
finance and related finance costs.

The main risk facing Herefordshire Capital plc is that it is unable to make interest or principal
payments when they fall due. This risk is mitigated as Herefordshire Capital plc on lends funds under
secured loan agreements which are backed by the housing assets of the borrower.

Credit risk

The credit risk is mitigated through a number of factors, including the housing asset security that
stands behind the loan to HHL, the overall credit worthiness of the Group, the guarantees that HHL
has issued to the Company and the contractual protections in the loan agreement itself.

Liquidity risk

The Company actively lends the full amount of the loans it has itself borrowed, thus the entity has
assets to fully offset its liabilities and interest receivable to offset its interest payable.

Cash flow risk

In order to ensure the stability of cash outflows and hence manage interest rate risk, the Company
has a policy of matching interest payable on its borrowing to the interest receivable on its loan
debtors. At31 March 20192 100% of the Company’s debt was on fixed rate terms. The company does
not use derivative financial instruments to manage interest rate costs.

Key Performance Indicators

The company operates as a Group funding vehicle and as such has no specific key performance
indicators. The entity is monitored against the original performance model and is thus expected to
break even.
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Director's Report

The Directors present their report and the audited financial statements for the period ended 31
March 2019.

Registration Detalils

Herefordshire Capital plc is a company limited by shares registered under Companies Act 2006 (No.
9279170). The Company is a subsidiary of Herefordshire Housing Limited, and a member of the
Herefordshire Housing Group (The “Group”).

Directors
The directors who held office during the period were as follows:

Ruth Cooke (Appointed November 2014)

Peter Brown (Appointed November 2014, Resigned September 2018)
Richard Woolley (Appointed December 2018)

Jacob Berriman (Appointed July 2017, Resigned September 2018)
James Williamson (Appointed July 2017, Resigned November 2018)
Duncan Forbes (Appointed September 2018, Resigned April 2019)
Hilary Gardner (Appointed December 2018)

Directors and Directors’ Indemnitles

The directors of the Company who were in office during the period and up to the date of signing the
financial statements are set out above. As permitted by the Articles of Association, the directors have
the benefit of an indemnity which is a qualifying third party indemnity provision as defined by Section
234 of the Companies Act 2006. The indemnity was in force throughout the financial period and is
currently in force. The Company also purchased and maintained throughout the period directors’
and officers’ liabllity insurance in respect of itself and its directors. As at 31 March 2019 no qualifying
third party indemnity provisions were granted to any directors.

Disclosure of Information to auditors

The directors who held office at the date of approval of this Director’'s Report confirm that, so far as
they are each aware, there is no relevant audit information of which the Company's auditors are
unaware; and each director has taken all steps that they ought to have taken as a board member to
make themselves aware of any relevant audit information and to establish that the company's
auditors are aware of that information.
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Auditors

KPMG LLP were appointed as the Company's first auditors during the period. A resolution for the
re-appointment of KPMG LLP as Auditors of Herefordshire Capital pic is to be proposed at the

forthcoming Annual General Meeting.

Health and Safety

Herefordshire Housing Limited ensures, as ultimate parent, that the responsibitities of the Company
under Health and Safety legislation are met and ensures regular inspections and reviews as part of

its compliance procedures.

Dividends

The directors do not recommend the payment of a dividend for the pericd.

Political and charitabie contributions

The Company made no political or charitable donations or incurred any polltical expenditure during
the period.

hetc Cete

Ruth Cooke
Board Member
19 September 2019
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Statement of the Director’s responsibilities

The directors. are responsible for preparing the Strategic Report, the Directors’ Report and the
financlal statements in accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under-
that law they have elected to prepare the financial statemerits in accordance with UK Accounting
Standards and applicable law (UK Generally Accepted Accounting Practice), including FRS 102, the
Financial Reporting Standard appli¢able in the UK and Repubiic of Ireland.

Under company law the directors must not approve the financial statements unless they are
satisfied that they give a true and falr view of the state of affairs of the company and of the profit or
loss of the company for that period. In preparing these financial statements, the directors are
required to:

 select suitable accounting policies and then apply them consistently;
« make jJudgements and estimates that are reasonable and prudent;

« state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

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

The directors are responsible for keeping adequate accounting records that are sufficient to show
and explain the company's transactions and disclose with reasonable accuracy at any time the
financial position of the company and enable them to ensure that the financial statements comply
with the Companies Act 2006. They have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the company and to prevent and detect fraud
and other irregularities.

The directors are responsible for the maintenance and integrity of the corporate and financial
information included on the company's website. Legislation in the UK governing the preparation
and dissemination of financial statements may differ from legislation in other jurisdictions.

Corporate Governance Statement v

The Directors of Herefordshire Capital plc are responsible for operating the Company in accordance
with its rules. The Company rust maintain a minimum of 2 directors.

The Board is responsible for the Group's strategic direction. Day to day management and
implementation Is delegated to the Connexus Housing Executive Board. The Directors have overall
responsibility for ensuring that systems of internal control are established and maintained.

The Board is ultimately responsible for ensuring that the Company maintains a system of internal
control that is appropriate to the business environments in which it operates.

Internal control systems are designed to meet the particular needs of the Company and the risks to
which it s exposed. The Board recognises that no system of internal control can provide absolute
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assurance against material misstatement or loss or eliminate risk of failure to achieve business.
objectives.

The system of internal control is designed to manage key risks to provide reasonable assurance that
planned business objectives and outcomes are achieved. It also exists to give reasonable assurance

with respect to:

s the reliability of financial and operational information and;

e safeguarding of the Company’s assets and interests.

In meeting its responsibilities, the Board has adopted a risk-based approach to internal controls which
are embedded within the normal management and governance process. This approach includes the
regular evaluation of the nature and extent of risks to which the Company is exposed, internally
through the wider management team and externally through independent internal and external

audit.

Regular management repaorting on control issues provides assurance to successive levels of
management and to the Board, with overview and structured feedback through the Board's Risk &
Resources Committee. The arrangements include a rigorous procedure, monitored by the Risk &
Resources Committee, for ensuring that corrective action is taken in relation to any significant control
issues. Financial governance is monitored by the Finance & Investment Committee.

The key elements of the internal control framework include:

e The Board being directly responsible for strategic risk management
» Delegation of authority to the Finance and Risk Committee to monitor internal control
s The Leadership team compiling and monitoring the key business risks

e Monthly management accounts aligned to the needs of the business providing reliable, relevant
and up to date financial information with significant variances from budgets being investigated

« Significant new initiatives being evaluated and approved in accordance with the Standing Orders
and Financial Regulations of the Company.

» HR policies and procedures designed to ensure that all colleagues are aware of their roles and
responsibilities in terms of the internal control framework.
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Statement of Comprehensive Income
For the period ended March 2019

— T o9 2008
Notes £000 £'000
Turnover 4 104 103
QOperating expenditure B o 5 (51) (45)
Operating profit / (loss) on ordinary activities before taxation --53 58
Interest receivable 6 4,858 4,228
Interest and financing costs 7 (4,830) (4,241)
‘Total profit / (loss) for the year before taxation 81 45
Tax on profit on ordinary activities ) - -
Total comprehensive Income for the year 81 45

There were no other recognised profits or losses other than those reported above, and therefore
no Statement of Changes in Reserves has been prepared.

The results for the period are in respect of continuing operations.
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Statement of Financial Position
As at 31 March 2019

2019 2018
- Notes £000  £00Q

Current assets
Trade and other debtors 10 119,221 104,188
Short term investments 31,454 21,998
Cash and cash equivalents 134 37
150,809 126,223
Creditors: amounts falling due within one year 11 (26,747) (19,035)
_Net current assets 124062 107,188
Creditors: amounts falling due after more than one year 12 (124,049) (107,175)
Total current assets / (llabllities) 13 13

Capltal and reserves

Called-up share capital 15 13 13
Income and expenditure account o - -
Shareholders' funds 16 13 13

These financial statements were approved by the Board of Directors and were signed on its behalf
by:

it oot NG

Ruth Cooke NIikki Griffiths
Board Member Secretary
19 September 2019
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Notes to the Financial Statements

1.

Legal status

Herefordshire Capital is a public limited company, incorporated on 24 October 2014.

Accounting policies

The following accounting policies have been adopted as being appropriate to the Company's
circumstances with regard to giving a true and fair view and have been applied consistently in
dealing with items which are considered to be material in relation to the Company’s financial
statements.

Cash flow

The Company is exempt from producing a cash flow statement in accordance with FRS102

Basis of Accounting

The financial statements have been prepared in accordance with UK Generally Accepted
Accounting Practice (UK GAAP) including Financial Reporting Standard 102 (FRS102), the
Companies Act 2006. They have been prepared under the historical cost, and on an accruals and
going concern basis.

As the Company is a wholly owned subsidiary of Herefordshire Housing Limited, the Company has
taken advantage of the exemption contained in FRS102 and has therefore not disclosed
transactions or balances with wholly owned subsidiaries which form part of the Group.

Golng Concern

The Company’s business activities, together with the factors likely to affect its future development
and position, are set out in the Business Review section of the Strategic Report on page 4.

The Company is expected to continue to generate positive cashflows on its own account for the
foreseeable future. The Company participates in the Group's centralised treasury arrangements
and so shares banking arrangements with its parent and fellow subsidiaries.

The Directors, having assessed the responses of the directors of the Company's parent,
Herefordshire Housing Limited to their enquiries and have no reason to believe that a material-
uncertainty exists that may cast significant doubt about the ability of Herefordshire Housing
Group to continue as a going concern or its ability to continue with the current banking
arrangements.

On the basis of their assessment of the Company’s financial position and of the enquiries made
of the directors of Herefordshire Housing Limited and its parent, Connexus Housing Limited, the
Company's directors have a reasonable expectation that the Company will be able to continue in
operational existence for the foreseeable future. Thus they continue to adopt the geing concern
basis of accounting in preparing the annual financial statements.

Financial Instruments

The Company has adopted FRS102 in its disclosure of Financial Instruments.
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e.

FAnanclal Assets

Financial assets are recognized when the Company becomes a party to the contractual provisions
of the instrument. Financial assets are recognized at amortised cost. Following initial recognition,
all financial assets have been classified as loans and receivables.

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. Intercompany debtors are classified as loans and
recelvables. Loans and receivables are measured subsequent to initial recognition at amortised
cost discounted at a rate equal to the original effective rate, less provision for impairment. Any
change in their value through impairment or reversal of impairment is recognized in the
Statement of Comprehensive Income.

Financlal Liabllitles

Financial Liabilities are obligations to pay cash or other financial assets and are recognized when
the Company becomes a party to the contractual provisions of the instrument. Financial liabilities
are recorded initially at fair value, net of direct interest costs.

The only financial liabilities held are classified as other liabilities, and consequently are initially
recorded at fair value, and subsequently at amortised cost.

Financial liabilities are derecognized only when obligation is extinguished, that is when the
obligation is discharged, cancelled or expires.

With the exception of the Company’s borrowings (Note 12), there is no difference between the
carrying value and fair value of the Company’s financial assets and liabilities.

Cash and Liquid Resources

Cash, for the purpose of the cash flow statement, comprises cash in hand and deposits repayable
on demand, less overdrafts payable on demand. Liquid resources are current asset Investments
which are disposable without curtailing or disrupting the business and are either readily
convertible into known amounts of cash at or close to their carrying values or traded in an active
market. Liquid resources comprise term deposits of less than one year (other than cash),
government securities and investments in money market managed funds.

Turnover

The Company did not generate any income during the period. It received interest from other
Group entities.

Interest Payable or Recelvable

Interest payable or receivable is accrued over the term of the related borrowings/loan so as to
recognise the total income/cost evenly over the life of the loan or deposit.
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ji

Corporatlon Tax -

Tax expense comprises current and deferred tax. Current tax and deferred tax is recognised in
profit and loss, and is the expected tax payable or receivable on the taxable income or loss for
the period, and any adjustment to tax payable in respect of previous years,

Deferred tax is recognised in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.

Directors’ Emoluments and Employee Remuneration

None of the director's receive remuneration for their services as a director of Herefordshire
Capital plc. Those directors who also serve on the Herefordshire Housing Limited Board are
remunerated for their services by the Group Parent, Connexus Housing Limited,

Herefordshire Capital plc has no direct employees. Those employees who perform duties for
Herefordshire Capital plc are remunerated by the parent company, Herefordshire Housing
Limited.

Turnover

The Company's turnover is derived from recharges to Herefordshire Housing Limited in order to
recover any administrative expenses {e.g. Audit fees, loan amortization charges) incurred in
providing services on behalf of the group.

Operating Expenditure

Operating expenditure includes arrangement fees due to external bodies, audit fees and loan
amortisation charges incurred in providing services on behalf of the group.

Interest Receivable

Interest receivable is derived from the interest payable by Herefordshire Housing for the funding
it has recelved from Herefordshire Capital -(E4.7 million) and the interest received from
investments (£139,000 made on behalf of Herefordshire Housing Limited).

Interest Payable

Interest payable is derived from the amount 'payablé in respect of the bond (£4.7 million) and
£0.139m of interest payable to HHL from the Investing activities,
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8. Profit On Ordinary Activities Before Tax

2019 2018
£000 £000

Operating profit / (loss) is arrived after charging:
Auditors' remuneration for external audit services 6 6

‘The Group accounts of the parent (Herefordshire Housing Limited, disclose the non-audit fees paid
to the Group auditors.

9. Tax on profit on Ordinary Activities

2019 2018
£'000 £000
Profit on ordinary activities before tax 81 45
Profit on ordinary activities at the standard rate of corporation tax in ) .
the UK of 19% (19% 2018)
Total tax expense included In profit or loss - -
As at 31 March 2019 there is no liability for deferred taxation.
10. Trade and other debtors
2019 2018
£000 £000
Due within one year:
Trade and other debtors 17 7
Amounts owed by Group undertakings - -
less: Deferred loan arran ement fees . (15) (15)
2 (8)
Due after one year:
Amounts owed by Group undertakings 120,000 105,000
less: Deferred loan arrangement fees (781) (804)

119,219 104,196

119,221 104,188
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11. Creditors: amounts falling due within one year

2019 2018
£000  £000
Due within one year:
Accruals and deferred income 1,738 1,546
less: Deferred loan arrangement fees (15) (15)
Deferred Bond Premium 103 60
Amounts owed to parent undertaking 24,840 17,399
Amounts owed to ultimate parent undertaking 81 45
- 26,747 19,085
12. Creditors: amounts falllng after more than one year
2019 2018
£000 £000
Bonds 120,000 105,000
less: Deferred loan arrangement fees (781) (804)
Deferred Bond Premium 4,830 2,979

Amounts owed to parent undertaking

124,049 107,175

13. Fnanclal Instruments

Fair values of Financlal Instruments

The fair values of all financial assets and liabilities by class together with their carrying amounts are

shown in the balance sheet as follows:

Carrying

Amount Falr Value
£000 £'000
Financlal assets
Other loans and receivables (120,000) (142,601)
Financlal liabilltles measured at amortised costs
Other interest-bearing loans and borrowings (120,000)  (119,203)
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The fair value of trade and other receivables is estimated as the present value of future cashflows,
discounted at the market rate of interest at the balance sheet date if the effect is material.

Herefordshire Capital plc has no financial instruments measured at fair value, so fair value hierarchy
disclosure requirements do not apply.

All financial assets held by the Company (Loans and Receivables) qualify to be held at amortised cost,
therefore the requirement to disclose the effect of changing the inputs in calculation of fair values is
not considered applicable.

‘At 31 March 2019, the fair value of the Company's long term debt was £142.601m

The fair value of financial liabilities is estimated as the present value of future cashflows, discounted
at the market rate of interest at the balance sheet date if the effect is material.

Financial risk management

Risk Management

The Corporate Finance team Is responsible for the management of funds and control associated risks.
Its activities are governed by the Group Board who are responsible for treasury issues in all
Herefordshire Housing legal entities which include this Company.

Credit Risk
All of the Company's capital market financing proceeds are.immediately on-lent to Herefordshire
Housing Limited which represents the only credit risk to the Company.

The credit risk is mitigated through a number of factors, including the housing asset security that
stands behind the loan to HHL, the overall credit worthiness of the Group, the guarantees that HHL
has issued to the Company and the contractual protections in the loan agreement itself,

The aging of trade recelvables at the balance sheet was not past due. The full amount is believed to
be recoverable.

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall
due.

The Company actively lends the full amount of the loans it has itself borrowed, thus the entity has
assets to fully offset its liabilities and interest receivable to offset its interest payable.

The contractual maturities of financial liabllities, including estimated interest payments and excluding
the effect of netting agreements are in 30 years.
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The debt is repayable as follows:

2019 2018
£'000 £000

Lump Sum Repayments:

In five years or more (1 20,000} (105,000)

(120,000) (105,000)

Unless previously redeemed, or purchased and cancelled, the Bonds will be redeemed at their
Outstanding Principal Amount in ten equal instalments on the Interest Payment Dates falling on, and
including, 28th May, 2045 to, and including, 28th November, 2049 (each an Instalment Redemption
Date and the latter being the Maturity Date).

Interest rate risk
The Company currently borrows on a fixed rate basis from the capital market and then on-lends these

funds to Herefordshire Housing Limited on a similar fixed rate basis. As such the Company does not
bear any interest rate risk, apart from the underlying credit risk to Herefordshire Housing Limited, as

discussed above,

The Company does not have any hedging activities and it does not have any derivatives.
The interest rate on all borrowings is fixed at 4.193% until 2049.

14. Analysis of changes In net debt

At

. At end of
beginning the period
ofthe Cashflow 31 March
perlod 1 19

March 18
o - £000  £'000 £'000
Cash at bank and in hand o 37 97 134
Cash 37 97 134
Short term investments 21,998 9,456 31,454
Debt due after one year (105,000)  (15000)  (120,000)
Bond arrangement fees 858 (8) 850
Bond premium (3,090) (1,976) (5,066)
Total (85,197) (7431) (92,628)

23



Herefordshire Capital
Report and financlal statements for the year ended 31 March 2019

15. Called Up Share Capital

2019 2018
Number Number

Allotted, issued and fully paid shares of £1 each on incorporation 13 13
Returned shares - -
Shares issued during the financial period - -

Number of shares at 31 March 13 13

16. Reconclllation of movements in shareholders' funds

2019 2018

£000 £000
Share capltal at the beginning and end of the year 13 13
Profit for the financial period 81 45
Distribution to shareholders in the form of Gift Aid (81) (45)
Tax credit on gift aid - -
Closing shareholders' funds 13 13

17. Contingent Liabillities

There are no contingent liabilities at 31 March 2019.

18. Post balance sheet events

There are no significant post balance sheet events requiring adjustment to, or disclosure in, the
financial statements.

19. Ultimate parent undertaking and controlling party

The Company is a wholly owned subsidiary of Herefordshire Housing Limited, which itself is a
subsidiary of Connexus Housing Limited, and has taken advantage of the exemption contained within
FRS102 and therefore not disclosed transactions or balances with entities which form part of the
Group.

The Company's parent undertaking Herefordshire Housing, which is a wholly owned subsidiary of the
Company's ultimate parent undertaking Connexus Housing Limited, both are companies
incorporated in Great Britain.

The consolidated financial statements of Connexus Housing Limited are available from the Company

Secretary, Connexus Housing Limited, The Gateway, Craven Arms, SY7 9BW.
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