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MILTON HOMES LIMITED

STRATEGIC REPORT

The Directors present the Strategic Repori, together with the financial statements and auditors’
report of Milton Homes Limited (the “Company”) and its subsidiaries {collectively the “Group”) for
the year ended 31 December 2013

Principal activities

The principal activity of the Group ts to own and manage residential property acquired through
home reversion plans Whilst the Group 1s not currently entering into new business it plans to
maintain a significant long-term exposure to the UK residential property market as a provider of
both traditional and innovative home reversion plans The Group's subsidianies, Living Plus
Limited, Milton Homes Properties Limited and Retwement Plus Property Plans Lirmited, are
authonsed by The Financial Conduct Authonty (“FCA") as home reversion plan providers and
Retirement Plus Limited 1s authonised as an arranger and administrator of home reversion plans

Results for the financial year

The financial statements show results for the Group for the year as follows

Year Year

ended ended

31 December 31 December

2013 2012

£'000 £'600

Income 10,770 3,303

Profit / {loss} before tax 1,822 (5,496)

Tax for the year - -
Profit / {loss} for the year,

attributable to equity shareholders 1,822 {5,496)

Business review and future developments

The Group has managed its business activities n the face of a fluctuating property market and
extremely challenging lending conditions In common with its peer group, the gain on revaluation
of the Group's portfolio of reversionary interests in investment property dominates an assessment
of current year financial performance in comparson with the prior financial penod

The Directors believe that the Group’s strong brands, scalable infrastructure and established
relationships with key intermedianes postion it well to enjoy further significant growth when the
company enters into new business

Details of the principal nsks and uncertainties facing the Group can be found in the Financial and
Risk Review on pages 5t0 9




MILTON HOMES LIMITED

STRATEGIC REPORT

Investment portfolio

When acqumng reversionary interests in investment property and equity release plan financial
assets Iin the past, the Group endeavoured to reduce the property nsk to which 1t 18 exposed by
investing in higher-quality affordable housing stock and by maintaimng regional diversification

The Directors beleve that this strategy has satisfied the somewhat conflcting objectives of
conserving cash whilst maintaiming the business presence of the Group

The Group's reversionary interests in investment properties and equity release plan financial
assets have been acquired at a significant discount to vacant possession value at the time of
acquisition The pre-tax reversionary surplus of the Group’s investment property and equity
release plan financial assets portiolio (1e the difference between current vacant possession
values and investment values determined by Allsop) as a percentage of investment value has
remained virtually static at 41% or, in absolute terms, £32,428,730 {2012 £33,912,693) indicative
of the level of profits to be expected from future propenty disposals

The Group seeks to maintain a high-quality and well-diversified portfolio In order to reduce

portfolio nsk, the Group aims to

e minimise its exposure to adverse regional property price cycles by holding a geographically
well-diversified portfolio of reversionary interests in investment property, and

« maintain & demographically well-balanced portfolio of reversionary interests so that there 1s a
constant and smooth pattern of realisations

Substantial interests

The Directors are aware that at the date of this report, the following shareholders held beneficial
Interests in ordinary shares amounting to 3% or more of the 1ssued ordinary share capital of the
company
% of 1ssued
No of shares share capital

DV3 Limited 26,985,901 87 39%
Dv4 Limited 2,968,714 961%
Royal Bank of Scotland 926,431 3 00%




MILTON HOMES LIMITED

STRATEGIC REPORT

Financial nsk management objectives and policies

As part of the process of effective Corporate Governance, the Group conducts a process for the
assessment and mitigation of nsks affecting the Group, parhicularly those which could inhibit
achievement of Group strategic objectives In addition, nsk management focuses on operational,
compliance and financial objectes

The Board sets the cverall nsk appetite and philosophy of the Group The Board establishes the
parameters for nisk appetite through setting strategic direction, contnbuting to and ultimately
approving annual business plans for the Group, and regularly reviewing and monitoring
performance In relation to risk through half-yearly and ad hoc reports from the monthly Executive
Committee meetings Risk appetite is defined in both qualitative and quantitalive terms and 1s an
expression of the maximum level of residual nsk that the Group 1s prepared to accept in order to
deliver its business objectives and 15 regularly assessed Monitonng exposure to nsk and
uncertainty is an integral part of the Group's structured management processes The Group’s
activities expose It to a number of financial nsks including interest rate nsk, crecht nsk, property
market nsk, longevity nsk and hquidity nsk Details of how these nsks are monitored and
mitigated can be found in the Financial and Risk Review

The Group finances its operations and investment activity from the following sources
a) Equity,
b) Shareholder debt,
¢} External borrowings, and
d) Net proceeds from the sale of reverted properties

Capitalisation and indebtedness

The following tables show the capitalisation and indebtedness of the Group at each year end

31 December 31 December

2013 2012

Capitalisation and indebiedness £'000 £'000
Unguaranteed/unsecured 80 94
Total current debt 80 94
Secured 63,858 66,951
Unguaranteed/unsecured 25,060 26,049
Total non-current debt 88,918 93,000
Share capital and share premium 30,088 30,088
Capital reserves 7.750 7.750
Other reserves (4,782) (4,782)
Retained earnings (41,944) (43,766)
Shareholders' deficit (8,888) (10,710)




MILTON HOMES LIMITED

STRATEGIC REPORT

31 December 31 December
2013 2012
Net indebtedness £'000 £'000
Cash 707 652
Total hqutdity 707 652
Other current hinancial debt (80) (94)
Current financtal debt (80) (94)
Net current financial funds 627 558
Non-current Partnership loan (63,858) (66,951)
Other non-current financial debt (25,060) (26,049)
Non-current financial sndebtedness {88,918) (93,000)
Net financial ndebtedness (88,291)

(92,442)

Risk management

In assessing nsk the Board utiises a consistent approach drawn from percewved best nsk
management practice which utilises a generic high-level framework and genenc nsk factors This
approach considers the potential impact of each nsk together with the Ikelihood of the nsk
materalising at an “inherent” level, 1 e before considenng any mitigating controls The defimtion
of these terms Is as follows

» Impact - the extent to which the nsk, if it matenalised, would adversely affect the Group
Factors that help define the impact rating may include financial effect, reputation 1mpact,
ability to achieve key objectives, eic

¢ Lkelihood - the probability of a nsk materialising over a predefined time penod, currently set
at one year In some cases, frequency of occurrence may be considered as well

This assessment process results in a list of key business risks which have a high overall nsk
rating and, therefore, are those which most cntically require controls to be implemented to
manage or mitigate the underlying nsks Reassessment of key business nsks 1s undertaken by
executive management on a regular basis The reassessment 1s not limited to the identified key
business nsks but takes into consideration both internat and external changes and in¢ludes those
nsks which would impact on the financial reporting process

The Directors believe that this approach 1s consistent with FCA guidance for integrating and
embedding nsk and capital management practices and procedures
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STRATEGIC REPORT

Risk management {continued)

The following Board and executive sub-committees support the Board in the sk management
process

The Executive Committee 1s an executive sub-committee set up by the Managing Director to
assist lim in discharging his responsibilities to the Board for the running of the Group's
businesses The Executive Committee consists of the Managing Director, who 1s Charrman, the
Chief Executive Officer, and such other senior executives as the Managing Director chooses to
appoint

The Risk Management Commuitee 1s an executive sub-committee set up by the Managing
Director to assist him in discharging his responsibilities to the Board for monttoning and managing
nsk throughout the Group’s businesses, ensurning that the Group’s risk management framework 1s
adequate in design and operates effectively At present the Risk Management Committee 1s run
as part of the Executive Committee and has not been constituted as a separate commitiee The
Risk Management Committee recommends for approval ltmits, policies and procedures in respect
of the effective management of all matenal nsks, considering nsks to the Group under the
headings of

a) Strategic objectives - that relate to high-level goals, aligned with and supporting the
Group’s mission,

b) Operational objectives - that relate to the effectiveness and efficiency of the Group's
operations, Including performance and profitability goals and safeguarding resources
agamnst loss,

c) Compliance objectives — that relate to adherence to the laws and regulations to which the
Group Is subject, and

d) Financial objectives — that pertain both to the financial status of the Group, together with
that of indwvidual operating companies, and financial reporting, including the exposure to
fraudulent or erroneous public disclosure of financial information

The principal nsks that the Group seeks to manage are as follows

a) Interest rate nsk s the nsk of adverse changes (effectively increases) in market interest rates
and anses primarily from the Group's debt obligations

b} Liquidity nsk is the nisk that the Group 1s unable to meet its cash obligations as they fall due

The Group monitors its quidity nsk by maintaming shori-term and long-term cash flow
forecasts which identify significant future cash flow requirements, pnmanly from debt
repayment schedules

The Group seeks to maintain facilities that ensure the Group has sufficient available funds to
satisfy dally requirements and planned future acquisitions of reversionary interest in
investment property and equity release plan assets

Partnership Life Assurance Company Limited has provided long-term funding on arms-length
commercial terms
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Risk management (continued)

c)

d)

e)

f)

Credit nsk 1s the nsk that the Group will incur losses as a result of the falture of customers
and counterparties to meet their obligations and anses from holdings of financial assets

The Group 1s not subject to maternal levels of credit nsk, as these assets revert fully to the
Group on reversion

Longevity nisk I1s the nsk that the Group, as a provider of equity release products, will incur
financial loss because of the later-than-anticipated reversion of properties and equity release
plan financial assets on account of expenenced life expectancy improvements

The Group seeks to mitigate this nsk through the use of conservative mortality assumptions
The services ol professionally qualified, independent firms of actuanes are regularly utiised
to review the mortality assumptions employed by the Group, monitering them against external
data, emerging trends and historic assumptions

The Group regularly reviews the purchase of insurance protection against longevity nsk and
has Iinsurance cover for excessive longevity nsk built into the Living Plus imparred-iife
product

Property market risk 1s the nisk that the investment value of the Group’s reversionary interest
in Investment properties and equity release plan financial assets may expenence lower than
anticipated or ndeed negative growth The investment value of the Group’s reversionary
interest in investment properties and equity release plan financial assets 1s determined by
changes in investment yields, actuanal assumptions regarding mortality and morbidity rates
and by changes in the market value of the underlying properties

The Group seeks to mitigate the level of property rnisk to which it 1s exposed by maintaining a
portfolio that 15 well diversified both geographically and in terms of mdividual propenty values,
and by seeking to avoid holding lower-quality property assets which are generally more
adversely impacted by market downturns

The Group's property market nsk 1s further mitigated by the five-year floor in the Retirement
Plus Property Plan which protects the Group from negative HPI in the first five years of the
plan

Regulatory nsk 1s the nsk ansing from a faillure to satisfy the Group’s obligations to s
regulators, pnmarly the FCA, or to identify the requirement for and mplement revised
business processes In response to changes in the regulaticns to which the Group 1s subject

The Group utilises the services of a firm of regulatory compliance consuttants to both advise
on relevant changes in the regulatory environment and to ensure that the Group’s operational
processes and procedures are fully comphant with FCA rules, regulations and guidance and
that they operate eftectively
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Risk management (continued)

g) Reputation nsk is the nsk of damage to the Group’s trading name, brands and/or corporate
identity ansing from perceived or actual instances of unethical or disreputable business
behaviour

The Directors recognise that the success of the Group 1s heavily dependent upon
demonstrating and maintaining consistently high ethical standards in all business dealngs
and in delivering a high-quality, hassle-free service to intermedianes and customers The
Directors believe that the Group's service ethos helps engender a passion for delivenng a
high-quality personalised service

h) Operational sk 1s the nsk ansing from the Group’s people, processes, systems and external
events

The Group seeks tc manage operational nsk through the nsk management framework
articulated above

Approved by the Board of Directors
and signed by order of the Board

DJW Young
Director
25 Apnl 2014
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Directors
The current Directors are listed on page 2

In terms of section 234 of the Compames Act 2006, the Directors of the Company have been
granted Qualifying Third Party Indemnity Provisions by the Company, which remain in force as at
the date of approving the Strategic Report and the Directors’ Report

The Directors do not recommend the payment of a diwdend in respect of the year ended 31
December 2013 (2012 £nil)

Employees

Details of the number of employees and related costs can be found in note 5 to the financial
statements

Disabled persons

It 1s the Group’s policy to give full consideration to suitable applications for employment of
disabled persons Disabled employees are eligible to participate in all career development
opportunities avallable to staff Opportunities also exist for employees of the Group who become
disabled to continue in ther employment or to be retrained for other positions in the Group

Employee involvement

The Group 1s committed to involving all employees in the performance and development of the
Group Its approach to employee development offers continual challenges in the job, learmng
opportunities and personal development

The Group encourages all its employees to participate fully in the business through open
dialogue Employees receive news of the Group through frequent email notices, internal notices
and Board statements The Group mamntains a strong communications netwerk and employees
are encouraged, through its epen-door policy, to discuss with management matters of interest to
the employee and subjects affecting day-to-day operations of the Group

10




MILTON HOMES LIMITED

DIRECTOR’S REPORT

Statement of Directors’ responsibilities

The Directors are responsible for prepanng the Strategic Report, the Directors’ Report, and the
Group financial statements In accordance with applicable United Kingdom law and International
Financial Reporting Standards (IFRSs), as adopled by the European Union

Under Company Law, the directors must not approve the financial statements unless they are
satishied that they present fairly the financial position of the Group and of the Company and the
financial performance and cash flows of the Group for that period In prepanng those financial
statements, the Directors are required to

* select suitable accounting policies in accordance with IAS 8, Accounting Policies, Changes in
Accounting Estimates and Errors, and then apply them consistently,

» present information, including accounting policies, In a manner that provides relevant,
reliable, comparable and understandable information,

* provide additional disclosures when compliance with the specific requirements in IFRSs I1s
insufficient to enable users to understand the impact of particular transactions, other events
and conditions on the Group's financial position and financial performance,

s state that the Group has complied with IFRSs, subject to any matenal departures disclosed
and explained in the financial statements,
make judgements and estimates that are reasonable and prudent, and
prepare the financial statements on the going concern basis unless it 1s inappropnate to
presume that the Group will continue in business

The Directors are responsible for keeping proper accounting records which disclose with
reasonable accuracy at any time the financial position of the Group and the Company and enable
them to ensure that the financial statements comply with the Companies Act 2006, and Article 4
of the |AS regulation

The Directors are also responsible for the system of internal control, safeguarding the assets of
the Group and of the Company and hence for taking reasonable steps for the prevention and
detection of fraud and other irreqgulanties

The Directors confirm that they have complied with these requirements

The Directors and the Group are committed to high ethical standards in all their dealings The
subsidiary company, Retirement Plus Limited, as an FCA authornised arranger and administrator
of home reversion plans Is reliant upon its ability to build a long-term relationship of trust and
high-quality service with elderdy homeowners

In observing the FCA's huigh-level principle of Treating Customers Fairly, the Directors believe the
delivery of appropnate advice i1s critical

The Group's home reversion plans also continue to comply with the code of practice of the Equity
Release Council (ERC) (formerly Safe Home Income Plans (“SHiP")} Occupants of properties
held under the Group’s home reversion plans have access to the Group's skilled staff who assist
them with any problems associated with the maintenance of their homes

Through s active participation in ERC and other bodies, the Group has assisted with the
development of industry best practice in a changing regulatory environment Inaddition, ERC has
its own Reversions Complaints Board which acts independently of the FCA

11
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Although the equity release market is fully regulated by the FCA, homeowners contemplating an
equity release plan are adwvised only to consider plans provided by members of ERC Its
members commit to a voluntary code which incorporates minimum product standards and other
safeguards for consumers not covered by FCA regulation, including

a no negative equity guarantee,

security of tenure for ife,

the ability to move home without financial penality,
clear presentation of plans, and

a requirement that no plan may be taken out without the customer having first received
independent legal advice

e & & @& 9

Going concern statement

Having made appropnate enquines and reviewing the Group's forecast cashflows, in particular
regarding the abihty of the Group to meet its habilities as and when they fall due, the Directors are
satisfied that the Group has adequate resources to continue its operations for the foreseeable
future The financing agreement with Partnership Life Assurance Company Limited provides
cashflow stability, as interest 1s rolled up into the loan, and the loan and accrued interest 1s
repayable on the disposal of each residential property In addition, the deep discounted bonds are
not repayable untl December 2020, at which time the group is expected to have generated
further funds from the disposal of reverted investment praperties and equity release plan assets
Furthermore, the directors have received confirmation from its subsidary undertakings
representing that they will not demand repayment of group borrowings for at least 13 months from
the date the financial statements are approved The Directors, therefore, continue to adopt the
going concern basis in prepanng the financial statements

Qualifying third party indemnity provisions for the benefit of Directors

Under the Companies (Audit, Investigations and Community Enterpnse) Act 2004 (which amends
the Companies Act 2006), companies are under an obligation to disclose any indemnities which
are n force in favour of their directors The current Articles of Association of the Company contain
an indemnity 1n favour of the Directors of the Company which indemnifies them in respect of any
hability incurred by them in defending any proceedings (whether cwil or criminal) in which
judgment 1s given In thewr favour and costs that they might incur in the execution of their duties as
Directors Copies of the relevant extract from the Articles of Association are avallable for
inspection at the registered office of the Company dunng normal business hours

12
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Auditors

In the case of each of the persons who 1s a Director at the time when the Strategic Report and the
Directors’ Report are approved, the following apply

s to the best of each Director's knowledge and belief, there 1s no information relevant to the
preparation of thewr report of which the Group’s auditors are unaware, and

» each of the Directors has taken alt the steps that a Director might reasonably be expected to
have taken to be aware of all relevant audit information and to establish that the Group’s
auditors are aware of that information

This confirmation 1s given and should be interpreted In accordance with the provisions of 5418 of
the Companies Act 2006

Ernst & Young LLP have expressed their willingness to continue in office as auditors and a
resolution to reappoint them will be proposed at the forthcoming Annual General Meeting

Approved by the Board of Directors
and signed by order of the Board

‘mwc_a TW' D‘/\.

DJW Young
Director
25 April 2014
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
MILTON HOMES LIMITED

We have audited the financial statements of Miton Homes Limited for the year ended 31
December 2013 which compnse the consolidated Statement of Comprehensive Income, the
consolidated and company Statement of Changes in Equity, the consolidated and company
Balance Sheets, the consolidated and company Cash Flow Statement and the related notes 1 to
20 The financial reporting framework that has been applied in their preparation 1s applicable taw
and International Financial Reporting Standards (IFRSs) as adopted by the European Union, and

as regards the parent company financial statements, as applied in accordance with the provisions
of the Companies Act 2006

This report 1s made solely to the company’s members, as a body, in accordance with Chapter 3 of
Part 16 of the Companies Act 2006 Our audit work has been undertaken so that we might state
to the company's members those matters we are required to state to them in an auditor's report
and for no other purpose To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company’s members as a body, for our
audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Statement of Directors’ Responsibiibes set out on page 11, the
directors are responsible for the preparation of the financial statements and for being satisfied
that they give a true and fair view Our responsibility 1s to audit and express an opinion on the
financial statements in accordance with applicable law and International Standards on Auditing
(UK and Ireland) Those standards require us to comply with the Auditing Practices Board’s
Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures In the financial
statements sufficient to give reasonable assurance that the financial statements are free from
matenal misstatement, whether caused by fraud or error This includes an assessment of
whether the accounting policies are appropriate to the group’s and the parent company’s
cireumstances and have been consistently applied and adequately disclosed, the reasonableness
of significant accounting estimates made by the directors, and the overall presentation of the
financial statements In addition, we read all the financial and non-financial information In the
Strategic Report and the Directors’ Report to identify matenal inconsistencies with the audited
financial statements and to 1dentfy any information that 1s apparently matenally incorrect based
on, or matenally inconsistent with the knowledge acquired by us n the course of performing the
audit If we become aware of any apparent matenal rmisstatements or nconsistencies we
consider the implications for our report

14




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
MILTON HOMES LIMITED

Opinion on financial statements

In our optnion

the financial statements give a true and fair view of the state of the group’s and of the
parent company’s affairs as at 31 December 2013 and of the group’s profit for the year
then ended,

the group financial statements have been properly prepared in accordance with IFRSs as
adopted by the European Union,

the parent company financial statements have been properly prepared in accordance
with IFRS as adopted by the European Union and as applied in accordance with the
provisions of the Companies Act 2006, and

the financial statements have been prepared in accordance with the requirements of the
Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Strategic Report and the Directors’ Report for the
financial year for which the financial statements are prepared 1s consistent with the financial
statements

Matters on which we are required to report by exception

We have nothing to report i respect of the following matters where the Companies Act 2006
requires us to report to you if, in our opinton

adequate accounting records have not been kept by the parent company, or returns
adequate for our audit have not been received from branches not visited by us, or

the parent company financial statements are not in agreement wih the accounting
records and returns, or

certain disclosures of directors’ remuneration specified by law are not made, or

we have not received all the information and explanations we require for our audit

CI‘A 11— s ‘ﬂ"’"‘) Lep

Matthew Wilklams (Senior statutory auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor

London

2% A-rn’ 2o1 Y4
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MILTON HOMES LIMITED
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2013

Notes Year Year
ended ended
31 December 31 December
2013 2012
£'000 £000
income
Profit on disposal of investment property 1,187 435
Gain on cancellation of equity release plans 269 178
Gain on revaluaton of investment properties 7,128 2,456
Loss on revaluation of equity release plan financial
assets {401) (2,360)
Other iIncome 3 2,587 2,594
10,770 3,303
Administrative expenses (1,762) (1,720)
Operating profit 4 9,008 1,583
Finance expense 6 (7,186) {(7,079)
Profit / (loss) before tax 1,822 {5,496)
Tax for the year 7 - -
Total comprehensive income / {loss) for the
financial year, attributable to equity shareholders 1,822 (5,496)

All activities anse from continuing activities The Group has no other comprehensive Income other than
the profits and losses above, for the year ended 31 December 2013 (2012 E£nil)

16




MILTON HOMES LIMITED
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2013

As at 1 January 2012
Total comprehensive loss
for the year

As at 31 December 2012

As at 1 January 2013
Total comprehensive
income for the year

As at 31 December 2013

Share

Share premium Capital Other Accumulated
capital reserve reserve reserves losses Total
£'000 £'000 £'000 £°000 £°000 £'000
29,955 133 7,750 (4,782) (38,270) {5,214)
- - - - (5,496) {5,496)
29,955 133 7,750 (4,782) {43,766) (10,710)
29,955 133 7,750 (4,782) (43,766) (10,710)
. - - - 1,822 1,822
29,955 133 7,750 (4,782) (41,944) (8,888)

COMPANY STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2013

At 1 January 2012

Total comprehensive loss

for the year

At 31 December 2012

At 1 January 2013
Total comprehensive
income for the year

At 31 December 2013

Share

Share premium Capital Other Accumulated
capital reserve reserve reserves losses Total
£'000 £'000 £'000 £'000 £°000 £°000
29,955 133 3,097 55 (38,454) (5,214)
. - - - (10,710) (10,710)
29,955 133 3,097 55 (49,164) (15,924)
29,955 133 3,097 55 (49,164) (15,924)
- - - - 7,036 7,036
29,955 133 3,097 55 {42,128) (8,888)

17




MILTON HOMES LIMITED

CONSOLIDATED BALANCE SHEET

as at 31 December 2013

ASSETS

Non-current assets

Investment properties

Investment properties — held for sale

Financial assets — equity release plans

Financial assets — equity release plans held for sale
Plant and equipment

Current assets
Trade and other recevables
Cash and cash equivalents

Total assets

LIABILITIES

Current liabilities

Trade and other payables
Interest-bearing loans and borrowings

Non-current liabilities
Interest-bearing loans and borrowings

Total habilities
Total net habilities

EQUITY

Share capital

Share premium reserve
Capital reserve

Other reserves
Accumulated losses

Total deficit

Notes

0w oW

—
—

12

13
14

14

16
17
17
17
17

2013 2012
£000 £'000
45,855 48,971
6,506 6,018
26,741 25,916
733 1,214

2 13
79,837 82,132
a7 83
707 652
754 735
80,591 82,867
481 483
80 94
561 577
85,918 93,000
83,918 93,000
89,479 93,577
(8888)  (10,710)
29,955 29,955
133 133
7,750 7,750
(4,782) (4,782)
(41,944) (43,768)
(8,888) (10,710)

These financial statements were approved by the Board of Directors and authorised for 1ssue on

25 Apnl 2014

Signed on behalf of the Board of Directors

Mm I Lo

DJW Young CR Rumsey

Director Director

18



MILTON HOMES LIMITED
COMPANY BALANCE SHEET
as at 31 December 2013

Notes 2013 2012
£'000 £'000
ASSETS
Non-current assets
Investment in subsidhary undertakings 10 56,261 45,183
56,261 45,183
Current assets
Trade and other recevables 12 65 64
Cash and cash equivalents 25 20
9.0 84
Total assets 56,351 45,267
LIABILITIES
Current liabilities
Trade and other payables 13 5,899 2,330
Interest-bearing loans and borrowings 14 34,596 33,208
40,495 35,538
Non-current habilities
Interest-beanng loans and borrowings 14 24,744 25,653
24,744 25,653
Total liabilities 65,239 61,191
Total net liabilitles (8,888) (15,924)
EQUITY
Share capital 16 29,955 29,955
Share premium reserve 17 133 133
Capital reserve 17 3,097 3,097
Other reserve 17 55 55
Accumulated losses 17 (42,128) (49,164)
Total deficit {8,888) {15,924)

These financial statements were approved by the Board of Directors and authonsed for Issue on
25 Aprl 2014

Signed on behalf of the Board of Directors

e ewe T Mo C

DJW Young CR Rumsey
Director Director
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MILTON HOMES LIMITED

CONSOLIDATED CASH FLOW STATEMENT

tor the year ended 31 December 2013

Operating activities

Profit / (loss) for the year

Increase In fair value of investment properties
Realised gamn on disposal of investment properties

Decrease n fair value of equity release plan financial assets

Realised gans from cancellation of equity release plans
Equity Transfer Rate income

Ftnance expense

Depreciation of plant and equipment

Amortisation of intangible assets

Early repayment charge

Net cash outflow before changes in working capital

Decrease In trade and other recervables
Decrease in trade and other payables

Net cash outflow from operating activities

Investing activities

Proceeds from sale of investment properties
Purchase of nvestment properties

Proceeds from cancellation of equity release assets
Purchase of equity release assets

Net cash inflow from investing activities

Financing activities

Loan to parent company DV3 Limited

Interest paid

Repayment of Partnership loan

Early repayment charge

Repayment of deferred purchase consideration

Net cash outflow from financing activities

Increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Notes

w

Tow

Year Year
ended ended
31 December 31 December
03 2012
£'000 £'000
1,822 (5,496)
(7,128) (2,456)
(1,187) (435)
401 2,360
(269) (178)
(2,587) {2,594)
7,186 7,079
11 14
- 2
96 -
(1,655) (1,704)
36 6
2 (78)
(1,621) (1,776)
11,108 4,556
(165) -
2,309 2,249
(198) (391)
13,054 6,414
(3,500) (1,100)
(26) (32)
(7.662)) (3,134)
(96)
(94) 67)
(11,378) (4,333)
55 305
652 347
707 652
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MILTON HOMES LIMITED
COMPANY CASH FLOW STATEMENT
for the year ended 31 December 2013

Operating activities

Profit / (loss) for the year

Provision for diminution in value of investment in
subsidiary undertakings

Finance income

Finance expense

Net cash outflow before changes in working capital

Decrease in trade and other recevables
Increase / (decrease) in trade and other payables

Net cash outflow from operating activities
Financing activities

Loan to ultimate parent company

Payments for subsidiary undertakings

New debt drawn down from subsidiary undertakings
Net cash inflow from financing activities

Net increase Iin cash and cash equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

Notes Year Year
31 December 31 December

2013 2012

£'000 £'000

17 7,036 (10,710)
10 (11,078) 6,772
{403) (254}

4,391 4,148

(54) (44)

3 -

7 (20)

(44) (64)

(1,500) (1,100)

(11) (34)

1,560 1,200

49 66

5 2

20 18

25 20
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

Accounting policies

Milton Homes Limited (the “Company”) i1s a company registered in Engtand and Wales under
the Companies Act 2006 The consolidated financial statements of the Company for the year

ended 31 December 2013 compnse the Company and its subsidianes (together the
“Group”)

The Group and Company's financial statements are prepared i accordance with
International  Financial Reporting Standards issued by the Intemational Accounting
Standards Board (“IASB”) and interpretations issued by the International Financial Reporting
Interpretations Committee of IASB (together “IFRS”) as adopted by the European Union, and
comply with the Comparies Act 2006

The Company has taken advantage of the exemption provided under section 408 of the
Compames Act 2006 not to publish its indvidual statement of comprehensive income and
related notes

The principal accounting policies set out below have been appled consistently to all penods
presented in these financial statements

The financial statements are prepared in Sterling and all values are rounded to the nearest
pounds thousands except where otherwise indicated

Changes in accounting policy

The accounting policies adopted are consistent with those of the previous financial period,
except for the following amendments to IFRS effective as of 1 January 2013

+ |IFRS 13 Farr Value Measurement

« Recoverable Amount Disclosures for Non-Financial Assets — Amendments to 1AS 36
Imparment of Assets

+ |AS 1 Presentation of items of Other Comprehensive Income — Amendments to 1AS 1

Except for IFRS 13 Far Value Measurement, the adoption of the above standards or
interpretation did not have any impact on the financial statements of the company and group

Standards and interpretations 1ssued but not yet apphed

Standards 1ssued but not yet effective up to the date of 1ssuance of the Group’s consohdated
financial statements are listed below

IFRS 9 Financal Instruments Classiication and Measurement
IFRS 10 Consolidated Financial Statements

IFRS 11 Joint Arrangements

IFRS 12 Disclosure of Interests in Other Entities

Investment entities (Amendments to IFRS 10, IFRS 12 and IAS 27}

The Group intends to adopt these standards when they become effective and does not
anticipate they wiil have a significant impact in the financial statements
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. Accounting policies (continued)
Basis of consolidation

The financial statements compnse the financial statements of Milton Homes Limited and its
subsidiary undertakings

Subsidianes are consolidated from the date control passes, and continue to be consolidated
until the date such control ceases Control comprises the power to govemn the financial and
operating policies of the investee so as to obtain beneft from its activities and 15 achieved
through direct or indirect ownership of voting nghts or by way of contractual agreement The
financial statements of subsidianes are prepared for the same reporting penod as the
Company, using consistent accounting policies All mter-company balances and transactions
are eliminated

Going concern

Having made appropriate enguines and reviewing the Group’s forecast cashflows, in
particular regarding the ability of the Group to meet its llabiites as and when they fall due,
the Directors are satisfied that the Group has adequate resources to continue ts operations
for the foreseeable future The financing agreement with Partnership Life Assurance
Company Limited provides cashflow stability, as interest 15 rolled up into the loan, and the
loan and accrued interest 1s repayable on the disposal of each residential property In
addition, the deep discounted bonds are not repayable until December 2020, at which time
the group 1s expected to have generated further funds from the disposal of reverted
investment properties and equity release plan assets Furthermore, the directors have
recewved confirmation from its subsidiary undertakings representing that they will not demand
repayment of group borrowings for at least 13 months from the date the financial statements
are approved The Directors, therefore, continue to adopt the going concern basis In
preparing the financial statements

Investments In subsidiary undertakings
Investments in subsidiaries are at stated at cost less any provision for impairment in value

The carrying value 1s reviewed for impairment if events or changes n circumstances indicate
the carrying value may not be recoverable
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. Accounting policies (continued)
Investment property

Freehold property that 1s held for capital appreciation and that ts not occupied by the Group
Is classified as nvestment property Leasehold property held for capital appreciation and that
Is not occupted by the Group Is treated as a finance lease and included within investment
property

Investment property 1s measured intially at cost, including commissions paid to independent
financial advisors and directly attributable property acquisition transaction costs, and 1s
thereafter reported at far value, which reflects market conditions at the penod end date

Gains or losses ansing from a change in the far values of the investment properties are
recognised in the statement of comprehensive income in the year in which they anse

An Investment property 15 derecognised on disposal or when the investment property Is
permanently withdrawn from use and no future benefits can be expected The gain or loss
arising from the retirement or disposal of investment property 1s determined as the difference
between the net disposal proceeds and the carrying amount of the asset, and 1s recognised
in the statement of comprehensive iIncome

Financial assets - equity release plans

Through the Property Plan agreements of the subsidiary company, Retirement Plus Property
Plans Limded, the Group owns nghts to increasing beneficial interests N residential
properties in the United Kingdom The values of these interests are, subsequent to nitial
recognition at cost, measured at farr value with changes recogmised n the statement of
comprehensive income Directly attnbutable transaction costs are excluded from the nitial
cost of financial assets which are fair valued through profit or loss

Gains or losses ansing from a change in the far values of the financial assets are
recogrised In the statement of comprehensive income 1n the year in which they anse

A financial asset 1s derecognised on disposal or when the financial asset 1s permanently
withdrawn from use and no future benefits can be expected The gain or loss ansing from the
retirement or disposal of financial assets 1s determined as the difference between the net
disposal proceeds and the carrying amount of the asset, and I1s recognised 1n the statement
of comprehensive Income
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

1 Accounting policies {(continued)

Plant and equipment

Fixtures and equipment are stated at cost less accumulated depreciation and any
imparment loss Depreciation 15 charged 50 as to wnte off the cost of assets over ther
estimated useful lives, using the straight-line method, on the following basis

Office and IT equipment - 33%

The carrying values of plant and equipment are reviewed for impairment if events or changes
in circumstance ndicate that the carying value may not be recoverable, and are written
down immediately to thetr recoverable amount Useful ives and residual values are renewed
annually and where adjustments are required, these are made prospectively

An item of plant and equipment 1s derecognised on disposal or when no future economic
benefits are expected to anse from continued use of the asset Any gamn or l10ss ansing ¢n
the derecognition of the asset i1s included n the statement of comprehensive income in the
penod of derecognition

Leases

Leases taken by the Group are assessed individually as to whether they are finance leases
or operating leases Leases where the lessor retains substantially all the nsks and benefits of
ownership of the asset are classified as operating leases Properties leased out to tenants
under operating leases are Included mn investment properties In the consohdated balance
sheet and accounted for in accordance with the accounting policy on investment property.

Trade and other receivables

Trade receivables are carned at the lower of therr oniginal invoiced value and recoverable
amount

Loans and other receivables

Loans and other receivables are non-dernvative assets with fixed or determinable payments
that are not quoted in an active market After inttal measurement loans and other
receivables are subsequently carned at amortised cost using the eflective interest method
less any allowance for imparrment

Amortised cost 1s calculated taking into account any discount or premium on acquisition and
tncludes fees that are an integral part of the effective interest rate and transaction cost

Gains and losses are recogrused in the statement of comprehensive income when the loans

and other recewvables are derecognised or impaired, as well as through the amortisaton
process

25




MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. Accounting policies (continued)
Impairment of loans and other receivables

The Group assesses at each balance sheet date whether loans and cther recevables are
impaired

If there 1s objective evidence that an impairment loss on loans and other receivables carned
at amortised cost has been incurred, the amount of the loss 1s measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows
discounted at the financial asset's onginal effective interest rate (ie the effective interest rate
computed at inttial recognition)  The carrying amount of the asset is reduced through use of
an allowance account The amount of the loss I1s recognised in the statement of
comprehensive income

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and in hand, demand deposits and other
short-term highly-hquid investments that are readily convertible to known amounts of cash,
and are subjected to insignificant nsk of changes in value For the purpose of the
consolidated cash flow statement, cash and cash equivalents consist of cash and cash
equivalents as defined above, net of outstanding bank overdrafts

Trade and other payables
Trade and cther payables are stated at cost

Current tax

The tax expense represents the sum of the tax currently payable and deferred tax The tax
currently payable 1s based on the taxable profit for the year Taxable profit differs from net
profit, as reported in the statement of comprehensive income, because it excludes items of
inceme or expense that are taxable or deductible in other years and it futher excludes items
that are never taxable or deductible The Group’s liability for current tax i1s calculated using
tax rates that have been enacted or substantively enacted by the balance sheet date
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. Accounting policies {continued)

Deferred tax

Deferred tax 1s the tax expected to be payable or recoverable on differences between the
carrying amounts of assets and liabilities in the financial statements and the corresponding
tax basis used in the computaticn of taxable profit, and 1s accounted for using the balance
sheet habiity method Deferred tax labilittes are generally recogrised for all taxable
temporary differences and deferred tax assets are recognised to the extent that it 1s probable
that taxable profits will be available against which deductible temporary differences can be
utised Such assets and liabiittes are not recognised if the temporary difference arisas from
the intial recognition of goodwill or from the inmal recogmition (other than In a business
combination) of other assets and habiihies n a transaction that afiects neither the tax profit
nor the accounting profit

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and
reduced to the extent that it 1s no longer probable that sufficient taxable profits will be
avalable to allow all or part of the asset to be recovered

Deferred tax Is calculated at the tax rates that are expected to apply in the period when the
hability 1s settled or the asset 1s realised based on tax rates and laws enacted or
substantively enacted at the balance sheet date Deferred tax i1s charged or credited in the
statement of comprehensive income, except when it relates to tems charged or credited
directly to equity, in which case the deferred tax 1s also dealt with in equity

Deferred tax assets and liabiliies are offset when there 1s a legally enforceable nght to set
off current tax habiities against current tax assets and when they relate to income taxes
levied by the same taxation authority and the Group intends to settle its current tax assets
and habilihes on a net basis

Interest-bearing loans and borrowings

Obligations for loans and borrowings are recognised when the Group becomes party to the
related contracts and are measured initially at farr value less directly atinbutable transaction
costs After initial recognition, interest-beanng loans and borrowings are subsequently
measured at amortised cost using the effective interest rate method Gains and losses on
the repurchase, settlement or cancellation of liabilities are recogmised in the statement of
comprehensive Income as finance income and finance expense, respectvely

Pension costs

Pension costs in respect of contributions to the Self-Invested Personal Pension plan
arrangements of certain employees, together with employer contributons to the Group’s
stakeholder pension arrangements, are charged to the statement of comprehensive iIncome
as incurred
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. Accounting policies {continued)

Deferred purchase consideration on acquisition of reversionary interests in
investment property

The Group has entered into loan agreements with certain tenants which are repaid by way of
monthly instalments over the term of the agreement (“Deferred purchase consideration”)
The loans are recogrised when the Group becomes party to the related contract and are
measured intially at fair value less directly attributable transachon costs  After inttial
recognition, deferred purchase consideration 1s measured at amortised cost using the
effective interest method

The loans are repaid in the event of death, vacation from the property or at the Group's
request, but generally in response to receipt of a request for repayment from the tenant

Derecognition of financial liabilities

A financial asset or hability 15 derecognised when the contract that gives rnise to it 1s settled,
sold, cancelled or otherwise expires

Where an existing financial hability 1s replaced by another from the same lender on
substantally different terms, or the terms of an existing hability are substantially modified,
such an exchange or modification 1s treated as a derecognition of the ornginal hability and the
recognition of a new liabilty, so that the difference in the respective carrying amounts,
together with any costs or fees incurred, 1s recognised in the statement of comprehensive
Income

Revenue recognition

Profits or losses on the sale of reverted properties are recognised on completion of the sale
and are included in operating profit Profits or losses on disposal are calculated as net sales
proceeds less the carrying value of the Group’s beneficial interest in the properties
determined with reference to the most recent valuation

Equity Transfer Rate (“ETR”) income represents the recognition in the statement of
comprehensive ncome of the increase in the Group's beneficial interest in the properties
undertying the equity release plan financial asset portfolio in accordance with the contractual
terms of the Retirement Plus Property Plan ETR income is recognised on a monthly basis
over the term of the plan until the Group’s beneficial interest reaches the maximum set out In
each individual Property Plan This increase in value 1s recognised as part of other income In
the statement of comprehensive income

Interest income 1s accrued on a time basis, by reference to the principal outstanding and at
the effective interest rate applicable
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

Critical accounting judgements and key sources of estimation and uncertainty

In the process of applying the Group’s accounting policies as descnbed n note 1,
management have made the following judgements and estimations that have the most
significant effect on the amounts recognised in the financial statements

Fair value of investment properties
The tarr value of the Group’s investment properties i1s determined by independent real estate
valuation experts Allsops LLP, using recogmsed valuation techniques See note B

Fair value of financial assets — equity release plans
The farr value of the Group's equity release plans 1s determined by independent real estate
valuation experts Allsops LLP using recognised valuation techniques See note 9

Deferred tax asset

Significant management judgement 1s required to determine the amount of deferred tax
assets arsing from unutiised tax losses that can be recognised Management reassesses
unrecognised deferred tax assets at each balance sheet date Based upon the likely timing
and level of future taxable profits, management has concluded that no deferred tax asset
should be recognised at 31 December 2013 (2012 £€mil) The amount of unrecognised
deferred tax losses, together with capital allowances not yet clamed and other temporary
differences at 31 December 2013 was £9,391,019 (2012 £10,823,368) Management will
closely monitor opportuniies for the recoverability of these tax losses, reassessing the
opporturity to recogruse deferred tax assets at subsequent balance sheet dates

Other income

2013 2012
£°000 £'000
Equity Transfer Rate income 2,587 2,594
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

Operating profit

The operating profit Is stated after charging

2013 2012
£’000 £000
Depreciation of plant and equipment 1 13
Amortisation of intangible assets - 2
Auditors’ remunerahon
- audit fees 5 13
Information regarding directors and employees
2013 2012
g £
Directors’ emoluments
Directors’ remuneration 388,994 382,451
Pension contributions 27,000 33,750
415,994 416,201
Highest paid Director, excluding pension contributions
208,994 202,451
Pension contributions for highest paid Director - 6,750
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

5. Information regarding directors and employees (continued)

2013 2012
£ £
Employment costs including Directors’ emoluments, are as
follows
Wages and salanes 686,453 667,367
Social secunty costs 87,369 83,830
Other pension costs 41,373 40,932

815,195 792,129

At 31 December 2013, the unpad accrued pension costs amounted to £1,308 (2012
£1,371)

2013
No.
The average number of persons, including executive Directors, employed by the Group
15 analysed below
Sales 3
Administration 6
9
Finance expense
2013 2012
£°000 £000
Interest payable on Partnership loan 4,569 4,583
Interest payable on other loans 26 32
Shareholders’ loan interest on DDBs 2,591 2,464
7,186 7,079

31
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

7. Taxation

Group
2013 2012
£°000 £000
Analysis of tax charge for the year
Deferred tax credit - -

Tax charge for the year - -

The effective rate of corporation tax for the year vanes from the standard rate in the United
Kimgdom (23 25%) as applied to the Group’s pre-tax profit for the reasons analysed below

2013 2012
£'000 £'000
Reconciliation of total tax charge
Profit / (loss) on ordinary activities before tax 1,822 (5,496)
Profit / (loss) for the year multiplied by the standard rate of corporation
tax in the United Kingdom ({23 25%) (2012 24 5%})) 424 (1,346)
Factors affecting the tax creds for the year:
Expenses not deductible for tax purposes 3 5
Temporary differences deductible when paid 696 666
Income not taxable (276) (107
Gain on revaluation of assets non-deductible (1,657) (602)
Other tax adjustments 3) (7)
Chargeable gains 484 126
Taxation losses utiised in year {240) (239)
Taxation losses carrned forward 569 1,504

The group has a deferred tax hability of £658,628 (2012 £462,000) 1n respect of temporary
differences on its properties and equity release plans This is fully offset by available losses
and no deferred tax hability 1s recognised

The group has an unrecognised deferred tax asset of £8,732,391 (212 £10,823,368) in
respect of tax losses together with capital allowances not yet clamed and other temporary
differences calculated using the applicable standard rate of UK corporation tax of 20%
(2012 23%)

The UK corporation tax rate reduced to 23% from Apnl 2013 The rate reduced to 21% in
Apnl 2014 and will reduce to 20% from April 2015 At the balance sheet date all the current
tax rate reductions had been substantively enacted

Deferred tax i1s calculated at 20% as the temporary differences are expected to unwind after

Apnl 2015 The rate changes will impact the amount of future tax payments to be made by
the company
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

Investment properties

2013 2012

No. £000 No £'000

Valuation at beginning of year 528 54989 564 56,660
Additions 1 165 - -
Disposals (64) (9921) (36) (4,127)
Revaluations - 7,128 - 2,456
Valuation at end of year 465 52,361 528 54,989

Fair value hierarchy

The valuation of the investment properties 1s a Level 3 valuation in the far value hierarchy
Valuation method

The Group owns beneficial interests in residential properties in the United Kingdom. The fair
values of these interests are based on the equity owned percentage of the properties upon
the Group taking vacant possession, the fair value of the properties at the balance sheet
date, assuming vacant possession, less a discount to take account of the nisk of the
realisation of those interests

The board of directors is responsible for determining the company’s valuation policies and
procedures and appoints an external valuer to perform the valuatton The selection cnitena
used to select that valuer include their market knowledge & expertise, independence and
demonstrable compliance with professional standards

The fair value of the properties 1s determined on a market value basts with an assumption of
vacart possession One third of the properties each year are inspected externally to arrve at
this value using a conventional approach of comparable analysis In some cases, the fair
values are determined based on recent real estate transactions with similar charactenstics
and location to those of the Group’s assets, including those properties which have become
vacant and are in the process of being sold Where the Group has taken vacant possession
of property an allowance has been made agamnst the full market value to take account of
necessary refurbishment costs Where properties are not inspected by the valuers a
composite average of relevant hcuse price indices are applied to the value estimated when
previously inspected by the valuers

The discount percentage I1s based upon a number of factors over which judgements are
made These judgements include

Investment term - the length of time until vacant possession becomes due
Investment rate - also known as a discount rate and this includes a judgement of
current marketability and condition of the property

+ Cost saving rate - the potential cost saving of acquinng already existing Iife tenancy
investments

There were no changes in valuation techmques dunng the year
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

8. Investment properties (continued)
Valuation assumptions

Investment term — the investment term is the period until the Group obtans vacant
possession This 1s based on the age of the tenant occupying the properly and published life
expectancy tables from the UK Government’'s Actuanial Department for the penod 2010-12
Where there 1S joint tenancy, the life expectancy of the tenant with the longest life
expectancy has been used

The length of the investment term 1s modified by applying a “speed up” rate to the Ife
expectancy figures, as this reflects market evidence that the lower the age of the youngest
tenant, the more likely it 1s that the Group will be able to access vacant possession before
the end of the tenant’s fife, through the tenant entenng nto a care home or iving with other
family members

The speed up rate applied ranges from 10% for younger tenants to 2 5% for older tenants

Investment rate — this mnput reflects the nsk and opportunity which includes the growth
prospects and marketability prospects cf the property Guidance is taken from the yield rates
used by Valuation Tribunals for residental property

The investment rates applied range from 5 75% to 8%

Cost saving rate — In determining the discount percentage, an adjustment 1s made for each
property fo take into account the potential cost saving of acquinng already existing hfe
tenancy mvestments Itis estimated that the initial set up cost per property of acquinng hfe
tenancy investments 1s approximately 5% of the value of the vacant possession equity being
acquired

A 1 25% uplift has been applied to account for the potential cost savings of acquiring already
existing life tenancy investments

Sensitivity analysis to changes in unobservable inputs
Increases in estimated investment terms and rates would result in a lower fair value

Decreases in estimated investment terms and rates would result in a higher fair value
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

Financial assets — equity release plans

2013 2012

No. £'000 No £'000

Valuation at beginning of year 340 27130 358 28,577
Additions - 198 3 391
Equity transfer - 2,587 - 2,594
Cancellation of plans (29) {2,040y (21) (2,072)
Revaluations - (401) - (2,360)
Valuation at end of year 316 27,474 340 27,130

Fair value hierarchy

The valuation of the financial assets 1s a Level 3 valuation in the farr value hierarchy

Valuation method

The Group owns beneficial interests in residential properties in the United Kingdom The fair
values of these interests are based on the estimated equity owned percentage of the
properties upon the Group taking vacant possession, the fair value of the properties at the
balance sheet date, assuming vacant possession, less a discount to take account of the nsk
of the realisation of those interests

The board of directors 1s responsible for determining the Group’s valuation policies and
procedures and appoints an external vatuer to perforr the valuation The selection critena
used to select that valuer include their market knowledge & expertise, iIndependence and
demonstrable comphance with professional standards

The fair value of the properties 1s determined on a market value basis with an assumption of
vacant possession One third of the properties each year are inspected externally to arrive at
this value using a conventional approach of comparable analysis In some cases, the fair
values are determined based on recent real estate transactions with simitar charactenstics
and location to those of the Group’s assets, including those properties which have become
vacant and are in the process of being sold Where properties are not inspected by the
valuers a composite average of relevant house price indices are applied to the value
estimated when prewvicusly inspected by the valuers

The discount percentage 1s based upon a number of factors over which judgements are
made These judgements include

¢ Investment term - the length of time until vacant possession becomes due
Investment rate - also known as a discount rate and this includes a judgement of
current marketability and condition of the property

+ Equity interest upon the Group taking vacant possession — the anticpated equity
percentage expected to be held by the Group upon taking vacant possession

The resultant valuahons are capped at the estimated value of the Group's interest in the
vacant possession value of the property should it have been obtained at the balance sheet
date

There were no changes in valuation techniques during the year
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

9. Financial assets - equity release plans (continued)
Valuation assumptions

Investment term — the investment term 1s the peniod until the Group cbtains vacant possession.
This 15 based on the age of the tenant occupying the property and published Iife expectancy
tables from the UK Government's Actuanal Department for the penod 2010-12 Where there 15
Joint tenancy, the ife expectancy of the tenant with the longest ife expectancy has been used

The length of the investment term 1s modified by applying a “speed up” rate to the life expectancy
figures, as this reflects market evidence that the lower the age of the youngest tenant, the more
Ikely it 1s that the Group will be able to access vacant possession before the end of the tenant’s
hfe, through the tenant entering into a care home or Iiving with other family members

The speed up rate applied ranges from 10% for younger tenants to 2 5% for older tenants

Equity interest upon the Group taking vacant possession — the anticipated equity percentage
expected to be held by the Group upon taking vacant possession is calculated with reference to
the expected investment term, the equity interest owned by the Group at the balance sheet date

and the additional slices of equity in each property that will accrue under the terms of the equity
release plans

Investment rate — this input reflects the nsk and opportunity which includes the growth prospects
and marketability prospects of the property Guidance 1s taken from the yield rates used by
Valuation Tribunals for residential property

The investment rates apphed range from 5 75% to 8%

Sensitivity analysis to changes 1n unobservable inputs

Increases in estimated investment terms and rates would result in a lower fair value

Decreases In estimated investment terms and rates would result in a ligher far vatue.
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MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

10. Investment in subsidiary undertakings

£°000
Cost
At 1 January 2013 and 31 December 2013 80,227
Provision
At 1 January 2013 (35,044}
Impairment write back 11,078
At 31 December 2013 (23,966)
Carrying amount
At 31 December 2013 56,261
At 31 December 2012 45,183
11 Plant and equipment
Office and IT
equipment
£°000
Cost
At 1 January 2013 and 31 December 2013 232
Accumulated depreciation
At 1 January 2013 (219)
Charge for the year (11)
At 31 December 2013 (230)
Carryving amount
At 31 December 2013 2
At 31 December 2012 13
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12.

13

Trade and other receivables

Trade recewables

Amounts due from group companies
Prepayments

Other debtors

Trade and other payables

Trade payables

Other tax and social secunty

Amounts due to group companies

Accrued interest on loans from group
companies

Accruals and deferred income

Group Company
2013 2012 2013 2012
£'000 £'000 £°000 £000
2 5 - 3
- - 65 61
30 65 - -
15 13 - -
47 83 65 64
Group Company
2013 2012 2013 2012
£°000 £'000 £'000 £'000
46 20 8 -
35 27 - -
- - 5,629 2,076
- - 241 232
400 436 21 22
481 483 5,899 2,330
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14. Interest-bearing loans and borrowings

Group Company
2013 2012 2013 2012
£'000 £'000 £'000 £'000
Current
Group company borrowings - - 34,596 33,208
Deferred purchase constderation 80 94 - -
80 94 34,596 33,208
Group Company
2013 2012 213 2012
£7000 £'000 £°000 £'000
Non-current
Partnership loan 63,858 66,951 - -
Shareholder loans 24,744 25,653 24,744 25,653
Deferred purchase consideration 316 396 - -
88,918 93,000 24,744 25,653

Partnership loan

Partnership Life Assurance Company Limited has provided a £62,633,796 faciity The
facility bears interest at 7 15% per annum and 1s secured on the Borrowers’ nghts to
beneficial interests in residential properties acquired through equity release plans The
interest 1s rolled up into the loan, and a proportion of the loan and accumulated interest 1s
repayable on disposal of each property and/or equity release plan asset, with the balance
repayable in full on the earlier of 8 November 2065 and the date when the last property or
equity release plan asset 1s disposed of As at 31 December 2013, £63,858,116 was due to
Partnership Life Assurance Company Lirnted (2012 £66,951,392)

Shareholder loans - Deep Discounted Bonds

DV3 Limited and DV4 Limited provided to Milton Homes Limited deep discounted bonds of
£23,657,608 under a subordinated loan agreement effective from 1 January 2011 The deep
discounted bonds have an interest element of 10% accruing to reach the matunty value upon
the repayment date of 31 December 2020 Milton Homes Limited provided a loan of
£1,800,000 to DV3 Limited (effective from 1 January 2011) The loan accrues interest at a
rate of 10% per annum At 31 December 2013, the outstanding loan balance receivable
(including accrued interest) totalled £nil (2012 £3,179,381) In accordance with the loan
agreement this balance has been offset against the deep discounted bonds ssued to DV3
Limited At 31 December 2013 the net outstanding balance on the deep discounted bonds
was £24,743,364 (2012 £25,652,818)

Group company borrowings

The Company has vanious subordinated loan facilities provided by subsidiary companies

The loans are unsecured and bear interest at LIBOR plus 1-10% per annum and at fixed rate
of 10% per annum At 31 December 2013 the loans outstanding were £34,596,432 (2012
£33,208,254)
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14.

15.

Interest bearing loans and borrowings {continued)

Undrawn commutted borrowings

As at 31 December 2013, the Group had approximately £100m (2012 £150m) of undrawn
committed borrowing facilities from Partnership Life Assurance Company Limited for asset
purchases, as the third year commitment of £50m has now expired

Deferred purchase consideration

Deferred purchase consideration represents annuitles payable to tenants where
consideration for a property has taken the form, in some part, of a commiment by the Group
to pay monthly cash instalments over a set period The last of these instaiments 1s payable in
2025 The effective interest rate 1s 5 95%

Financial instruments

Apart from the property plans, the group’s principal financial instruments compnse cash, the
Partnership loan, shareholder loans, deferred purchase consideration trade and other
recevables, and trade and other payables Cash and cash equivalents are considered to be
cash at bank and cash in hand The main purpose of these instruments is to finance the
acquisition of investment property and to meet operating, administrative and finance costs It
15 the Group’s policy that no speculative trading in financial instruments shall be undertaken

The main nisks ansing from the group’s financial instruments are lquidity nsk, credit nsk and
capital management There 1s no currency risk as all financial instruments are held in
Stering The Financial and Risk Review includes an explanation of the Group’s objectives
and policies with regard to financial instruments and the management of nsk

Group

The table below summarises the maturty profile of the group's financial labilities at 31
December 2012 and 2013 based on contractual undiscounted payments

Total
£°000

63,858

56,491
464

Total
£°000

6,951

Interest Within More than
rate (%) 1 year 1-5 years 5 years
£°000 £°000 £°000
31 December 2013
Partnership loan 715 - - 63,858
Shareholder DDBs loans 10 - - 56,491
Deferred purchase consideration 595 a8 248 118
Interest Within More than
rate (%) 1 year 1-5 years b years
£°000 £7000 £°000
31 Decernber 2012
Partnership loan 715 - - 66,951 =]
Shareholder DDB loans 10 - 59,130 59,130

Deferred purchase consideration 595 116 301 166
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15. Financial instruments (continued)

In regards to the Partnership loan, the above table shows the outstanding loan balance and
accrued interest as at 31 December 2013 In addition, the Partnership loan bears interest at
7 15% per annum The interest 1s rolled up into the loan, and a proportion of the loan and
accumulated interest 1s repayable on disposal of each property and/or equity release plan
asset, with the balance repayable in full on the earlier of 8 November 2065 and the date
when the last property or equity release plan asset 1s disposed of

Liquidity nsk

In order to ensure that sufficient funds are available to fund the purchase of Investment
Properties and Equity Release Plan assets the Company has access to a funding facility
from Partnership Life Assurance Company Limited As at 31 December 2013, the Group had
approximately £100m (2012 £150m) of undrawn comrutted borrowing faciites from
Partnership Life Assurance Company Limited for asset purchases, as the third year
commitment of £50m has now expired

Credit nsk
The Group's exposure to credit nisk on cash and cash equivalents and leans, anses from

potential default of the counterparty, with a maximum exposure equal to the carrying amount
of these instruments

Capital management

Through efficient capital management, the Group aims to maximise corporate value whilst
reducing the financial nsks to which 1t 1s exposed Investment property and equity release
plan asset acquisitions are individually reviewed for consistency with the Group's eligible
investment property critenia

The Group funds investment activity and operations through proceeds from reverted
properties, shareholder equity and debt The mix of financing between equity and bank debt
15 generally reviewed when debt facilities are renegotiated or when significant mvestment
activity 1s forecast

Fair values of financial assets and habiithes

The Directors consider that there are no matenal differences between the carrying values
and fair values of the Group's financial assets and liabilities at each period end

41



MILTON HOMES LIMITED
NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2013

16.

17.

Share capital
Group and Company

Authonsed

100,000,000 (2012 100,000,000) ordinary shares of

£1 each

Allotted, Issued & fully paid

29,954,615 ‘A’ Shares at £1

926,431 ‘B’ Shares at £0 0001

At 31 December

Reserves
Group
At 1 January 2013

Profit for the year

At 31 December 2013

Company

At 1 January 2013
Prefit for the year

At 31 December 2013

2013 2012
£000 £°000
100,000 100,000
2013 2012
£°000 £'000
29,955 29,955
29,955 29,955

Share
premium Capital Other Accumulated
reserve reserve reserves losses
£'000 £'000 £000 £000
133 7,750 (4,782) (43,766}
- - - 1,822
133 7,750 (4,782) (41,944)

Share

premium Capital Other  Accumulated
reserve reserve reserves losses
£'000 £000 £°000 £'000
133 3,097 25 (49,164)
- - - 7,036
133 3,097 55 (42,128)

Reserves are defined as follows

Share premium reserve represents amounts subscribed for issued share capital in excess of
nominal value The capital reserve comprises the difference between the fairr value and
nominal amount of non-interest bearing loans made available by the ultimate parent

company

Other reserves 15 a non-distnbutable reserve created as part of a group reorganisation
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17.

18

19.

20.

Reserves {continued)

The additional £55k relates to the Royal Bank of Scotland Share Warrants for the 1ssuance
of 926,431 Ordinary ‘B’ Shares in Miitcn Homes Limited in November 2010

Retained earnings are the cumulative net gains and losses recogrised n the consolidated
statement of comprehensive income

Related party transactions

DV3 Limited and DV4 Limited prowvided to Milton Homes Limited deep discounted bonds of
£23,657,608 under a subordinated loan agreement effective from 1 January 2011 The loans
have an interest element of 10% accruing to reach the matunty value upon the repayment
date of 31 December 2020 At 31 December 2013 the loan was recorded at £24,743,364
(2012 £28,832,199)

Milton Homes Limited provided a loan of £1,800,000 to DV3 Limited The loan accrues
interest at a rate of 10% per annum At 31 December 2013, the outstanding loan balance
receivable (including accrued interest) totalled £nil (2012 £3,179,381) In accordance with
the loan agreement this balance has been offset against the deep discounted bonds issued
to DV3 Limited

Transactions with key management personnel (compnising the Directors) are disclosed
below

31 December 31 December

2013 2012

£'000 £

'000

Short-term employee benefits 416 416

Post balance sheet events

There have been no significant post balance sheet events
Ultimate parent undertalking and controlling party

The ultimate parent undertaking and controling party 1s DV3 Limited, a Company registered
in the British Virgin Istands
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