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Operating and Financial Review and Board Report

The Board is pleased to present its Operating and Finance Review and Board
Report, and the audited Financial Statements for Bron Afon Community Housing
Limited (Bron Afon) for the year ended 31°% March 2010.

The Objectives and Strateqgies of Bron Afon

Aims and Objectives

Bron Afon is a not-for—profit social enterprise and Registered Social Landlord. Bron
Afon commenced trading on 31% March 2008 when the transfer of properties and
staff from Torfaen County Borough Council was completed. The aims of Bron Afon
were developed by tenants, Shadow Board members, staff and Councillors before
Bron Afon was legally established as an organisation and these remain the aims.
They are

o To provide high quality, energy efficient, affordable homes, high quality
communal areas and excellent services to tenants and leaseholders in
Torfaen;

. To promote and support vibrant, safe, clean and healthy communities working
in close partnership with residents and the Council;

. To run an open and democratic organisation with high levels of community
involvement;
. To use the resources we have to achieve these aims to best effect in

maximising other benefits to the community including creating and sustaining
local jobs, increasing skills and minimising negative impact on the
environment;

o To provide support for people who need it.

Principal Activities

Bron Afon owns, manages and maintains 8,032 rented homes, including 911 units of
sheltered accommodation, located within the County Borough of Torfaen. We also
own and manage 915 leasehold flats, have a portfolio of 16 shops let on commercial
terms and own and manage 2,169 garages. We have between 20% and 70% equity
held in 80 shared ownership properties, on which we receive rental income.
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Operating and Financial Review and Board Report (continued)

Objectives

The primary objectives for Bron Afon since transfer has been to maintain and
improve services to tenants and leaseholders that were formerly provided by the
Council prior to 31% March 2008 and to meet the commitments made to tenants in
the Offer Document issued to them by Torfaen County Borough Council in January
2007.

These objectives include:

Improvements All tenants’ homes improved to the Welsh Housing
Quality Standard. Bron Afon plans to spend over £30m
per annum up to 2012 on repairs and improvements,
and over £13m every year subsequently.

By 2010 more than half of tenants will get new double
glazing and secure front doors. This has been met.

By 2012 two thirds of tenants get new kitchens and over
half get new bathrooms.

Non Urgent Repairs Target for completion 30 working days.
Repairing Bron Afon becomes responsible for fences, paths and
Responsibilities boundary walls after improvements, and other minor

repairs. Bron Afon becomes responsible for decorations
after repairs.

New local jobs Around 100 new local jobs and more apprenticeships to
be created.
Sheltered housing Menu of support to be introduced enabling tenants with

low needs to pay less and those with higher needs to
get more support.

Tenant Involvement Increased resources available and new ways to get
involved.

New Services More frequent window cleaning for sheltered housing.
Cleaning internal communal areas for all flats that have
them.

Service charges No new charges for existing services.

Performance in these areas is discussed throughout the Review.

In addition, an early start and preparatory work has been carried out to develop our
ability to meet the aims of supporting and developing local communities, creating an
open and democratic organisation and to maximise the benefits from the capital
investment we are making in tenants’ homes.
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Operating and Financial Review and Board Report (continued)

Our Policies and Strategies

Our aims and objectives are underpinned by a range of core policies and strategies
approved by the Bron Afon Board after consultation with our members and staff.
These include:

. Community Investment Strategy setting out how we intend to maximise the
benefits to Torfaen communities from our capital investment;

o Community Involvement Strategy setting out how members of Bron Afon can
influence and shape the future direction of our services and our organisation;

o The Excellence Strategy setting out how we intend to improve services;

o Our Older People’s Strategy which is under development, setting out how we
are going to develop services for older people;

. Our Equality and Diversity Policy setting out how we will ensure that equality
of opportunity is embedded in everything that we do;

. Procurement Strategy which support our community investment aims and
ensures accountability to the local community;

o Environmental Sustainability Strategy, which sets out how we encourage

sustainability and minimise environmental impact.

Copies of all of these documents are available upon request from Bron Afon or can
be found on our website.

Legal Structure

Bron Afon Community Housing Limited is authorised and regulated by the Financial
Services Authority as an Industrial and Provident Society with charitable rules. It is
registered with the Welsh Assembly Government (WAG) as a Registered Social
Landlord (RSL).

Bron Afon is owned by its shareholder/members all of whom are individuals holding
one share and who must be Board members or residents of Torfaen. 88% of our
1,393 shareholders as at 31 March 2010 were tenants of Bron Afon.

Corporate Governance

Board and Committees

Bron Afon’s business is managed by the Board, the Executive and the members.

The Board of Management has up to fifteen members, with a wide range of skills,
knowledge and experience.
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Operating and Financial Review and Board Report (continued)

The Board members have a legal obligation to comply with the Rules of Bron Afon
and must promote the success of Bron Afon. The Board is ultimately responsible for
setting the future direction and strategy for Bron Afon, for determining policies,
managing risk and monitoring performance but must ensure that there is active
community involvement in these activities. The Board is accountable to the members
when carrying out these responsibilities.

The Board Members are drawn equally from the following groups:

. Tenants members — elected by the tenants of Bron Afon;
. Councillors, who are nominated by Torfaen County Borough Council;
o Independent members, who are recruited though an open selection process.

In addition to their individual expertise gained from their own personal and work
based experience, all the Tenant and Councillor Board members bring essential
knowledge and expertise about the needs of tenants and local communities in
Torfaen. As these Board members are elected or appointed, no requirements are
set that they have particular qualifications or experience. Independent Board
members are recruited on merit to bring additional expertise that the Board considers
it needs in the housing, property, finance and business fields. During 2009, a Board
appraisal was carried out to identify areas of development or additional skills and
experience required by the Board.

The Board has two Committees, Audit & Ethics and Staffing. Both Committees
comprise a maximum of 7 members, including the Chair of the Board, and meet a
minimum of three times a year.

The Audit & Ethics Committee is responsible for providing assurance to the Board on
governance, risk management, and internal control and matters relating to finance
and risk. This includes the appointment of internal and external auditors, the scope
of their work and their reports, giving consideration to the annual financial
statements, reviewing the internal control systems, including the Financial
Regulations, monitoring the implementation of the Treasury Management Strategy,
and reviewing the Risk Strategy and the Strategic Risk Register.

The Staffing Committee is responsible for the appraisal, reviewing terms and
conditions and remuneration of the Senior Management Team and recommending to
the Board on these matters. It also considers the terms and conditions of service,
recruitment, pensions, and organisational structures for recommendation to the
Board.

The Board and its Committees obtain external specialist advice as and when
necessary.
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Operating and Financial Review and Board Report (continued)

All members of the Board (who are detailed on page 3) served throughout the year
unless otherwise indicated. The obligations of the Board Members are set out in the
Code of Conduct. The members of the Board receive no remuneration and the
Senior Management Team do not hold any interest in Bron Afon, acting within the
authority delegated to them by the Board.

Members meetings are held on a regular basis e.g. Annual General Meeting, the
function of which is to monitor Bron Afon in the delivery of its objectives. In addition
members can become involved in a number of different ways depending on their
interests — see “Community Involvement”.

Risk Management

Bron Afon faces a wide variety of business and performance related risks and we
recognise the need for a Risk Management Strategy to manage and mitigate those
risks. Therefore one of the top priorities for Bron Afon has been to establish a risk
management culture throughout the organisation. A risk strategy has been
established, the key strategic risks have been identified in line with the sector good
practice and the risk appetite of Bron Afon has been set. Work will continue during
2010/11 to finalise operational risk registers and to embed risk awareness
throughout Bron Afon.

Self Assessment and Appraisal
As part of a pilot for the WAG regulatory regime, Bron Afon took the opportunity to
carry out a detailed self assessment during the year by Staff, Board and Members

and form an action plan from the findings. The review covered:

o Services - Whether the services Bron Afon provides to tenants, leaseholders
and the public are high quality and improving.

o Finance - Whether Bron Afon is financially viable in both the short and long
term despite possible changes to the external environment beyond our
control.

o Governance - Whether Bron Afon has sufficient management and control in

place to ensure that it meets its aims and objectives, that services will improve
and that Bron Afon will remain financially viable.

o Organisational Health - Whether Bron Afon has the culture and values
embedded within it to deliver its aims and objectives.
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In addition a Board appraisal was carried out, facilitated by Central Consultancy and
Training, to review progress and performance and develop an action plan as part of
our approach to continuous improvement with regard to governance. In parallel a
Senior Management Team (SMT) appraisal has started, including a 360 degree
assessment. The Chief Executive is currently undergoing the process and this will be
rolled out to the rest of SMT subsequently. These complement the leadership
development programme, which key managers are attending, and the management
development programme, which will help build the organisational culture required to
achieve Bron Afon’s objectives and ambitions.

Review of Performance and Operations

Operational Structure

The operations of Bron Afon are managed through the following directorates:

Chief Executive -
includes HR

Resources - e OO Ceneral and Investment &
: Asset Management -
Finance and ICT J Specialist Housing Involvement

At the end of March 2010 Bron Afon employed 448 staff, up from 437 the previous
year (425 full time equivalent, up from 404). During the year:

e 29 agency posts have also been created with all posts originating from people
living in Torfaen, Newport and Cardiff.

e Had 48 apprentices in training.
Taken on 15 individuals for 6 months as part of the Future Jobs Fund, the
Government initiative for young people between 18 and 24 to get work
experience.

e Had 51 placements from pupils at local schools undertaking work experience
placements with Bron Afon.

o Offered 19 long term placements for school age/adults/trainees.

10
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Operating and Financial Review and Board Report (continued)

Most of the staff are based at Ty Bron Afon in Cwmbran, and there are 3 area offices
where cash taking and customer care services are provided. Bron Afon is committed
to training its staff, and in addition to individual professional and vocational training,
has embarked on a management development programme for over 80 staff which
commenced in 2009/10 and will last for 18 months.

Bron Afon carries out not only the housing management of its property stock, but
also the maintenance and improvements primarily in-house. Therefore Bron Afon
has developed and increased the size of the direct works team that was transferred
from the Council. This was in line both with tenants’ stated preference for an
accountable in-house works team, and with Bron Afon’s aim to use local labour and
to enable economic development within Torfaen.

Delivery of the Welsh Housing Quality Standard

The budget in our Business Plan for the improvement work to enable us to improve
homes up to the Welsh Housing Quality Standard is based on the 15% Sauvills stock
condition survey carried out prior to the transfer of properties from the Council on
31st March 2008. This was a representative survey and whilst it carries a warranty of
98% accuracy over the full 30 year business plan, the detail at an individual property
level needs to be continually checked and updated to ensure that the amount of
work carried out at a property level is within the bounds of the overall business plan.
Therefore a survey of all Bron Afon’s properties is currently being undertaken to
identify the work required in detail. At the end of March 2010 all Sheltered Housing
(911 dwellings) and 25% of the remaining stock had been surveyed.

The improvement works carried out during the year include the following elements:

Element Offer Number Total % Completed
Document in the Since against
Target Year Transfer Target
Roofs 950 128 128 13.47%
Windows 4,750 3,270 4,875 102.63%
Doors 10,000 1,737 3,348 33.48%
Kitchens 5,500 941 1,437 26.13%
Bathrooms 5,200 968 1,490 28.65%
Showers 3,000 872 1,394 46.47%
Central Heating 3,750 1,033 1,614 43.04%
Rewires 5,500 1,128 1,768 32.15%
Physical Adaptations 211 497

11
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Operating and Financial Review and Board Report (continued)

The table shows both the work carried out in 2009/10 and the total since 2008/09
when transfer took place and demonstrates how the volume of work has increased
during 2009/10 as Bron Afon has geared itself up for the work required. Good
progress has been make to deliver offer commitments, particularly double glazed
windows and replacements doors which have been delivered 9 months ahead of
time along with internal improvements which are on programme.

The investment programme for 2010/11 is a large, ambitious programme designed in
line with current loan covenants and to deliver the maximum benefit possible to
tenants and leaseholders in line with the criteria and priorities set by the Board. It is
intended to invest some £41m into the stock in the year.

Financial Performance

The Financial results for the year ended 31 March 2010 were as follows:

£m
Turnover 30.6
Operating Costs (21.9)
Operating Surplus 8.7
Surplus on Sales of Assets 0.3
Net Interest Payable (0.7)
Surplus for the Year 8.3

Most of the improvements work is capitalised and therefore shown in the balance
sheet to be depreciated in line with policy set out in the Accounting Policies on pages
34 - 39. In 2009/10 this totalled £21.1m.

The financial performance shows a healthy revenue surplus for the year of £8.3m. In
the early years of the business the declared surplus is expected to be high but this
will reduce significantly in future years as property depreciation and interest
payments increase because of additional improvement work which is funded through
loan. This is in line with the 35 year Business Plan. The overall performance is well
within the Business Plan as approved by the Lenders, and within the Annual
Cashflow Covenant and Cumulative Cashflow Covenant, set by the Lenders. The
Business Plan had assumed that all the slippage that occurred in 2008/09 would be
caught up in 2009/10. Only part of the delayed work was implemented and a new
work profile has been set and incorporated into the 2010/11 Business Plan. This
ensures delivery of the Offer Document commitments by 2012/13 and programmes
that work more efficiently than the original Business Plan based on Sauvills stock
survey.

12
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Operating and Financial Review and Board Report (continued)

Performance Indicators

Bron Afon monitors performance across the organisation, and this is assisted by a
suite of performance indicators. These are continually reviewed, refined and
developed. The table below shows some of the key areas:

Ql Q2 Q3 Q4
Rent Loss as a Percentage of the Rent Debit 1.24% 1.28% 1.24% 1.18%
Current Rent Arrears as a Percentage of Rent  2.38% 2.07% 2.08% 2.06%
Due
Former Tenants Rent Arrears as a Percentage 0.69% 0.82% 0.94% 0.69%
of Rent Due

Tenancy Ending in first 12 months 13 32 23 27
Evictions for Rent Arrears 9 14 9 5
Voids

Over the year void (empty) properties have reduced from 100 in April 2009 to 90 at
year end, with the peak of 109 in May, giving rise to a rent loss of £552,000, 1.9% of
the rent due. As part of the plan to meet WHQS by 2012/13, it was decided during
the year to carry out improvement works to voids where appropriate as they arose,
rather than carry out minor works and delay WHQS works until they were due in the
works programme. This has led to a higher maintenance spend per void property.

Responsive Repairs

In the first year following transfer demand for responsive repairs was abnormally
high as the longstanding backlog of repairs was cleared. Expenditure on repairs fell
by 13.7% between year one and two and at the end of year 2, the average annual
responsive repairs expenditure per property stood at £542.05 per annum. Since
transfer the operation of the service was also redesigned and the measurement of
performance changed to reflect the measurement of completion of the whole job
from a tenant’s perspective, rather than breaking the job up into smaller trades-
specific jobs. Based on the whole job approach the average number of visits to carry
out work is now 1.35 days, including the pre-inspection process, 96.88 % of jobs are
completed first time and all work is completed on average within 14.79 days. Tenant
satisfaction is currently 97%.

13
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Operational Reviews

Reviews taking place during 2010/11 include:

Sheltered Housing — the provision of support for older people is being
reviewed in order to ensure it is needs based rather than property based. This
is in line with the requirements of the Supporting People Commissioners
within Torfaen County Borough Council. In addition the appropriateness of
some of the accommodation provided, particularly in the light of projected
demographic trends is being considered,;

Rent Review — the rents charged by Bron Afon were inherited from Torfaen
County Borough Council and do not meet the requirements of the regulatory
framework set by Welsh Ministers. Work commenced during 2008/09 to
identify the discrepancies and formulate a process to bring them into line
within the regulatory framework and the commitments in the Offer Document.
However, the Welsh Assembly Government has embarked on a Rent Policy
Review and a major change in the system may take place. A consultation
process is expected during 2010/11 and therefore Bron Afon’s internal rent
review has been delayed until the outcome of the overall review is known;

Grounds Maintenance — At transfer a three year service level agreement was
signed with Torfaen County Borough Council for the provision of a grounds
maintenance service for Bron Afon. However during 2009/10 discussions
have taken place with the Council for the cessation of the service and the
transfer of 19 staff under TUPE arrangements. The contract ended on 31%
March 2010 and Bron Afon became directly responsible for the service;

Leaseholder Review — a review of the rights and obligations of Bron Afon’s
leaseholders and the services provided to them began during the year. The
situation is complicated because of the existence of three different lease
arrangements. The review will continue well into 2010/11;

Property and Finance Systems Review — At transfer new Property processes
and procedures were put in place to ensure continuity of service. These are
currently being reviewed to ensure they are sufficiently robust and meet the
needs of the organisation as it develops and evolves.

Progress on Community Involvement

Democratic control was a key factor for tenants in the stock transfer consultation and
they told us they wanted a new landlord that was democratically controlled with high
levels of Community Involvement. For that reason, Bron Afon was set up as a
Community mutual using Model rules. As such Bron Afon Community Housing is

14
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community owned and democratically run. We are owned by our members as
shareholders.

Membership is open to tenants and residents of Torfaen, provided that tenants are
always in the majority. Two thirds of our Board are elected by people in Torfaen.
Five of our Board are tenants elected by the tenants of Bron Afon in a postal ballot
on a single transferable voting system. Five of our Board are elected Torfaen County
Borough Councillors appointed by the Council. All Board meetings are open to the
public and they attend regularly.

Membership has grown dramatically, rising to 1,393 by 31 March 2010.

In line with our commitment to member involvement, Bron Afon has also increased
the range of methods for involving our members and communities in running and
improving our services. The Membership Committee has 25 places and meets twice
a month. The representatives are elected by the membership. Their tasks include
reviewing and commenting on the Board papers and providing feed back at each
Board Meeting. We have recently introduced a Membership Committee
Development Programme that will take place over the next year to support the
Committee to carry out greater independent scrutiny of the organisation.

During 2009/10 the Quality Design Forum carried out a review of their role to monitor
the repairs and improvement programme, and looked at how they can work more
effectively in the future. One of the key aspects of improvement for the group was
the introduction of the new ways of working for the ‘Service Improvement Monitors’.
Instead of carrying out telephone surveys, they now visit tenant’'s homes to inspect
the internal improvement works and assess the tenants’ experience and satisfaction
with the work. This is proving very effective.

Other forums that we currently support include Area Forums, a Sheltered Housing
Forum, a Leaseholder Forum and a Communications group. We have also run a
number of task and finish groups looking at service and policy proposals. Members
may also get involved in other ways such as acting as a community environmental
monitor, that act as our eyes and ears to monitor grounds maintenance and the
general upkeep of our communities.

In February 2010 we introduced the Green Futures programme. ‘Green Futures’ is
the working title of a modular programme to be run throughout 2010 so that Bron
Afon can develop a sustainable open space strategy for its land portfolio. This is a
participative learning programme for tenants, residents, staff and other interested
parties across Torfaen to learn, think and debate a wide set of key issues that
connect to future uses of open space. The course has touched on many key areas of
current policy and debate in Wales, in particular in respect of climate change,
sustainability, the environment and issues around social justice and environmental
justice.

15
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We also seek to engage young people in Bron Afon. We have for example:

o Supported the establishment of a the ‘Neon’ Youth club in Blaenavon,;

o Worked with young people and our members to develop a Health and Safety
DVD, in which the young people wrote the script, acted in and produced the
sound track and

. Engaged young people from a Young People Homeless Hostel to take part in
an accredited programme that has included finance advice from our money
adviser, consider issues they may face when taking on a new tenancy and
provided work placements within Bron Afon.

In autumn 2009 Bron Afon won a Chartered Institute of Housing UK Housing Award
for ‘Delivering Better Accountability and Resident Involvement’. The award was given
for the huge involvement of tenants and staff in the development and shaping of
Bron Afon and continuous influence in the running and improvement of our services
to local people and communities.

This award shows that local people getting involved in local services really works. In
Bron Afon, tenant involvement is everyone’s job, not just at special events. It has
been a successful team effort since day one.

Members contributed 4,380 hours of their time in shaping and developing Bron
Afon’s policies and helping us to improve our services to our communities and during
2009/10 members participated in a total of 208 training hours provided by internal
and external trainers.

Progress with Community Development

Bron Afon has identified 17 communities across the Borough, each of which has a
Community Housing Officer responsible for all housing management issues in that
community area. We are piloting a Community Team approach style of working in
Blaenavon and Pontnewynyddd involving staff from across the organisation who
were involved in developing and undertaking the community engagement in both
areas.

The Community Team approach will be rolled out gradually to all 17 Communities.
Community development is at the heart of what we do. Our community development

activity this year has happened primarily through our work in Blaenavon and
Pontnewynydd.

16



Bron Afon Community Housing Ltd
Year ended 31° March 2010

Operating and Financial Review and Board Report (continued)

Some of the early outcomes of the involvement work in Blaenavon and
Pontnewynydd include:

Blaenavon

The main and overwhelming priority for Blaenavon was lack of youth and children’s
facilities. To tackle this issue we worked in close partnership with Communities First,
local police and the Youth Service and as a result we have, together:

Developed a young people’s group - ‘Bron Afon busters’;

Installed a Multi Use Games Area,;

Opened a youth club called the ‘The Neon’that now has over 300 members;

Engaged young people in working with Bron Afon —

o helping us develop a Health and Safety DVD;

o a visit to Bron Afon to have some practical experience of plastering and
plumbing;

o delivering leaflets in the community.

o Supported an intergenerational project with tenants of the Baker Street
complex.

Pontnewynydd

Pontnewynydd is a community struggling to re-establish its identity and regain its
confidence, to be able to meet the challenges that lie ahead. The multi agency
approach is tackling some of the intergenerational issues and perceptions.

The consultation and engagement in the community is still in early days but has
achieved the following outcomes:

. We have worked with key young people to develop a youth treasure hunt and
consultation event to find out young people’s priorities;

o Involved young people, local tenants and residents in a garden clearance for
a local elderly tenant;

o The perception of young people being a cause of some of the problems in the
area is changing as people see young people doing positive things in their
community;

o A dedicated group of youngsters are now working with us to develop youth

provision in the community. A young man who was perceived to be the main
ring leader of a gang involved in anti social behaviour activities in the area has
turned his life around in a short period of time. By working with us, he has
built up his confidence, gained employment and is now studying, and has
been invited to join the local resident’s association committee.

17



Bron Afon Community Housing Ltd
Year ended 31° March 2010

Operating and Financial Review and Board Report (continued)

We continue to work closely with partners in our communities and continue to
develop relationships with the four Communities First areas in the Borough, key
officers within the Communities directorate of TCBC and voluntary and community
sector organisations to ensure close integration with community development activity
across Torfaen.

A regular programme of Community Walkabouts in every community has been
introduced, where all residents are invited to take part and talk about appropriate
issues that affect them. This is an informal opportunity for those living in the
community to offer their views to solving problems in their community.

We have introduced a programme of Community Development training for
Community Housing Officers, Community Safety and Community Involvement
Officers to support their development and understanding and enable them to take on
their new role of leading Community Teams and developing Community Forums. We
have developed a toolkit for Community Teams to enable them to operate effectively.

This approach will be developed further and incorporated into a revised Community

Involvement and Investment Strategy in the coming year as we start rolling out the

implementation of our community teams.

Establishment of local groups

No groups of tenants or communities have sought to establish local groups or any

delegated powers from Bron Afon.

Community investment

During 2009/10 Bron Afon has:

. Attracted an additional £1.5m in grant funding over two years through the
ARBED programme (Welsh Assembly Government Programme for Fuel
Poverty), affecting over 400 properties;

. Started a Community Caretaker pilot scheme;

o Worked with voluntary groups in Blaenavon to secure £150,000 for them to
fund a youth coordinator for 3 years;

. Supported the development of a community café business based at Bron

Afon’s headquarters, which provides traineeships for adults with learning
difficulties;

18
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o Led a sector wide convergence bid through Community Housing Cymru, to
develop support mechanisms and opportunities for new and existing social
enterprises to work with the sector;

o Worked with the Council to introduce a recycling pilot in four blocks of flats

and introduced greener cleaning products across all our sheltered schemes
including the use of 100% bio-degradable plastic bags.

Future Performance

Bron Afon has a 35 year financial forecast which is monitored and updated regularly.
The original Business Plan assumed that all aspects of the business would be fully
operational and that there would be full spend from transfer. In practice it took time to
gear up the business, not least in the area of improvement works that were included
in the plan. Furthermore there has since been the opportunity to review and revise
the work programme to better reflect the stock requirements, based on more survey
work. Bron Afon has therefore reviewed its Business Plan to incorporate the revised
work profile. In addition the plan includes the purchase of Bron Afon’s headquarters,
which are currently on a long lease. Whilst this pushes up the peak debt, there is an
overall cash saving over the life of the plan. The re-profiling of the expenditure
increases the peak debt from the original plan of £106m to £116m, but the year of
the peak debt remains in year 2017/18. This is within the overall £135m loan facility
arranged at transfer. The revised Business Plan is to be discussed further with
lenders.

The main factors that could impact on future performance include:

. Financial viability — the Business Plan over the next 35 years is based on
certain key assumptions about inflation, interest rates etc., and on the control
of costs and consistent income streams, all of which could change. With the
current recession there are a number of areas which may be adversely
affected e.g. Housing Benefit, Supporting People Grant. The Plan has been
subject to robust sensitivity analysis to identify the areas of concern and the
assumptions are closely monitored. The receipt of the financial assistance
(Gap Funding) of £5.8m per annum from WAG until 2037/38 is a key part of
the plan. Fortunately there is no reliance on income from Right to Buy sales in
the plan, which have been substantially affected over the last few years due to
the downturn in the economy;
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Operating and Financial Review and Board Report (continued)

. Control of maintenance costs — The first two years of operation have shown
unit costs are coming in lower than the Business Plan assumptions. As at
January 2010 savings of £4.4 m have been evidenced. These savings are on
a unit cost basis so are offset to a degree by variations in the quantity of work
required compared with the original plan, with more kitchens for example
being required than was indicated by the Savills survey. A programme of
surveys is being implemented to achieve 100% coverage of stock surveys
over the next 3 years.

An increase in the costs of carrying out maintenance and improvements over
and above those included in the Business Plan could have a severe effect on
the future performance of Bron Afon. To manage this risk systems are now in
place to feed the costs of completed work back into the Asset Management
database to enable direct cost comparisons to be made and forecast the
implications of this for future works. Benchmarking with external contractors is
also taking place to ensure market competitiveness is maintained and costs
contained within the Business Plan.

. Changes in the rent regime — Bron Afon’s rents currently do not meet the
regulatory requirements and work is underway to implement a policy to bring
the rents into line over time. However, the Welsh rent regime is currently
under review and the principles and methodology for setting rents could
change substantially. This may adversely affect the cash flows into the future.
Bron Afon is working within the housing sector to help shape the outcome of
the review and will monitor the affects of any proposals against the Business
Plan;

. Delivery of the improvement programme and other commitments — Failure to
deliver on the commitments impacts adversely on our tenants’ lives and is
also a reputational risk for Bron Afon. A clear measurable and achievable
programme of delivery for the improvements has been developed through
2009/10 and will be monitored and revised as it progresses where necessary;,

o Regulation — Welsh Ministers are the regulatory body for Registered Social
Landlords and they are finalising the review of their approach to regulation.
The emphasis is for a greater concentration on governance and financial
performance.

2010/11 will be an opportunity for Bron Afon to build upon its work in the first two
years following transfer. Particular areas to be developed include:

o Commencing work on external improvements to tenants’ homes and blocks of
flats and developing proposals with communities for improving communal
areas;
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Operating and Financial Review and Board Report (continued)

. Leaseholder services and working with the Leaseholder Forum;

o Building on the work of developing a more performance related culture within
the organisation;

. The review of business systems and ICT provision following the first two years
of operation;

. Consideration of the appropriate consortium arrangement for Bron Afon to
facilitate procurement of services and access to Social Housing Grant in
future years;

o Implementation of the Sheltered Housing review.

. Implementation of a Community Teams approach, ensuring a focus on our
neighbourhoods and communities, in line with the Offer Document

commitments;

. The formulation of a new Corporate Plan, building on the Offer document,
involving Board, tenants, staff and stakeholders.

Financial Review

The principal accounting policies are set out on pages 34 to 39 of the Financial
Statements. The policies with most impact on the financial statements are the
treatment of grant and the capitalisation policy. Component accounting has been
adopted.

Treasury Management and Capital Structure

Bron Afon has a Treasury Strategy and Management policy that are reviewed
annually by the Board. Treasury management activities are defined as “The
management of the organisation’s cash flows, its banking, money market and capital
market transactions; the effective control of the risks associated with those activities;
and the pursuit of optimum performance consistent with those risks”.

Bron Afon regards the successful identification, monitoring and control of risk to be
the prime criteria by which the effectiveness of its treasury management activities will
be measured. Accordingly, the analysis and reporting of treasury management
activities focus on their risk implications for the organisation. Bron Afon
acknowledges that effective treasury management will provide support towards the
achievement of its business and service objectives. It is therefore committed to the
principles of achieving best value in treasury management, and to employing
suitable performance measurement techniques, within the context of effective risk
management.
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The funding strategy within the Treasury Policy is based on the long term nature of
our business. As the major improvement work takes place so debt is incurred and
much of this debt will be hedged for long periods, so reducing exposure to short and
medium term interest rate fluctuations and therefore providing certainty for a given
period of time.

Bron Afon has a Loan Facility in place with a syndicate of three lenders for a total of
£135m to provide working capital and funding for the improvements programme.
This includes a £15m revolving credit facility which converts to a conventional loan in
2027/28. The three lenders are:

. Royal Bank of Scotland (RBS), which is providing a facility of £55m over 35
years;

. Principality Building Society which is providing a facility of £25m over 35 years;
. European Investment Bank, which is providing a facility of £55m over 30 years.
At the 31% March 20010 Bron Afon had borrowed £16.5m, £7.5m of which was fixed

at 4.626%. In addition Bron Afon had the following forward starting interest rates
SWAPS in place:

Lender Amount Start Date Length Fixed Rate (excl.
(Em) Of Loan Margin
in years

RBS £7.5 2010/11 31 5.1500%
RBS £5.0 2010/11 31 4.8800%
Principality £5.0 2010/11 31 4.8800%
RBS £5.0 2011/12 30 4.9000%
EIB £5.0 2011/12 27 4.7190%
RBS £5.0 2012/13 29 4.9125%
Principality  £3.0 2012/13 29 4.9125%
EIB £4.0 2012/13 26 4.7150%
RBS £7.5 2013/14 28 4.7900%
EIB £5.5 2013/14 25 4.5920%
TOTAL £52.5

In April 2010 the RBS SWAP for £7.5m due to be drawn in 2010/11 at 5.15% plus
margin was cancelled and rearranged to commence in April 2011 at a fixed rate of
5.36% plus margin. The £5m fixed loan with RBS and the £5m fixed loan with the

Principality Building Society were drawn down.
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Cash Flows

The cash flow statement on page 33 shows that during the year Bron Afon
generated net cash from operating activities of £7.1m (£8.4m in 2008/09) and paid
net interest of £0.3m (received net interest of £0.1m in 2008/09). Bron Afon drew
down a net £11.5m in Housing Loans in the year.

Current Liquidity

Bron Afon’s policy is to not hold significant cash balances but to ensure that loan
facilities are in place to fund future requirements. Short term cash balances are
placed either in a high interest earning account or on the money markets on
overnight/short term deposits.

Loan covenants are based on net operating cash flow and asset cover and were met
throughout the year and at the year end.

Going Concern

The Board has a reasonable expectation that Bron Afon has adequate resources to
continue operations for the foreseeable future. For this reason the going concern
basis has been adopted in these financial statements.

Statement of Compliance
It is considered best practice for RSLs with over 5,000 units in management at the

Balance Sheet date to publish an Operating and Financial Review. Therefore Bron
Afon has adopted ASB Reporting Standard 1: Operating and Financial Review in full.

23



Bron Afon Community Housing Ltd
Year ended 31° March 2010

Statement of the Board’s Accounting Responsibilities

The Board is responsible for preparing the Operational and Financial Review and the
Financial Statements in accordance with applicable law and regulations.

The Board is required under Industrial and Provident Society law to prepare financial
statements for each financial year. Under those regulations the Board has elected to

prepare the financial statements in accordance with UK Accounting Standards.

The financial statements are required by law to give a true and fair view of the state
of affairs of the RSL and of the surplus or deficit for that period.

In preparing these financial statements, the Board is required to:

. Select suitable accounting policies and then apply them consistently;
. Make judgments and estimates which are reasonable and prudent;
o State whether applicable UK Accounting Standards and the Statement of

Recommended Practice have been followed, subject to any material
departures disclosed and explained in the financial statements; and

o Prepare the financial statements on a going concern basis unless it is
inappropriate to presume that Bron Afon will continue in business.

The Board is responsible for keeping proper accounting records that disclose with
reasonable accuracy at any time the financial position of the RSL and enable them to
ensure that its financial statements comply with the Industrial & Provident Societies
Acts 1965 to 2002, the Housing Act 1996 and the Accounting Requirements for
Registered Social Landlords (Wales) General Determination 2009.

The Board has general responsibility for taking such steps as are reasonably open to

it to safeguard the assets of Bron Afon, to prevent and detect fraud and other
irregularities, and for maintaining an adequate system of internal control.
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Internal Systems of Financial Control

Internal Control framework

In accordance with the Welsh Assembly’s Housing Association Circular RSL 028/09
- Internal Controls, the Board acknowledges its responsibilities for the Bron Afon’s
systems of internal financial control and for reviewing their effectiveness. The Board
also acknowledges its responsibility for the wider aspects of risk management.

Whilst the Board cannot delegate ultimate responsibility for the system of internal
control, it has delegated responsibility to the Audit & Ethics Committee to review the
effectiveness of the system of internal control. The Audit & Ethics Committee has
received the Chief Executive’s Annual Review of internal controls assurance and the
Annual Report of the internal auditors and reported its findings to the Board.

Bron Afon’s systems are designed to provide reasonable, and not absolute,
assurance against material misstatement or loss, regarding the safeguarding of
assets, the maintenance of proper accounting records, the reliability of financial
information and the management of risks which could adversely affect Bron Afon’s
ability to achieve its Business Plan objectives.

The following mechanisms constitute the key elements of the framework designed
and implemented by management to provide effective internal financial control :-

o effective corporate governance arrangements including robust self assessment
and appraisal of our arrangements;

. standing orders and financial regulations setting out clearly the system of
delegation;

. clearly defined corporate and management responsibilities and reporting
structures ensuring that experienced and suitably qualified staff take
responsibility for important business decisions and manage significant risks;

o careful staff recruitment, appropriate training and levels of supervision and
management of performance;

o procedure manuals for staff for key processes are being continuously
developed, reviewed and updated;

o defined business and strategic planning process including the preparation of
annual budgets and a 30 year financial forecasting model and the production
and review of monthly management accounts;

o a comprehensive process for assessing and managing strategic, financial and

operational risks, including the use of Corporate and Operational Risk registers
which are regularly reviewed and updated;
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. Regular review of performance and risks at senior management level, with
regular reporting of financial results against budgets and other performance
measures;

o A structured system of project management for key projects with appropriate
monitoring of risks and performance;

. a Board approved treasury management strategy and policy, which is reported
against to each Audit & Ethics Committee meeting and as part of the
management accounting information;

o an established programme of internal audit activities derived from an
assessment of key business risks;

o the Audit & Ethics Committee review and monitor reports from management,
from Internal Audit and from External Audit to provide reasonable assurance
that control procedures are in place and are being followed;

. monitoring of the control system by the Audit & Ethics Committee, the Internal
Auditors and External Auditors and senior management.

Risk Management Framework

At its 29" March 2009 meeting, the Board approved the risk management strategy
for Bron Afon. Significant progress on implementing the strategy has been made with
the development of a Corporate Risk Register and action plan to introduce further
mitigating controls against the relevant business significant risks.

There are a number of procedures designed to mitigate risks facing the business.
These include insurances, performance management reporting and contract
procurement processes.

Work is now taking place to ensure we have in place fully effective arrangements for
the management of lower level operational risks.

Register of Detected Frauds

The Company Secretary maintains the register of detected frauds. There are no
frauds to report in the period covered by this report.

Effectiveness of Bron Afon’s Internal Control System
The Director of Resources has reviewed the effectiveness of Bron Afon’s internal

financial control and risk management systems for the period 1 April 2009 to the date
the annual accounts for 2009/10 are approved.
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The internal controls system has been developed during the first two years of
operation, and a full internal control framework is being put in place in accordance
with the Welsh Assembly Government’s circular. The control framework now in place
is adequate and provides reasonable assurance, but the Board recognises that Bron
Afon has been in operation for only two years and that the control framework and
associated systems still require further development.

Employees

Bron Afon recognises that its strength lies in the quality and commitment of its
employees. Its ability to meet its objectives and commitments to tenants in an
efficient and effective manner depends on the contribution of employees throughout
the organisation.

Bron Afon is committed to equal opportunities for all its employees and provides
extensive training and education opportunities. Bron Afon operates a flexible hours
policy, enabling staff wherever possible to work flexibly in support of their
commitments outside Bron Afon.

A Staff Forum meets monthly to enable staff to be engaged in the wider operational
development of Bron Afon.

During the year Bron Afon carried out 2 major recruitment drives to attract staff at all
levels of the organisation. However 28 staff left Bron Afon’s employment, 11 for
other work, 3 who retired and 14 who left for other reasons. Nineteen staff had
internal promotion during the year.

The percentage of staff days lost due to sickness increased slightly from an average
of 4.82% in 2008/09 to 5.38% in 2009/10.

Annual General Meeting

The Annual General Meeting will be held on 11th September 2010 at 11.30am.

Auditors

A resolution to reappoint Mazars as external auditors will be proposed at the Annual
General Meeting.
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The report of the Board of Management and statement on internal controls was
approved by the Board at its meeting on 22" July 2010.

The Board confirm that, as far as we are aware, there is no relevant audit information
of which the Bron Afon’s auditors are individually unaware. The Board also confirm
that we have taken all the steps that we ought to have taken to make ourselves
aware of any relevant information, and to establish that the auditors of Bron Afon
Community Housing are aware of that information.

Approved on behalf of the Board by:

.............. qj\xket Date: 22" July 2000

Tamsin Stirling
Chair of the Board
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Independent auditors’ report to the members of Bron Afon Community
Housing Ltd

We have audited the financial statements of Bron Afon Community Housing Ltd for
the year ended 31 March 2010 which comprise the Income and Expenditure
Account, the Statement of Total Recognised surpluses and Deficits, the Balance
Sheet, the Cash Flow Statement, and related notes. These financial statements have
been prepared under the accounting policies set out therein.

This report is made solely to the Bron Afon’s members, as a body, in accordance
with section 9 of the Friendly and Industrial and Provident Societies Act 1968. Our
audit work has been undertaken so that we might state to Bron Afon’s members
those matters we are required to state to them in an auditors’ report and for no other
purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than Bron Afon Community Housing Ltd and Bron
Afon’s members as a body, for our audit work, for this report, or for the opinions we
have formed.

Respective responsibilities of the Board and auditors

As described in the Statement of Board of Management Responsibilities, the Board
are responsible for the preparation of financial statements in accordance with
applicable law and United Kingdom Accounting Standards (United Kingdom
Generally Accepted Accounting Practice).

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

We report to you our opinion as to whether the financial statements give a true and
fair view and are properly prepared in accordance with the Industrial and Provident
Societies Acts 1965 to 2002, the Housing Act 1996 and The Accounting
Requirements for Registered Social Landlords General Determination (Wales) 2009.
We also report to you if, in our opinion, Bron Afon has not kept proper accounting
records, if we have not received all the information and explanations we require for
our audit, or if information specified by law regarding Board members’ remuneration
and transactions with Bron Afon are not disclosed.

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

In addition to our audit of the financial statements, we have reviewed the Board’s
statement on Bron Afon’s compliance with the Welsh Assembly Government
Housing Directorate RSL 028/09 Internal Controls circular (“the Circular”). We are
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not required to form an opinion on the effectiveness of the Bron Afon’s system of
internal financial control.

Basis of audit opinion

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

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

Opinion
In our opinion the financial statements:

e give atrue and fair view, in accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of affairs of Bron Afon as at 31 March 2010 and
of its surplus for the year then ended; and

¢ have been properly prepared in accordance with the Industrial and Provident
Societies Acts 1965 to 2002, the Housing Act 1996 and The Accounting
Requirements for Registered Social Landlords General Determination (Wales)
20009.

With respect to the Board’s statement on internal financial control, in our opinion, the
Board has provided the disclosures required by the Welsh Assembly Government
circular RSL 028/09 Internal Controls.

1',‘:-—-"! A A’ W\ !

-

Mazars LLP

Chartered Accountants
and Statutory Auditor
The Broadway

Dudley

DY1 4PY

3 P e 2016
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INCOME AND EXPENDITURE ACCOUNT

Note 2010 2009
£000 £000
Turnover 3 30,625 29,962
Less: Operating costs 3 (21,970) (24,130)
Opgr.atung surplus: continuing 8,655 5,832
activities
Profit on sale of fixed assets 312 681
Interest receivable and other income 7 24 268
Interest payable and similar charges 8 (714) (242)
Surp!us on ordinary activities before 6 8,277 6,539
taxation
Ta>-<a.t|.on on surplus on ordinary 11 ) (@)
activities
Surplus for the year 12 8,277 6,535

Statement of Total Recognised Surpluses and Deficits for the year

2010 2009
£000 £000
Surplus for the year 8,277 6,535
Actuarial loss on pension scheme 28 (4,758) (2,445)
Total recognised surpluses and deficits for the year 3,519 4,090

There is no significant difference between the surpluses disclosed above and the surpluses
calculated on a historic cost basis in either year. Accordingly, a note of historical cost
surpluses and deficits has not been presented.

The income and expenditure above relate wholly to continuing activities.
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BALANCE SHEET
As at 31% March 2010

Tangible Fixed Assets
Housing properties — depreciated
cost
Less:
Other public grants
Other fixed assets

Current Assets

Stock
Debtors due within one year
Cash at bank and in hand

Creditors: amounts falling due within
one year

Net current assets/(liabilities)

Pension liability

Total assets less current
liabilities

Creditors: amounts falling due after
more than one year

Net assets

Represented by:

Capital and reserves
Non equity share capital
Reserves

Note 2010
£°000
13
13
14
15 241
16 3,812
7,898
17
28
18
20
12

2010
£°000

31,617

(8,048)
2,279

25,848

11,951
(7,269)

4,682

(8,058)

22,472

(14,819)

7,653

7,653

7,653

2009
£°000

2009
£000

10,994

(2,247)
2,243
10,990

198

3,918

1,672
5,788

(6,357)

(569)
(3,023)

7,398
(3,264)

4,134

4,134
4,134

The financial statements were approved by the Board on 22" July 2010 and signed on its

behalf by:

Tamsin Stirling
Chair

Chris Thomas
Vice chair
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CASH FLOW STATEMENT

Net cash flow from operating activities

Returns on investments and servicing of finance
Interest received
Interest paid

Net cash (outflow) / inflow from returns on
investments and servicing of finance

Taxation
Corporation tax
Net cash outflow from taxation

Capital expenditure and financial investment
Improvement works on housing properties
Capital grant
Purchase of other fixed assets
Sale of housing properties

Net cash outflow from capital expenditure

Net cash outflow before use of liquid resources
and financing

Financing
Share capital
Housing loans received
Housing loans repaid

Net cash inflow from financing

Increase / (Decrease) in cash in the period
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Note

24

2010 2009
£,000 £,000
7,118 8,386

24 268
(352) (143)
(328) 125

(18,977) (10,721)
6,982 1,829
(392) (2733)

323 681
(12,064) (10,944)
(5,274) (2,433)
16,500 -
(5,000) (1,000)
11,500 1,000
6,226 (3,433)
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NOTES TO THE FINANCIAL STATEMENTS

Accounting Policies

1.

Legal Status

Bron Afon is registered under the Industrial and Provident Societies Act 1965 and is a
Registered Social Landlord. Bron Afon has adopted charitable rules.

Accounting Policies

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

Basis of Accounting

The financial statements have been prepared in accordance with applicable law and
United Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice) and comply with the 2008 Statement of Recommended Practice
(SORP) “Accounting by Registered Social Landlords” update issued in January 2008,
and The Accounting Requirements for Registered Social Landlords General
Determination (Wales) 2009. The Board is satisfied that the current accounting policies
are the most appropriate for Bron Afon.

a. Accounting convention
The financial statements are prepared under the historical cost convention.
b. Turnover

Turnover represents rental and other income receivable, income from property sales,
and revenue grants receivable. It also includes grants reimbursing specific expenditure
on the improvement programme. Disposals of fixed assets such as Right to Buy sales
income are not included in turnover.

c. Grantincome

Grant income received is matched with the expenditure to which it relates. Where grant
is paid as a contribution towards revenue expenditure, it is included in turnover. Where
grant is received from government and other bodies as a contribution towards the
capital cost of housing schemes, it is deducted from the cost of housing properties on
the face of the balance sheet. Financial reporting standards require tangible fixed
assets to be stated at purchase price, or valuation, less any provision for depreciation or
diminution in value. However, this requirement conflicts with the generally accepted
accounting principles for RSLs set in the SORP (2008). The purpose of these capital
grants is to subsidise the cost of social housing and the income from properties is a
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function of net costs. Accordingly the Board considers it necessary to adopt the
accounting treatment set out in the SORP to show a true and fair view.

d. Bad and Doubtful Debts

Provision is made against rent arrears of current and former tenants as well as other
debts to the extent that they are considered potentially irrecoverable.

e. Supporting People

Supporting People income and expenditure is accounted for on an accruals basis,
matching income and expenditure and disclosures are made in accordance with
relevant standards and legislation.

f. Fixed Assets

Housing properties are those properties available for rent. They are measured at cost
which includes only those costs which are directly attributable. Directly attributable
costs can include the labour costs of Bron Afon’s own Direct Works employees,
materials used, overhead costs directly attributable, and interest on loans raised to
finance work prior to completion. The capitalisation of interest represents either:

e A fair proportion of interest on borrowings of Bron Afon as a whole, in which case
the interest capitalised is based on the average cost or borrowing; or

e Interest on borrowings specifically financing the particular work or scheme, in which
case the interest on the specific loan is used.

Expenditure relating to planned maintenance or improvement will only be capitalised if it
results in an increase to the economic performance of the asset. If the expenditure only
maintained the assets performance or arrested its decline in performance, it is not
capitalised. To increase an asset’s performance, expenditure must result in one or
more of the following occurring:

e Increased rental income

e A reduction in future maintenance costs

¢ A significant extension to the life of the property.
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g. Depreciation

Freehold land is not depreciated.
Housing properties

In line with the requirements of the SORP, housing properties are depreciated to write
down the net book value to their estimated residual lives on a systematic basis over
their estimated useful lives.

¢ Traditional built properties are depreciated over 100 years
¢ Non traditional properties are depreciated over 50 years

Depreciation is charged on a straight line basis. The depreciable amount is arrived at on
the basis of original cost, less the cost of land, less the proportion of Social Housing or
other Grants receivable which is attributable to housing properties, less any residual
value.

Improvements to Housing Properties

Expenditure in respect of refurbishment or the replacement of major components is
assessed against the life of the component. Repairs with a life of less than 10 years are
charged directly to the Income and Expenditure Account. Where such refurbishment or
replacement is in respect of major components with an estimated useful life in excess of
10 years, then the expenditure is capitalised and depreciated over the useful life of the

component as follows:

Projected
Component Economic Life
(years)

Roofs 50
Windows 30
Doors 25
Kitchens 15
Bathrooms 25
Showers 15
Central heating, boilers and gas fires 15
Communal Areas (including — doors, kitchens, door entry, boilers, 15
water storage)

Rewires 30
Building structure (Walls, retaining walls, paths etc.) 50
Disabled adaptations 15
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Other fixed assets

Depreciation is calculated to write off the cost of fixed assets on a straight line basis
over their estimated useful lives. The rates used for other fixed assets are:

Office improvements - Over the remaining time of the lease

Furniture, fixtures and fittings - 10%
Office equipment - 20%
Computer hardware - 25%
Computer software including development - 20%
Plant and tools - 25%

Timing of depreciation

The commencement of depreciation charged to the Income and Expenditure in respect
of an asset is in the year following the acquisition of that asset.

h.  Impairment

Housing properties that are depreciated over a period in excess of 50 years are subject
to an annual impairment review in accordance with FRS 11 and the 2008 SORP. Any
impairment in an income generating unit (such as tenanted rented property) is
recognised by a charge to the Income and Expenditure Account. Impairment is
recognised where the carrying value of an income generating unit exceeds the higher of
its net realisable value or its use. Bron Afon checks annually for any indication of
impairment by reference to:

¢ Trends in voids rates and letting of stock

¢ Advice from external valuers regarding their expectations of the value of stock.

i. Stocks

Stocks are stated at the lower of cost and net realisable value.

j. Leases

Rentals paid under operating leases are charged to the Income and Expenditure
Account as incurred.

k. Finance Costs

Finance costs include both interest payments and any costs associated with the issue of
the loan. For new loans, these costs are allocated to the Income and Expenditure
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account over the term of the loan in line with FRS4. Where loans are redeemed, the full
cost of any redemption penalty is recognised in the Income and Expenditure account in
the year redemption takes place.

. Taxation
e VAT

Bron Afon is registered for VAT. The financial statements include VAT to the extent that
it is suffered by Bron Afon and not recoverable from HM Revenue and Customs
(HMRC). The balance of the VAT payable or recoverable at the year end is included as
a current asset or liability.

VAT Shelter

Bron Afon has a 15 year VAT shelter in place, approved by HMRC. The VAT Shelter
transfers the VAT costs of the works required to meet the Welsh Housing Quality
Standard to Torfaen County Borough Council. The transactions are as follows:

e Under the transfer agreement the Council transferred the properties to Bron Afon
together with an obligation to undertake the WHQS works at the Council’s expense.
The price paid for the properties was £316,040,860.91; this price reflects the
Tenanted market value of the stock which is nil and the estimated value of works of
£316,040,860.91.

e The Council discharged its obligation to carry out the works under the Transfer
Agreement by entering into a 15 year Development Agreement with Bron Afon.
This is a fixed price contract for £316,040,860.91 plus VAT of £55,307,150.66

Over the life of the Development Agreement, Bron Afon is entitled to reclaim VAT on the
costs it incurs from third parties for carrying out the WHQS works, as detailed in the
Development Agreement.

The 2008 SORP (para 138) requires social landlords to recognise such payments in
advance of the work as prepayments and receipts in advance to be recognised as
liabilities, except in exceptional circumstances. Given the size of the transactions, such
that they would dominate the Balance Sheet, and that they net off to zero, it has been
decided to not show them gross but by way of a note.

In line with the SORP (para 140) over the 15 years the transactions will be disclosed in
the financial statements. The disclosure will state that the agreement is in operation and
include the gross values of the balances offset, the reasons for offset and the period of
the agreement.
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e Corporation Tax

Bron Afon is not liable for Corporation Tax on its core activities due to its charitable
status.

m. Pension costs

Bron Afon participates in the Greater Gwent (Torfaen) Pension Fund. The Fund is
administered by Torfaen County Borough Council. Many of the staff transferred to Bron
Afon at the time of transfer were members of the fund, and any pension liabilities on
transfer were fully funded by the Council, with subsequent costs to be incurred by Bron
Afon.

All existing and new employees have the option of joining the Fund. It is a defined
benefit scheme, providing benefits based on final pensionable pay, which is contracted
out of the State Second Pension.

Bron Afon accounts for its participation in the Fund in accordance with FRS 17
“‘Retirement benefits”. Fund assets are measured using market values. Fund liabilities
are measured using a projected unit method and discounted at the current rate of return
on a high quality corporate bond of equivalent term and currency to the liability. Bron
Afon’s share of the Fund surplus (to the extent that it is recoverable) or deficit is
recognised in full. The movement in the Fund surplus/deficit is split between operating
charges, finance items and in the Statement of Total Recognised Surpluses and
Deficits, actuarial gains and losses.

n. Designated Reserves
Bron Afon has established a Community Support Fund into which donations and other

sums are transferred to fund particular community initiatives as determined by the
Board.

39



Bron Afon Community Housing Ltd
Year ended 31° March 2010

3. Turnover, operating costs and operating surplus

2010

Operating Operating

Turnover Costs Surplus/

(Deficit)

£,000 £,000 £,000

Social housing lettings(note 4) 29,522 20,624 8,898
Other Social housing activities

Other (including leaseholders) 434 336 98

Community Investment - 1,307 (1,307)

Non social housing activities
Other 669 (297) 966
Operating results 30,625 21,970 8,655
2009

Operating Operating

Turnover Costs Surplus/

(Deficit)

£,000 £,000 £,000

Social housing lettings(note 4) 28,115 22,407 5,708
Other Social housing activities

Other (including leaseholders) 366 - 366

Community Investment - 1,088 (1,088)

Non social housing activities
Other 1,481 635 846
Operating results 29,962 24,130 5,832
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4. Particulars of income and expenditure from social housing lettings
General
needs and Supported 2010 2009
sheltered housing  Total Total
housing
£,000 £,000 £,000 £,000
Income
Rents 25,272 3,687 28,959 27,565
Supporting people grant - 563 563 550
25,272 4,250 29,522 28,115
Cost
Management costs 7,545 732 8,277 9,628
Routine maintenance 10,442 1,014 11,456 12,264
Improvement expenditure 229 - 229 297
Bad debts 211 21 232 218
Depreciation of housing properties 430 - 430 -
:cpt(ievrftlﬂer;g costs on social housing 18,857 1,767 20,624 22,407

Operating surplus/(deficit) on

. . . 6,415 2,483 8,898 5,708
social housing lettings
Rent loss due to voids 08 224 552 467
(memorandum note)
5. Units in management at end of year
2010 2009
NuUmber Number
(Restated)
Housing accommodation 7,121 7,125
Supported housing 911 911
Shared ownership 80 80
Managed on long lease 915 915
Garages 2,169 2179
Commercial 16 16
Total units in management 11,212 11,226
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6. Surplus on ordinary activities

Surplus on ordinary activities is stated after charging:

Depreciation — housing properties
Depreciation — other assets

External auditors remuneration

- In their capacity as auditors
Operating lease rentals (office premises)
Operating lease rentals (other)

2010
£,000

429
356

38
476
252

2009
£,000

490

20

234
212

Fees paid to auditors in respect of other services would include consultancy and

review of service charge statements.

7. Interest receivable and similar income

Bank interest receivable
Interest on car loans to staff

2010 2009
£,000 £,000
21 265

3 3

24 268

Car loans relate solely to those staff who transferred from Torfaen County Borough

Council. See also note 16.

8. Interest payable and similar charges

Interest on loans

- repayable wholly within 5 years

- repayable by instalments in more than 5 years
- repayable other than by instalments

Pension finance costs (FRS 17 — see note 28)
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10.

Employee information

The average number of employees expressed as full time equivalents:

2010 2009
Number Number
(Restated)
Housing management 121 111
Community investment & involvement 9 8
Central support staff 47 45
Repairs and maintenance 229 224
406 388

The total number of employees expressed as full time
equivalents at the end of the year was: 425 388

The cost of staff employed by Bron Afon Community Housing was as follows:

2010 2009

£,000 £,000

Wages and salaries 10,469 8,819
Social security costs 757 639
Pension costs 1,122 960
12,348 10,418

The charge for pension represents contributions paid by Bron Afon to the pension
scheme. Amounts payable to the schemes at the year end were £Nil (2009:£Nil).

Directors Emoluments

Total emoluments paid to directors who are part of the management team:

2010
£,000
Emoluments (including pension contributions) 580
Emoluments (excluding pension contributions) include
amounts paid to:
The highest paid director (Chief Executive) 104
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2009
£,000

533
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11.

10. Directors emoluments (continued)

The number of directors who received emoluments
(excluding pension contributions) were in the following

Ranges: 2010 2009

£15,001 - £20,000 - 1
£20,001 - £50,000 1 -
£50,001 - £55,000 1 1
£60,001 - £75,000 1 1
£75,001 - £80,000 2 2
£90,001 - £95,000 1 1
£100,001 - £105,000 1 1

The Chief Executive is an ordinary member of Bron Afon’s defined benefit scheme
with The Greater Gwent (Torfaen) Pension Fund. No enhanced or special terms
apply to his membership and Bron Afon makes no contribution to any individual
pension arrangement on behalf of the Chief Executive.

No emoluments were paid to members of the Board during the year.

Taxation
2010 2009
£,000 £,000
a) Analysis of tax on ordinary activities
UK corporation tax at 21% (2009:21%) - -

b) Factors affecting tax charge for the year
The tax charge for the year is lower than the standard rate of corporation tax in
the UK. The differences are explained below.

Surplus on ordinary activities before tax 8,277 6,539

Surplus on ordinary activities multiplied by the standard

: . 1,738 1,373
rate of corporation tax in the UK (21%)
Effects of:
Charitable activities (1,738) (1,369)
Current tax charge for the year - 4
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12. Reserves

At beginning of year

Surplus for the year

Reserve movements:

Transfers from income and
expenditure

Total recognised gains and losses
for the year

At end of year

Community Community Pension Revenue
Investment Support Fund Reserve Reserve 2010 2009
Reserve FRS17
£,000 £,000 £,000 £,000 £,000 £,000
884 60 (3,023) 6,213 4,134 44
- - - 8,277 8,277 6,535
333 (37) (277) (19) - -
- - (4,758) (4,758) (2,445)
1,217 23 (8,058) 14,471 7,653 4,134
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13. Housing properties

Freehold Freehold 2010 2009
Housing Housing
Properties Properties Total Total
held for under
letting construction
£°000 £°000 £°000 £000
Cost
At beginning of year 10,922 72 10,994 -
Additions and other capitalised costs 21,077 - 21,077 10,994
Schemes competed in year 72 (72) - -
Disposals during year (25) - (25) -
At end of year 32,046 - 32,046 10,994
Capital grant
At beginning of year 2,247 - 2,247 -
Additions during the year 5,804 - 5,804 2,247
Disposals during year 3) - 3) -
At end of year 8,048 - 8,048 2,247
Depreciation & Impairment
At beginning of year - - - -
Charge for the year 429 - 429 -
Disposals during the year - - - -
At end of year 429 - 429 -
Net book value
At end of year 23,569 - 23,569 8,747
At beginning of year 8,675 72 8,747 -

There has been no interest capitalised in the year (2009:nil). Improvement expenditure
capitalised in the year amounted to £21,077,663 (2009: £10,922,558).

The depreciation charge of £429,000 relates to additions in 2008/09 only. This is in line with
Accounting Policy note g, which states that depreciation commences in the year following
acquisition.

Bron Afon is in receipt of £5,800,000 per annum of Gap funding from the Welsh Assembly
Government in order to enable Bron Afon to achieve the Welsh Housing Quality Standard.
This assistance was guaranteed for two years from 2008/09 and the Welsh Ministers have
stated that it is their current intention to continue the financial assistance for a total of thirty
years, up until 2037/38. This is subject to the terms laid out in their Offer Letter. Funding
has been renewed for 2010/11.

Bron Afon also received a Low Carbon Buildings Programme Grant of £4,656 from The

Welsh Assembly Government to contribute towards the cost of installing solar heating at
Talywain house.
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14. Other tangible fixed assets

Ieasce):]f(l)ﬁg coor:;I)Cueteg; Figtyres Other Motor Plant & 2010 2009
improvements equipment & fittings Vehicles Tools Total Total
£000 £000 £000 £000 £000 £000 £000 £000
Cost
At beginning of year 1,010 1,381 275 67 - - 2,733 2,247
Additions during year - 76 7 4 275 30 392 486
Disposals during year - - - - - - - -
At end of year 1,010 1,457 282 71 275 30 3,125 2,733
Depreciation
At beginning of year 40 402 48 - - - 490 -
Charge for year 50 268 25 13 - - 356 490
Disposals during year - - - - - - - -
At end of year 90 670 73 13 - - 846 490
Net book value
At end of year 920 787 209 58 275 30 2,279 2,243
At beginning of year 970 979 227 67 - - 2,243 2,247

There has been no charge for depreciation on assets capitalised during this year. The total depreciation charge to 31% March 2010 of
£846k relates to assets capitalised prior to this year. This is in line with Accounting policy note g, which states that depreciation

commences in the year following acquisition.
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15. Stock
2010 2009
£000 £000
Materials 241 198
241 198
16. Debtors
2010 2009
£000 £000
Debtors due within one year:
Arrears of rent and service charges 615 461
Less: provision for bad and doubtful debts (386) (348)
229 113
Staff car loans 29 55
Sales ledger 396 496
Less: provision for bad and doubtful debts (248) (145)
Tax 499 700
Other debtors and prepayments 2,907 2,699
3,812 3,918

Staff car loans of £28,877 (2009: £54,715) consist of loans to ten employees. Terms
of this loan include a repayment period of 3 — 5 years and interest rates of 2.90% —
3.25% (APR 5.46% - 6.09%).

17. Creditors: amounts falling due within one year

2010 2009
£000 £000
Rent received in advance 213 182
Trade creditors 1,890 1,780
Deferred capital grant 760 -
Capital creditors 2,363 273
Tax 4 4
Other creditors and accruals 2,039 4,118
7,269 6,357
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18.

19.

20.

Creditors: amounts falling due after one year

2010 2009

£000 £000

Housing loans 16,500 5,000
Less: Loan issuing fees (1,681) (1,736)
14,819 3,264

The loans are secured through the Prudential acting as a Security Trustee on all the
housing stock.

Bron Afon has a loan facility of £135m on which loan arrangement fees of 1.25%
were incurred. The fees are to be written off over 30-35 years, being the expected
life of the loans agreed. £7.5m has been drawn down on a fixed rate basis at 4.626%
and £9m has been drawn down on a variable rate basis at rates ranging from
0.53875% to 0.54225%.

Housing loans

Housing loans are secured by specific charges on Bron Afon Community Housing’s
properties. The interest rates vary with market rates.

2010 2009
£000 £000
Repayable by instalments due as follows:
Five years or more 16,500 5,000
16,500 5,000
Non equity share capital
2010 2009
£ £
Shares of 10p
At beginning of year 123.9 42.6
Shares issued during the year 20.6 84.6
Shares forfeited in the year (5.2) (3.3)
At end of year 139.3 123.9

The shares provide members with the right to vote at general meetings, but do not
provide any rights to dividends, redemption or distributions on a winding up.
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21. Capital commitments

2010 2009

£000 £000

Expenditure contracted less certified - 8,250
Expenditure authorised by the Board but not contracted - -
- 8,250

The Board expect that any expenditure they have authorised will be fully financed by
grants, mortgage, loans and reserves.

22. Contingent liabilities
Bron Afon Community Housing is not aware of any contingent liabilities at the end of
the year (2009: nil).

23. Operating leases

At 31 March 2010, Bron Afon Community Housing had annual commitments under
operating leases in respect of office premises and equipment as follows:

2010 2009
£000 £000

Leases expiring:
Within one year 52 85
Between two and five years 95 166
Over five years 482 475
629 726

24. Reconciliation of the operating surplus to net cash inflow from operating

activities
2010 2009
£000 £000
Operating surplus 8,655 6,250
Depreciation of tangible fixed assets 785 490
Amortisation of loan fees 55 55
FRS17 effect included within operating costs (85) 479
Working capital movements:
Increase in stock (43) (144)
(Increase)/decrease in debtors (312) 504
(Decrease)/increase in creditors (2,937) 752
7,118 8,386
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25.

26.

27.

Reconciliation of net cash flow to movement in net debt (note 26)

2010 2009
£000 £000
Increase / (Decrease) in cash in the period 6,226 (3,433)
Cash (inflow) / outflow from changes in debt (11,500) 1,000
Amortisation of loan fees (55) (54)
Movement in net debt in the period (5,329) (2,487)
Net debt at 1 April 2009 (1,592) 895
Net debt at 31March 2010 (6,921) (1,592)
Analysis of changes in net debt
At 31
At 1 April Non cash March
2009 Cash flows movements 2010
£000 £000 £000 £000
Cash in hand, at bank 1,672 6,226 7,898
1,672 6,226 7,898
Debt due in more than 1 (5,000) (11,500) i (16,500)
year
Loan issue costs 1,736 - (55) 1681
Balance at end of year (1,592) (5,274) (55) (6,921)

Related party transactions

None of Bron Afon’s Senior Management Team or Board of Management had any
related party transactions with Bron Afon during the year which require disclosures.

The following individuals who served on the Board were also tenants or leaseholders

of Bron Afon Community Housing:

Mr Peter Hayes -

Mrs Noreen Guy
Ms Sian Tulloch

Mr Jeff Williams

Mr Carl Witcombe
Mrs Catherine Price
Ms Deborah Smyth
Mr Stephen Traynor

resigned 05/09/09
resigned 11/01/10

resigned 05/09/09

appointed 04/06/09
appointed 29/09/09
appointed 29/09/09
appointed 28/01/10
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27.

28.

Related party transactions (continued)

The tenancies of these Board Members are on normal commercial terms and their
position as Board Members does not confer any advantage on these individuals as
either tenants or leaseholders.

Five of the Board Members are Councillors of Torfaen County Borough Council. Any
transactions with the Council are made at arm’s length, on normal commercial terms
and the Council Board members cannot use their position to their advantage.

Pension scheme

Bron Afon's employees are entitled to be members of the Greater Gwent (Torfaen)
Pension Scheme. This is the Local Government Pension Scheme operated by
Torfaen County Borough Council. Torfaen County Borough Council transferred
employees to Bron Afon at the time of the stock transfer. Many of these were
members of the Greater Gwent (Torfaen) Pension Fund with the pension liabilities on
transfer fully funded by the Council with subsequent costs to be incurred by Bron
Afon. Under the Councils' actuarial valuation therefore, Bron Afon took on a £nil net
liability position on transfer. The last Actuarial Valuation was carried out on 31st
March 2007 and has been updated for FRS 17 purposes by a qualified independent
actuary at 31st March 2010. Contributions paid for the year were £1,122,000
(2009:£955,000).

The main assumptions used in this valuation were:

At end of 31" At end of 31%
March 2010 March 2009

Rate of inflation 3.50% 3.30%
Rate of increase in salaries 5.00% 4.80%
Rate of increase in pensions 3.50% 3.30%
Discount rate 5.70% 7.10%

Mortality assumptions:

Non-retired members (retiring in the future in
normal health) PA92mc base rated plus one year
Current pensioners (retired in normal health) PA92mc base rated plus one year
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28 Pension scheme (continued)

The fair value of the scheme’s assets, which are not intended to be realised in the short
term and may be subject to significant change before they are realised, and the present
value of the scheme’s liabilities, which are derived from cash flow projections over long

periods and thus inherently uncertain were:

Equities

Government Bonds

Other Bonds

Property

Cash / liquidity

Total fair value of plan assets at the end of
period

Present value of Funded Benefit Obligations

Deficit

2010

£000
20,080
2,023
1,923
475

_ 4

24,976
33,034

The expected rate of return on assets is as follows:

Equities
Government Bonds
Other Bonds
Property
Cash/liquidity

%
80.4%
8.1%
7.7%
1.9%
1.9%

(8,058)

2010

7.50%
4.50%
5.20%
6.50%
0.50%

Change in plan assets during the year to 31 March 2010

Present value of plan assets at beginning of year
Expected return on plan assets

Actuarial gains/(losses) on plan assets
Employers and members contributions

Benefits and transfers paid

Present value of plan assets at end of year
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£°000
16,436
1,076
5,792
1,675

3)

24,976

2009

£000
11,966
1,676
1,430
263

1,101

16,436
19,459

%
72.8%
10.2%

8.7%
1.6%
6.7%

(3,023)

2009

7.50%
4.00%
6.00%
6.50%
0.50%

£°000
19,427
1,369
(5,981)
1,454
167
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28 Pension scheme (continued)

2010 2009

£000 £000
Present value of plan liabilities at beginning of year 19,459 19,427
Current service cost 1,012 1,434
Interest on pension liabilities 1,438 1,468
Members contributions 578 499
Benefits and transfers paid 3) 167
Actuarial losses/(gains) on liabilities 10,550 (3,536)
Present value of scheme liabilities at end of year 33,034 19,459
Deficit in scheme at end of year (8,058) (3,023)
Deficit in scheme at the beginning of year (3,023) -
Current service cost (1,012) (1,434)
Interest on Pension Liabilities (1,438) (1,468)
Members contributions 1,097 955
Expected return on plan asset 1,076 1,369
Actuarial losses (4,758) (2,445)
Deficits in scheme at end of year (8,058) (3,023)
Current service cost 1,012 1,434
Analysis of amounts included in other finance income
Expected Return on Assets 1,438 1,468
Interest on Pension Liabilities (1,076) (1,369)

362 99

54



Bron Afon Community Housing Ltd
Year ended 31° March 2010

28 Pension scheme (continued)

2010 2009
£000 £000
Actuarial (loss) / gain on liabilities (10,550) 3,536
Actuarial gain / (loss) on assets 5,792 (5,981)
Actuarl.al loss recognised in s.ta.tement of (4,758) (2,445)
recognised surpluses and deficits
Actual Return on Plan Assets (6,868) (4,612)
Experience Gains / (Losses) on Assets 5,792 (5,981)
(23.2% of period end (36.4% of period end
assets) assets)
Experience Gains / (Losses) on - -
Liabilities
(0% of period end (0% of period end
liabilities) liabilities)
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