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McCarthy & Stone Retirement Lifestyles Limited

DIRECTORS' REPORT

The Directors present their report and the Group financial statements for the year ended 31 August
2011

Prnncipal Activities

The Company 1s engaged pnincipally in the development, design, construction and sale of retirement
apartments The subsidiary and associated undertakings principally affecting the loss or net assets of
the Company in the year are listed in note 9 to the financial statements

Acquisitions
There were no bustness acquisitions during the year ended 31 August 2011
Business Overview

During the financial year ended 31 August 2011, general housing market conditions remained slow,
but the business has nevertheless continued to show year-on-year growth in Unit Sales volumes, Total
Revenue and Group earnings before interest, taxation, depreciation and amortisation (EBITDA), as
well as repaying £14 5m of its gross cash-pay debt Following the suspension of construction activity
for almost 12 months from mid-2008, the business has had to focus on increasing its finished goods
stock over the past two years so as to ensure that it has sufficient apartments available for sale n
future years

The gradual re-start of construction activity in 2009 meant that stock was available for sale on 24 new
developments in the year to 31 August 2011 Overall, the Company sold 1,261 units {2010 1,131)
generating turnover of £234 7m (2010 £205 8m) and EBITDA of £37 4m {2010 £22 9m} The Group’s
operating cash generation before land and builld expenditure remaining strong, totalling £146 2m
(2010 £147 Om) In the year to 31 August 2011, £1419m (2010 £77 3m) was spent on land
acquisttion and site construction costs, in line with management expectations

Subject to market conditions, the Board has agreed a plan with the Group’s shareholders to grow
sales to tn excess of 2,000 units per annum by 2015 In order to meet this target, land acquisition
activity has continued to increase with 59 sites {2010 58) secured during the year, 88% being on a
conditional basis  Similarly, despite the afore-mentioned planning delays, construction activity
continued during the year, with work starting on a further 25 sites (2010 25}, all of which are
expected to deliver new stock available for sale duning the 2012 financial year This level of build
activity reflects some continuing caution over immediate housing market prospects, but balances that
against the need to deliver stock available for sale to meet demand when the housing market does
improve A significant increase in the number of construction site starts are scheduled for the 2012
financial year, while land acquisition activity 1s expected to reduce slightly to enable the design and
construction teams to move the large current portfalio of sites without a planning consent into the
construction phase

There were no material signs during the course of the last financial year to suggest that the poor
trading conditions seen since 2007 were improving, with ongoing concerns about the impact of
mortgage avalability and terms on housing market hquidity The McCarthy & Stone business Is less
exposed to the general housing market than other more mainstream house-builders, but the majornity
of potential customers do have a dependent property sale, and any meaningful reduction in hquidity
in housing markets will make securing sales more difficult For the first three months of the 2012
financial year, whilst completions have fallen, due to a reduced level of reservations carried forward
from the previous year, new reservations, visitor numbers and enquiries are ahead of prior year
Whilst the resilience shown by the business to date in these circumstances has been encouraging,
trading conditions are expected to remain difficult for the rest of the financial year, and the Board will
continue to monitor the market very closely




McCarthy & Stone Retirement Lifestyles Limited

DIRECTORS' REPORT

The longer-term praspects for the business are excellent With its hugh quality products and industry-
leading customer satisfactton ratings, the Group i1s well positioned to benefit from demographic
trends that will generate a rapidly increasing population of potential customers in a market that
currently 1s not well suppled, as well as from opportunities to use the McCarthy & Stone brand in
other related areas The Group has already started to benefit from those opportunities, having set up
McCarthy & Stone Management Services to manage on a day-to-day basis all of its developments
released for sale since September 2010 Additionally, n partnershup with the Somerset Care Group,
the Group has set up YourLife Management Services to manage the Assisted Living Developments

The Group has also recently appointed a New Business Director in order to further develop a number
of opportunities in the market

Capital Structure and Going Concern

At 31 August 2011, the Company had cash at bank and in hand of £137 5m {2010 £143 7m) and
£4310m (2010 £431 8m) of gross term debt facilities, which are non-amortising, repayable in April
2014 Of this amount, £92 9m 15 ‘PIK’ debt (2010 £80 9m) where there 1s no cash interest payment
until maturity The balance of £338 im (2010 £3509m) has an annual cash interest cost of
approximately £17m, with at least 90% of the Group’s interest cost being hedged for the full term of
the debt During the year ended 31 August 2011, the Company made debt repayments totalling
£12 8m {2010 £28 5m)

One of the ongoing debt facility requirements is for the Group to monitor comphance with a number
of financial covenants, Cashflow Cover, Loan to Value, Land Expenditure, Absclute EBITDA (expired in
Q3 FY11) and Interest Cover (commenced in Q4 FY11) At all four quarter test points during the year
ending 31 August 2011 the Group comphed with all of these covenants, with a healthy headroom at
each test point

As part of the budgeting process for the year ending 31 August 2012 {completed in September 2011)
the Group prepared projections and forecasts to 31 August 2015 Such projections show that the
Group has adequate cash resources to service its debt facilities and to resnvest in the business, and
that the financial cavenants attached to the loan facilities will not be breached

The Directors have a reasonable expectation that the Company has adequate resources to continue in
operational existence for the foreseeable future Thus, they continue to adopt the going concern
basis in prepanng the financial statements

Results for the period to 31 August 2011

The results for the year to 31 August 2011 show a profit on ordinary activities after taxation of £6 5m
(2010 loss of £4 9m) No dividend has been proposed or paid




McCarthy & Stone Retirement Lifestyles Limited

DIRECTORS' REPORT

Employees

McCarthy & Stone employees are central to the delivery of the Company’s objectives At 31 August
2011 the Company employed 617 people {2010 543) The Company recognises that attracting and
retaining employees 15 only possible if the right working environment 1s created and attractive reward
mechamsms and oppertunities for personal development are provided The Company has a wide
range of palicies relating to employees to support thus  The Company 15 committed to pramoting
policies to ensure that those who are employed by the Company’s businesses are treated equally
regardless of status, sex, age, colaur, race or ethnic origin

The Company gives full consideration to applications for employment from persons with disabilities
where the requirements of the job can be adequately fulfilled by a person with a disabiity Should
any employee become disabled, it 1s the Company’s policy to continue wherever possible the
employment of that person and to provide equal opportunities for the career development of
employees with disabilities

There 1s an ongoing commitment to the training and development of the Company’s employees, and
there 1s a positive approach to all matters concerning Health & Safety at work The Company regards
compliance with statutory requirements as a minimum standard, and a copy of the Company’s formal
Health & Safety Policy Statement is available at all of the Company’s sites The Company’s ability to
achieve 1ts commercial objectives and to meet the needs of its customers in a profitable and
competitive manner depends on the contribution of employees throughout the Company

Employees are encouraged to develop thewr contnbution to the business wherever they work In
many areas ongoing programmes, focused on quality and customer service, provide an opportunity
for all employees to be involved in making improvements In addition, the Company communicates
with its employees about 1ts objectives, progress and activities through a variety of channels including
the Company’s intranet

Directors

A list of the present Directors of the Company 15 reported on page 3 All Directors listed served
throughout the year ended 31 August 2011 with the exception of A V Crossley-Mintern, who was
appointed on 8 August 2011 and N W Maddock, who was appointed on 19 September 2011 M D
Ball, who served throughout the year, resigned on 2 September 2011.

The Company carnies appropriate insurance cover in respect of possible legal action being taken by
third parties against its Directors and senior employees
Donations

The Company made charitable donations in the year to 31 August 2011 of £4,430 (2010 £2,410)
There were no political contributions during the period
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DIRECTORS' REPORT

Supplier Payment Policy

The Company recognises the major contribution that 1ts suppliers and sub-contractors make to the
success of its construction operations The Company beheves that the adherence to fair payment
terms i1s )important to the maintenance of good relations with suppliers and to the ultimate benefit of
the Company It 15, therefore, Company policy to agree terms of payment in advance, to ensure
suppliers are made aware of those terms and to abide with such terms Unless other terms have
been agreed the Company will usually ensure that all creditors, where the goods or work have been
of a satisfactory quantity and quality, are paid by the month end following the month in which the
invoice 1s receved

The amounts owed by the Company to 1ts trade suppliers and subcontractors at 31 August 2011
represented 29 days (2010 36) of the amounts invoiced during the period Trade creditors include
retentions held against subcontract work which are not contractually due for payment until up to 12
months after the work was completed

Financial Risk Management Objectives and Policies

The Company’s activities expose it to a number of financial risks including interest rate risk, credit sk,
liquidity risk and price risk The use of financial derivatives 1s governed by the Company’s policies
approved by the board of Directors, which provide written principles on the use of financal
derivatives to manage these risks The Company does not use derwvative financial instruments for
speculative purposes

Interest rate risk

The Company’s activities expose it primarily to the financial risks of changes in interest rates The
Company uses interest rate swap contracts to hedge these exposures at fixed rates Detalls of the
Company’s swap contracts are reported in note 15 of the financial statements

Credit risk

The Company’s financial assets are bank balances and cash, long-term recewables, and investment
properties The Company has adopted a Treasury Management Policy to ensure that credit nsk is
appropnately diversified

Liquidity risk

The Company aims to mitigate hquidity risk by forecasting requirements and managing cash
generated by its operations, and ensuning that the Company 15 able to service debt as it falls due
Details of the debt repayment profile are provided in note 14 of the financial statements

The Company aims to mamtain a balance between continuity of funding and flexthility through the
use of overdrafts and bank loans All capital expenditure requires Directors’ approval before it 1s
committed

Price risk

The Company 15 exposed to commaodity price nsk  The Company manages commodity price risk
through supplier negotiations The regional and centrally-based Commercial Departments meet with
the Company’s national agreement suppliers at least once a year Such agreements tend to be of a
high volume and are considered to be of strategic importance to the business
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DIRECTORS' REPORT

Independent Auditors

in the case of each of the persons who are Directors of the Company at the date when this report 1s
approved

e so far as each of the Directors 1s aware, there 1s no relevant audit information (as defined in
the Companies Act 2006) of which the Company’s auditors are unaware, and

e each of the Directors has taken all the steps that he/ she ought to have taken as a Director to
make himself/ herself aware of any relevant audit information and to establish that the
Company’s auditors are aware of that information

This confirmation is given and should be interpreted in accordance with the provisions of s418 of the
Companies Act 2006

Deloitte LLP have expressed theirr willingness to continue in office as auditors and appropriate

arrangements are being made for them to be deemed reappointed as auditors in the absence of an
Annual General Meeting

Approved by the Board of Directors and signed on behalf of the Board by

en
ec/etary

~.McCarthy & Stone Retirement Lifestyles Limited
Homelife House
26-32 Oxford Road
Bournemouth BHS 8EZ
United Kingdom

l& December 2011




McCarthy & Stone Retirement Lifestyles Limited

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

Statement of Directors' responsibilities in respect of the financial statements

The Directors are responsible for prepaning the Annual Report and Financial Statements in accordance
with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under
that law the Directors have elected to prepare the financial statements in accordance with United
Kingdom Generally Accepted Accounting Practice {United Kingdom Accounting Standards and
applicable law} Under Company law the Directors must not approve the financial statements unless
they are satisfied that they give a true and fair view of the state of affairs of the Company and of the
profit or loss of the Company for that period In preparing these financial statements, the Directors
are required to

s select suitable accounting policies and then apply them censistently,
¢ make judgments and estimates that are reasonable and prudent,
s state whether applicable UK Accounting Standards have been followed, and

s prepare the financial statements on the going concern basis unless 1t 1s inappropriate to
presume that the Company will continue in business

The Directors are responsible for keeping proper accounting records that are sufficient to show and
explain the Company’s transactions and disclose with reasonable accuracy at any time the financial
position of the Company and enable them to ensure that the financial statements comply with the
Companies Act 2006 They are also responsible for safeguarding the assets of the Company and hence
for taking reasonable steps for the prevention and detection of fraud and other irregularities

The Directors are responsible for the maintenance and integrity of the corporate and financial
information included on the Company's website Legislation in the United Kingdom governing the
preparation and dissemination of financial statements may differ from legislation n other
Jurisdictions




McCarthy & Stone Retirement Lifestyles Limited

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF McCARTHY
& STONE RETIREMENT LIFESTYLES LIMITED

We have audited the financial statements of McCarthy & Stone Retirement Lifestyles Limited for the
year to 31 August 2011 which comprise the Profit and Loss Account, the Balance Sheet, and the
related notes 1 to 24 These financial statements have been prepared under the accounting pclicies
set out therein The financial reporting framework that has been applied in their preparation 1s
applicable law and United Kingdom Accounting Standards {United Kingdom Generally Accepted
Accounting Practice)

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 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 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 auditors

As explained more fully in the Directors’ Responsibilities Statement, 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 is to audit and express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland) Those standards require us
to comply with the Auditing Practices Board’s (APB’s) Ethical Standards for Auditors

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 Company’s circumstances 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 annual report to identify matenal inconsistencies with
the audited financial statements |If we become aware of any apparent material misstatements or
inconsistencies we consider the implications for our report

Opinion on financial statements

In our opinion the financial statements

e give a true and fair view of the state of the Company’s affairs as at 31 August 2011 and of its
profit for the year then ended,

¢ have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice, and

e 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 opinon the information given in the Directors’ Report for the financial year for which the
financial statements are prepared 1s consistent with the financial statements

10
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF McCARTHY
& STONE RETIREMENT LIFESTYLES LIMITED

Matters on which we are required to report by exception

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

e adequate accounting records have not been kept, or returns adequate for our audit have not
been recewed from branches not visited by us, or

e the financial statements are not in agreement with the accounting records and returns; or
+  certan disclosures of Directors’ remuneration specified by law are not made, or

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

N/ dolls

Neil Harri$ (Sentor Statutory Auditor)

for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
Crawley, Umited Kingdom

16 December 2011

11




McCarthy & Stone Retirement Lifestyles Limited

PROFIT AND LOSS ACCOUNT

For the year ended 31 August 2011

Notes 2011 2010
£m fm
Turnover 2 2347 2058
Cost of sales (144.7) (129.9)
Gross Profit 90.0 75.9
Administrative expenses {54.7) (56.3)
Cther operating income 2 09 21
Operating Profit 2 36.2 21.7
Net interest payable and similar charges 5 (25.5) {25.9)
Profit/ (loss) on Ordinary Activities Before Tax 10.7 4.2)
Tax charge 6 (4.2) 0.7)
Profit/(loss) for the Ainanaal Year 6.5 (4.9)
Operating profit 362 21.7
Depreciation 0.3 0.9
Goodwill amortisation 04 03
Earmings before interest, tax,
depreciation and amortisation 374 22.9

The Company has no material gains or losses other than those included in the Profit and Loss Account
above, therefore no separate Statement of Total Recognised Gains and Losses has been presented

There is no material difference between the result as disclosed in the Profit and Loss Account and the
result on an unmodified historical cost basis

All of the figures abave relate to continuing operations

The notes on pages 14 to 30 form part of these financial statements
12




McCarthy & Stone Retirement Lifestyles Limited

BALANCE SHEET

As at 31 August 2011

Notes 2011 2010
fm fm
Fixed Assets
Intangible assets  goodwill 7 71 75
Tanghle assets investment properhes 8 11 14
other 8 44 54
Investments 8 40 4.0
166 183
Current Assets
Stocks 10 455.7 4101
Debtors amounts due within one vear 11 410 230
amounts due after one year 12 84 92
Cash 16 1375 143.7
642.6 586.0
Creditors: amounts falling due within one year 13 (169 4) (125.1)
Net Current Assets 473.2 4509
Total Assets less Current Liabihties 439.83 47952
Creditors. amounts falling due after more than oneyear 14 {431.0) (437.6)
Net Assets 588 4156
Caprtal and Reserves
Called up share capital 18 133 83
Share premium account 19 331 331
Profit and loss account 19 124 02
Shareholders’ Funds 588 416

Company registration number 06622231
Approved by the Board and authonsed for issue on & December 2011
Slgned on its behalf b ‘ —_
~ —
/

HPS Ph|II|ps Nick Maddock
Director Director

The notes on pages 14 to 30 form part of these financial statements

13




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

1. Accounting Policies

The following accounting policies have been used in dealing with items that are considered
material in the finanoal statements They have been applied consistently throughout the current
year and prior year

Basis of accounting

The financial statements have been prepared under the historical cost convention, modified by the
revaluation of certain investment properties, and in accordance with applicable United Kingdom
accounting standards

The Company has not prepared Group accounts as the trading results of McCarthy & Stone
Retirement Lifestyles Limited and those of its subsidiaries are reported as consolidated within
McCarthy & Stone Limited, 1ts parent Company The accounts have been prepared on the going
concern basis For further details please refer to the Directors Report

Purchased goodwill

Goodwill anising on the acquisition of subsidiary undertakings and businesses, representing any
excess of the fair value of the consideration given over the fair value of the separable assets and
habilities acqurred, 1s capitalised and wnitten off on a straight line basis over its useful economic
Iife, which 1s twenty years Impairment tests on the carrying value of goodwill are undertaken in
accordance with FRS11 “Impairment of fixed assets and goodwill” as follows

s At the end of the first full year following acquisition

s Annually, If events or changes in circumstances indicate that the carrying value may not be
recoverable

Tangible fixed assets
Tangible fixed assets are stated at cost less accumulated depreciation and any accumulated
impairment losses Costs include those costs directly attributable to making the asset capable of
operating as intended

Depreciation 1s provided on ali tangible fixed assets, other than investment properties and
freehold land, at rates calculated to write off the cost, less estimated residual value based on
prices prevailling at the balance sheet date, of each asset evenly over 1ts expected useful Ife as
follows

Freehold buildings - 50 years
Leasehold land and buildings - over the shorter of the lease term and 50 years
Fixtures, fittings and equipment - over 3 to 10 years

Impairment of non-current assets

The carrying values of non-current assets are reviewed for impairment when events or changes in
circumstances indicate the carrying value may not be recoverable This impairment s based on
the asset’s recoverable amount, being the higher of value in use or fair value less costs of disposal

14




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

1. Accounting Policies (continued)

Leases

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are
classified as operating leases and rentals payable are charged in the income statement on a
straight line hasis aver the lease term

Investment properties

Investment properties represent the long term interest held by the Company in certain properties
anising from sales incentive scheme arrangements Gains or losses arising from changes in the fair
value of investment properties are included in the revaluation reserve in the year in which they
arise

Stocks

Stocks are stated at the lower of cost and estimated net realisable value The cost of work in
progress and fimshed stock comprises the cost of land purchases, which are accounted for from
the date of contract exchange, when the Company obtains effective control of the site, building
costs and attnibutable production overheads Net realisable value is based on estimated selling
price less any further costs expected to be incurred to completion and disposal

Cash and cash equivalents
Cash and short-term deposits in the Balance Sheet comprise cash at banks and in hand.

Income tax
Income tax comprises current tax and deferred tax Current tax s based on taxable profits for the
year

Deferred tax 1s recognised on all temporary differences ansing between the tax bases of assets and
liabihities and their carrying amounts in the financial statements, with the following exceptions

e In respect of taxable temporary differences associated with investments in subsidianes,
associates and joint ventures, where the timing of the reversal of the temporary
differences can be controlled and it 1s probable that the temporary differences will not
reverse In the foreseeable future, and

s Deferred income tax assets are recogmised only to the extent that it 1s probable that
taxable profit will be available against which the deductible temporary differences, carried
forward tax credits or tax losses can be utihsed

Deferred income tax assets and habilities are measured on an undiscounted basis at the tax rates
that are expected to apply when the related asset 1s realised or liability 1s settled, based on tax
rates and laws enacted or substantively enacted at the balance sheet date

Income tax 1s charged or credited directly to equity if it relates to stems that are credited or
charged to equity Otherwise income tax i1s recognised in the income statement

Pensions and other post-retirement benefits

The Company provides a defined contribution pension scheme arrangement Contrnibutions to the
scheme are recognised In the iIncome statement in the period in which they become payable The
amount charged to the income statement represents contributions payable to the individual
policies held by employees with independent insurance companies

15
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NOTES TO THE FINANCIAL STATEMENTS

1. Accounting Policies {continued)

Revenue recognition

Revenue 15 recognised to the extent that it 1s probable that economic benefits will flow to the
Company and the revenue can be reliably measured Revenue is measured at the fair value of the
consideration received, excluding discounts, rebates, VAT and other sales taxes or duty The
following critena must also be met before revenue Is recognised

Sale of leasehold interests

Revenue represents the consideration received for the sale of leasehold interests in retirement
apartments and 1s recognised on legal completion Where these completions require the Company
to “top-up” an offer given by a third party part exchange provider, this “top-up” 1s recognised as a
deduction from revenue

Freehold Reversionary Interests {FRIs) and House Manager Flat Freehold interests (HMFls}

FRIs and HMFIs in respect of developed sites are periodically sold to third parties Revenue arising
from these sales Is recognized only to the extent that the underlying leasehold interests in the
retirement apartments have been sold

Other income
Other income includes rents receivable, profits ansing from the disposal of undeveloped land sites
and profits ansing from the realisation of incentive scheme assets.

Interest income
Revenue Is recogmsed as interest accrues, using the effective interest method being the rate that
discount the esttmated future cash receipts over the expected life of the financial instrument

Financial habilities and equity

Financial lhabilities and equity instruments are classified according to the substance of the
contractual arrangements entered into An equity instrument 1s any contract that evidences a
residual interest (n the assets of the Company after deducting all of its habilities

Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received

Bank borrowings

Interest-bearing bank loans and overdrafts are recorded at the proceeds recewved Finance
charges, including premiums payable on settlement or redemption and direct 1ssue costs, are
accounted for on an accruals basis in the Profit and Loss Account using the effective interest
method and are deducted from or added to the carrying amount of the instrument to the extent
that they are not settled in the penod in which they anse

Agency fees incurred n respect of the raising and ongoing monitoring of loan facilities are also
reported within finance charges

16
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NOTES TO THE FINANCIAL STATEMENTS

1. Accounting Policies (continued)

Derivative financial instruments

The Company uses derivative financial instruments to reduce exposure to interest rate
movements The Company does not hold or 1ssue derivative financial instruments for speculative
purposes

For an interest rate swap to be treated as a hedge the instrument must be related to actual assets
or lhiabihties or a probable commitment and must change the nature of the interest rate by
converting a fixed rate to a variable rate or vice versa Interest differentials under these swaps are
recognised by adjusting interest payable over the periods of the contracts

Share based payments

Certain directors and senior managers within the Company are party to a management incentive
scheme The terms of this scheme stipulate that amounts will become payable to the participants
on completion by the business of a defined exit event above a specified enterprise value In
substance, this agreement amounts to a cash settied share based payment scheme

The valuation of any outflow will be reassessed each financial year end with a hability recorded at
the point where 1t may reasonably be considered that the required minimum enterprise value of
the business has been achieved and therefore a liability becomes due

Cash flow statement

No Cash Flow Statement has been prepared for the Company as it 1s itself a wholly owned
subsidiary A Group consohdated Cash Flow Statement 15 included in the accounts of the ultimate
parent undertaking, McCarthy & Stone Limited

17




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

2. Operating profit

a. Turnover

Turnover 1s attnbutable to one contmuing activity within the UK, being the development, design,
construction and sale of retirement apartments

b. Operating profit is stated after charging

2011 2010

fm f£m

Depreciation of owned assets 0.8 0.9
Amortisation of goodwll 0.4 0.3
Operating lease rentals- land and buildings 0.5 0.7
plant and motor vehicles 09 0.9

Audrtors' remuneration - audit services - -
non-auditservices - -

Remuneration of the auditors i1s settled by McCarthy & Stone {Developments) Limited on behalf
of all companies within the McCarthy & Stone Limited Group The total Group audit fee was
£0 1m The amount in respect of McCarthy & Stone Retirement Lifestyles Ltd was £75,000

c. Other operating income comprises

2011 2010

£m £m

Net rentalincome 0.4 05
Other ncome 0.5 1.6
0.9 2.1




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

3. Employees

The average monthly number of employees, including Directors, during the year ended 31 August
2011 was 580 (2010 519) The total number of persons employed by the Company at 31 August

2011 was 617 (2010 543)

Average number of emplioyees, induding Directors, duning the year

Office and management 495 462
Construction 85 57
580 519
2011 2010
£m £m

The aggregate payroll cost, including Directors, was as follows
Wages and salanes 21.6 201
Soaial security costs 24 23
Other pension costs 11 10
25.1 234




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

4 Directors’ emoluments

2011 2010
£m £m
Emoluments (excluding pension contnbutions) 1.4 1.6
Company contnbutions to Group personal pension schemes 0.2 0.2
1.6 18

Highest pard Director
Emcluments (excuding penson cont nbutions) 0.5 07
Company contnbutions to Group personal pension schemes 01 0.1
0.6 08
2011 2010
Number of Directors in Group personal pension schemes 3 3

Emoluments disclosed above relate to directors who are not directors of other Group
undertakings Emoluments of Directors of McCarthy & Stone Retirement Lifestyles Ltd who are
also Directors of other Group undertakings are disclosed in the relevant Company’s accounts as it
1s not possible to allocate these emocluments between subsidiary entities Total emoluments of
Directors disclosed in other Company’s accounts was £1 5m (2010 £2 1m} including £0 2m
(2010 £0 2m) of Company contributions to Group personal pension schemes

5. Netinterest payable and similar charges

2011 2010

Notes £m £m

Bank loans and averdrafts 7.8 7.9
PIKnotes 11.9 10.4
Interest rate swap payments 15 9.7 10.3
Preference shares 14 0.4 0.6
interest payable 29.8 292
Interest recenved fromwithin the Group (2.9) (23)
Other interest recevable (14) (10)
Net interest payable 25.5 25.9




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

6. Taxation on profit/{loss) on ordinary activities

a. Analysis of tax charge for the year

2011 2010

fm £fm

Current tax UK corporation tax on profits of the year 47 0.6
Deferred tax ansing from timing differences {0.5) c.1
Tax on profit/(loss) on ordinary activities 4.2 0.7

b. Factors affecting tax charge for the current year

2011 2010
fm fm
Profit/(Loss) on ordinary activities before tax 10.7 (4.2)
Anticipated tax charge/{credit) based on profit
before tax at 27 16% (28%) 29 (1.2)
Effects of
Expenses not deductible for tax purposes 0.1 13
Capttal allowances lower than depreciation 0.1 0.3
Adjustments to tax charge In respect of previous periods - 0.2
Interest nottax deductible 1.2 -
Movement in short term timing differences 04 -
Current tax charge for the year 4.7 0.6

The UK corporation tax rate decreased from 28% to 26% from 1 April 2011 Further reductions to
the main rate are proposed to reduce the rate by 1% per annum to 23% by 1 Apnl 2014 and are
expected to be enacted separately each year For the year ended 31 August 2011, as the
reduction in the statutory rate to 26% has been enacted, deferred tax has been recognised on
the balance sheet at 26%.

¢ Deferred tax movements

2011 2010

£m fm

Atl September 0.3 0.2
Charge for the year (05) 0.1
At 31 August (02) 0.3




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

6. Taxation on profit/{loss) on ordinary activities {continued)

d. Deferred tax reflected in the accounts

Provided Provided

2011 2010

£m fm

Capital allowances tn excess of depreciation - 01
Short-term timing differences (0 2) 0.2
Deferred tax (asset)/hability provided in the accounts (0.2) 03

7. Intangible fixed assets

Cost

At31 August 2010 8.0
At31 August 2011 8.0
Amortisation

At31 August 2010 (05)
Charge for the year (04)
At31 August 2011 (09)
Net book value at 31 August 2011 7.1
Net book value at 31 August 2010 75
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NOTES TO THE FINANCIAL STATEMENTS

8.

Tangible fixed assets

a. Investment properties at valuation

Longleasehold Otherlong

equity interests leasehold

insold flats interest

(shops)

£m £m
At31 August 2010 12 02 14
Redemptions {03) - (03)
At 31 August 2011 0.9 0.2 1.1

Long leasehold equity interests represent interests in apartments sold between 1989 and 1993
using a sales incentive scheme under which the Company undertoeok to contrnbute towards
service charges in exchange for an equity share in the apartment These Interests are secured by

legal charges on those apartments

The Investment properties are valued based on prices achieved on recent sales of similar
properties, and are subject to annual review by the Board of Directors which includes suitably
qualified Chartered Surveyors and Chartered Accountants The revaluation exercise led to no
change in the valuation These properties have not been depreciated

b. Other

Land and buildings

Fixtures,

Freechold Longleasehold fittings and
equipment
£fm fm £m
Cost
At 31 August 2010 04 38 24 6.6
Additions - - - -
Disposals (02) - - {0.2)
At 31 August 2011 0.2 3.8 24 6.4
Depreciation
At 31 August 2010 - 04 08 1.2
Charge for the year - 03 05 0.8
At 31 August 2011 - 0.7 13 2.0
Net book value at 31 August 2011 0.2 3.1 11 4.4
Net book value at 31 August 2010 04 34 16 54
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McCarthy & S5tone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

9

Investments

Shares in unlisted subsidiary undertakings
Cost

At 31 August 2010

Additions

At 31 August 2011

40

Provision
At 31 August 2010

At 31 August 2011

Net book value at 31 August 2011

a¢

Net book value at 31 August 2010

40

The principal active subsidiary undertakings of the Company during the pernod were

%

Holding  Nature of Incorporated
Company ordinary shares  business & operating in
McCarthy & Stone (Equity Interests) Limited 100 Property Investment England
McCarthy & Stone (Home Equity Interests) Limited 100 Property Investment England
McCarthy & Stone Investment Properties No 23 Limited 100 Property Investment England
McCarthy & Stone (Total Care Living) Limited 100 Property Investment England
McCarthy & Stone (Alnwick) Limited 100 Property Investment England
Keywaorker Properties Limited 100 Property Investment England

All companies were registered in the United Kingdom

Each of the above shareholdings gives the immediate parent company 100% voting nghts
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NOTES TO THE FINANCIAL STATEMENTS

10. Stocks
|
‘ 2011 2010
i £m £m
‘ Land for development 217.9 150.6
Sites in the course of construction 737 64 4
Finished stock 164 1 195.1
455 7 4101
: Land for development is further anolysed as follows
i Exchanged land with planning 282 -
! Completed land with planning 535 383
Unconditional land without planning 161 151
Conditional land without planning 1201 97 2
217.9 150.6
11. Debtors: amounts falling due within one year
2011 2010
£m £m
Trade debtors 03 0.2
Other debtors and prepayments 51 4.8
Amounts owed by subsidiary undertakings 356 18.0
410 23.0
12. Debtors: amounts falling due after one year
Notes 2011 2010
£m £m
Secured mortgages 4.7 5.1
Shared equity recervables 35 4.1
Deferred tax () 0.2 -
84 9.2

Secured mortgages represent amounts outstanding from the sale of certain of the Company’s
apartments under a sales incentive scheme, which was discontinued in 1995, together with
interest thereon The amounts are secured by mortgages repayable on subsequent sale of the

underlying unit, or certain other specified events

The Company’s shared equity interests arise from sales incentives under which the Company
receives a proportion of the resale proceeds of certain apartments on its developments
Company’s equity share 1s protected by a registered entry on the title and usually represents the

first interest in the property




McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

13. Creditors: amounts falling due within one year

Notes 2011 2010

fm £fm

Trade creditors 70 69
Land creditors 1453 104 0
Amount owed to subsidiary undertakings 44 -
Deferred tax ) - 03
Other credrtors 127 139
169.4 1251

tand creditors primarly relate to the unpaid purchase consideration due on sites acquired
conditional on achieving a satisfactory planning consent

14. Creditors: amounts falling due after more than one year

2011 2010

fm fm

Bank Loans 3389 3516
PIKNotes 921 802
Preference Shares - 58
431.0 4376

Preference shares of £5 Om 1ssued by McCarthy & Stone Retirement Lifestyles Lumited, which
accrued a preference dividend at the rate of 12 per cent per annum, were acquired, along with
the rights to £1 1m accrued interest, by McCarthy & Stone {Developments) Ltd for an agreed
price of £2 Om, which was settled in cash They were converted into 25,000,000 ordinary shares
at 20 pence each in McCarthy & Stone Retirement Lifestyles Limited on 26 April 2011

The Company’s bank loans, all of which are repayable in 2014, are analysed as follows

Outstanding Outstanding
at31 August at 31 August

Nominal 2011

interest rate £m
Faclity A Libor +1 625% 2014 3381 3509
Facility B2 (PIK) 14 25% 2014 08 07
Revolving credrt facitity Libor+ 6% 2014 - -
PIK 14 25% 2014 921 802
431.0 431.8
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NOTES TO THE FINANCIAL STATEMENTS

14,

15,

Creditors: amounts falling due after more than one year {continued)

The Company has £431 0m (2010 £431 8m} of bank loans in the form of term debt facilities,
which are non-amortising, with a five year term, repayable in April 2014 Of this amount, £92 9m
(2010 £809m) 1s ‘PIK’ debt where there 1s no principal or interest payment until matunty The
balance of £338 1m (2010 £350 9m) has an annual cash interest cost currently estimated to be
approximately £17 Om per annum, with at least 90% of the interest cost being hedged for the full
term of the debt

At 31 August 2011, the Company had cash at bank and in hand of £137 5m (2010 £143 7m) The
Company meets its day-to-day working capital requirements through its trading cash flows,

supported, where necessary, by a revolving credit facility of £15 Om which 1s repayable in Apnil
2014

Bank loans are secured on the fixed and floating assets of the Company

Derivatives and other financial instruments

The Group has entered into an interest rate swap to hedge its exposure to fluctuations in the
interest rates on the loans held by the Group At 31 August 2011, the Group was contracted to
receive LIBOR and to pay fixed rate interest at 3 25% on a total (capital) amount of £356 8m The
swap arrangements mature on 8 May 2014

As at 31 August 2011, the fair value of the Group’s interest rate swap arrangements was a
habihty of £22 9m {2010 £25 7m)
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NOTES TO THE FINANCIAL STATEMENTS

16. Analysis and reconcihation of net debt

Other

31 August non-cash

2010 Cash flow movement

£m £m fm
Cash 143.7 (62) - 137.5
Loans due after one year (351.6) 12.8 {01) (338.9)
PIK notes {802) - (11.9) {92.1)
Chattel mortgage (0.1) 01 - -
Preference shares (5.8) 20 38 -
Total debt (excluding cash) (437.7) 149 (8.2) {431.0)
Net debt (294.0) 87 (8.2) (293.5)
2011 2010
Em £m
(Decrease)/ Increase in cash (6.2) 65.9
Cash outflow from movement in debt 149 28.9
Change in net debt resulting from cash flow 8.7 94.8
Other non-cash movement 82) {110)
Net debt at 1 September {254.0) (377.8)
Net debt at 31 August {293.5) (294 0)

Of the other non-cash movement of £8 2m, £12 Om relates to accrued interest on the PIK notes

and preference shares which i1s added to the nominal value of the loans

The Preference Shares of £5 8m were acquired for £2 Om cash, see note 14
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McCarthy & Stone Retirement Lifestyles Limited

NOTES TO THE FINANCIAL STATEMENTS

17. Operating lease commitments

Financial commitments under non-cancellable operating leases wil result in the following

payments due in the next financral year

Operating leases expining
In less than one year

in two to five years

In more than five years

Land &
buildings

2011
fm

02
0.1
0.3

Land &

Other buildings
2011 2010
£m £fm

01 03
1.1 0.1
- 03

0.3
05

18. Share capital and reserves

Allotted, Allotted,
calledup & caledup &
Authorised Authorised fully paid fully paid
No. '000 £000 No. '000 £000
Equity share capital

Ordinary 'A' shares of 20p each
Asat 31 August 2010 80,000 16,000 41,400 8,280
Asat 31 August 2011 80,000 16,000 66,400 13,280

During the period 5,000,000 preference shares of £1 each were sub-divided into 25,000,000
preference shares of 20p each These were converted into 25,000,000 ordinary shares of 20p

each

19. Combined reconciliation of shareholders’ funds
and statement of movement on reserves

Called up Profit and

share Share loss

capital premium account

£fm fm
At1 September 2009 83 331 1.3 42.7
Caprtal contnbutions - - 3.8 E% ]
Loss for the financial year - - {4.9) {4.9)
Asat 31 August 2010 83 33.1 02 41.6
Shares issued 50 - - 5.0
Capstal contnbutions - - 57 5.7
Profit for the financial year - - 65 6.5
Asat 31 August 2011 133 331 12.4 58.8
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NOTES TO THE FINANCIAL STATEMENTS

19.

20.

21.

22.

23,

24,

Combined reconciliation of shareholders’ funds
and statement of movement on reserves {continued)

The Company recewved three separate capital contributions totaling £57m during the year
ended 31 August 2011 The transactions were in the form of gifts of cash, being gifts that the
beneficianes of the lhquidation of Monarch Reahsations 2 Limited i creditors' voluntary
liguidation agreed to contribute to the Company under the Couwrt approved Scheme of
Arrangement effective on 24" April 2009 They have been reported as capital contributions
within equity

Contingent liabilities

The Company has given unlimited guarantees in refation to the bank overdraft, loan and hire
purchase liabihties of the other companies within the McCarthy & Stone LUimited Group At 31
August 2011, the amount outstanding under those facilities was £55 9m {2010 £56 1m)

The Group paid Stamp Duty Land Tax (SDLT) of £2 4m in cannection with the purchase on 23
April 2009 of the trade and business assets and liabihties of Monarch Realisations 2 Limited in
creditors' voluntary iquidation 1t i1s possible that the SDLT habiity might be increased by an
amount of up to approximately £5 2m In the event that there i1s a change of control of the
acquinng entity for the purposes of the relevant legislation within three years of the date of the
purchase transaction

Pensions

A defined contribution money purchase pension arrangement 1s operated for employees in the
UK to which the Company makes a contribution under specified circumstances The Company’s
pension cost for the period was £1 1m {2010 £1 Om) The unpaid contributions outstanding at
the year end are £nil (2010 £nl)

Related parties

The Company has taken advantage of the exemption availlable under FRS 8 paragraph 3({c) from
disclosing the transactions between members of the McCarthy & Stone Limited Group of
companies

Share based payments

At the balance sheet date, the valuation of any outflow in connection with the management
incentive scheme described in note 1 1s considered to be £ml given that there 1s uncertainty over
the timing and value of the transaction which 15 dependent on uncertain future market
conditions No liability has therefore been recorded as at the balance sheet date

Ultimate parent undertaking and controlling party

Mandarin 1 Limited, which is registered in England and Wales, 1s censidered to be the Company’s
ultimate parent undertaking and controlling party The accounts of Mandann 1 Limited can be
obtained from the registered office Homelife House, 26-32 Oxford Road, Bournemouth, Dorset,
BH8 8EZ The smallest Group in which this Company’s accounts are consolidated i1s McCarthy &
Stone Ltd, and the largest Group in which this Company’s accounts are consolidated 1s Mandann
1Ltd
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