





Downland Housing Association Limited

REPORT OF THE AUDITORS ON THE FINANCIAL STATEMENTS (CONTINUED)

Opinion
In our opinion the financial statements:

e give a frue and fair view, in accordance with UK Generally Accepted Accounting Practice,
of the state of affairs of the association as at 31 March 2008 and of its surplus for the year then
ended; and

* have been properly prepared in accordance with the Industrial and Provident Societies
Acts 1965 to 2002, the Housing Act 1996 and the Accounting Requirements for Registered
Social Landlords General Determination 2006.

KPMG LLP

Chartered Accountants & Registered Auditor
1 Forest Gate

Brighton Road

Crawley

West Sussex

RH11 9PT

8 July 2008.
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Downland Housing Association Limited

INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR ENDED 31 MARCH 2008

Notes

Turnover 2(a)
Operating costs 2(a)
Operating surplus 2(a)
Surplus on disposal of properties 2(a)
Interest receivable and similar income 2(a)
Interest payable and similar charges 5
Other finance income 22
Surplus on ordinary activities before taxation

Tax on surplus on ordinary activities 7
Surplus for the year 17

All operations are continuing.

STATEMENT OF TOTAL RECOGNISED SURPLUSES AND DEFICITS FOR THE YEAR ENDED 31 MARCH 2008

Notes
Surplus for the year
Actuarial gain on pension scheme 22
Unrealised surplus on revaluation of properties 17

Total recognised surplus for the year

2008 2007
£'000 £000
48,136 44,805
(28,026) (26,971)
20,110 17,834
851 662

349 174
(14,186) (12,273)
33 5
7,157 6,402
7,157 6,402
2008 2007
£'000 £000
7,157 6,402
1,487 643
19,406 18,592
28,050 25,637
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Downland Housing Association Limited

NOTE OF HISTORICAL COST SURPLUSES AND DEFICITS FOR THE YEAR ENDED 31 MARCH 2008

Reported surplus on ordinary activities before taxation
Realisation of property revaluation surpluses of previous years
Difference between historical cost depreciation charge and the
actual depreciation charge for the year calculated on the

revalued amount

Historical cost surplus on ordinary activities before taxation

Tax on surplus on ordinary activities

Historical cost surplus for the year after taxation

Notes

17

17

2008 2007
£'000 £'000
7,157 6,402
78 296
445 416
7,680 7,114
7,680 7,114
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Downland Housing Association Limited

BALANCE SHEET AS AT 31 MARCH 2008

Notes
Tangible fixed assets
Housing property 8
Non housing fixed assets 9
Fixed asset investment 10
Total tangible fixed assets
Current assets
Debtors 11
Cash af bank and in hand
Creditors: amounts falling due within one
year 12
Net current (liabilities) / assets
Total assets less current liabilities
Creditors: amounts falling due after more than
one year 13
Provision for liabilities and charges
Pension liability 15
Capital and reserves
Share capital 16
Revaluation reserve 17
Income and expenditure account 17
Negative goodwill 18

2008 2007
£'000 £000
591,471 532,764
4,343 5.604
13,221 :
609,035 538,368
4,715 5,462
2,877 7,523
7,592 12,985
(11,378) (8,895)
(3.786) 4,090
605,249 542,458
250,395 213,841
1,427 3,238
296,808 277,925
56,228 47,061
391 393
605,249 542,458

The financial s’rcﬁgmen’rs were approved by the Board and were signed on their behalf :

(4

7

airman ¢ Director
| ©July 2008

4

Company Secretary
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008

1. Accounting policies

The financial statements have been prepared in accordance with applicable Accounting Standards in
the United Kingdom and with the Statement of Recommended Practice 2005 “Accounting by
Registered Social Landlords 2005” and the Accounting Requirements for Registered Social Landlords
General Determination 2006. The following accounting policies have been applied consistently in
dealing with items which are considered material in relation to Downland Housing Association financial
statements.

No cash flow statement is presented as the company’s cash flows are reported in the consolidated
accounts of its parent undertaking.

Basis of Preparation

The financial statements are prepared on the historical cost basis of accounting, modified by the
revaluation of housing properties.

The results of subsidiaries BHT and DRL are not consolidated into this financial statement but are
consolidated into those of Downland’s parent company, Affinity Sutton Group.

Turnover

Rental and service charge income from residential properties is recognised in the Income and
Expenditure Account when it falls due. Grants receivable from local authorities in respect of revenue
are credited to the Income and Expenditure Account in the same period as the expenditure to which
they relate.

Housing Properties

Completed housing properties are shown on the Balance Sheet at valuation. Full revaluations are
carried out annually. The aggregate surplus or deficit on the property revaluation is transferred to a
Revaluation Reserve. On the disposal of properties held at valuation, the amount relating to the
revaluation is realised by the transfer of such amount to the Income and Expenditure Reserve account
from the Revaluation Reserve.

The cost of properties is their purchase price, together with incidental costs of acquisition and
capitalised repairs and improvements.

Housing properties in the course of construction are stated at cost of works, plus directly attributable
development staff costs and interest capitalised during the construction of the property. The Association
purchases land. Investment in such land is stated at cost and classified as “housing properties in the
course of construction”. No attributable development staff costs and interest costs are capitalised.

Depreciation and Impairment

Housing properties are depreciated on a straight line basis over their expected useful economic life at
an annual rate of 1% on valuation as determined by professional valuers. Freehold land is not
depreciated. No depreciation is provided on housing properties in the course of construction. An
impairment review on housing properties is undertaken annually.

Depreciation is charged on a straight line basis over the expected useful economic lives of the other
fixed assets at the following annual rates:

Leasehold office properties over the period of lease
Freehold offices between 2% and 2.5%
Office furniture and equipment 20%

Computer equipment and software 25%

Motor vehicles owned 25%

Leased motor vehicles over the period of lease
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008

Social Housing Grant

Where developments have been financed wholly or partly by Social Housing Grant, the cost of those
developments has been reduced by the amount of the grant receivable.

Social Housing Grant may become repayable if the properties to which the grant was designated
cease to be used for the provision of affordable rental accommodation.

The Association recycles Social Housing Grant, which would otherwise be repayable, for use on new
developments. If unused within a three year period, it will be repayable to the Housing Corporation with
interest. Any unused recycled capital grant held within the fund, which it is anticipated will be used
within one year is disclosed in the Balance Sheet 'as a liability.

The disposal proceeds fund arises from the net proceeds of sales funded by Voluntary Purchase Grant
and must be used to provide replacement properties. The fund is included within creditors as required
by the Accounting Requirements for Registered Social Landlords General Determination 2006.

Amortisation of Goodwill

Negative goodwill arising on business combinations in respect of acquisitions represents the difference
between the consideration given and the fair value of the net assets acquired. It is included within
reserves and released to the income and expenditure account in the periods in which the fair values of
the non-monetary assets purchased on the same acquisition are recovered whether through
depreciation or sale.

Leases

Where the Association enters into a lease which entails taking substantially all the risks and rewards of
ownership of an asset, the lease is treated as a “finance lease”. The asset is recorded in the Balance
Sheet as a tangible fixed asset and is depreciated over its estimated useful life. Future instalments under
such leases, net of finance charges, are included within creditors. Rentals payable are apportioned
between the finance element, which is charged to the Income and Expenditure Account, and the
capital element which reduces the outstanding obligation for future instalments. All other leases are
accounted for as “operating leases” and the rental charges are charged to the income and
expenditure account on a straight line basis over the life of the lease.

Fixed Asset Investments

Fixed Asset Investments are included in the Balance Sheet at the lower of the amount invested or net
realisable value.

Major Repairs

Major repairs are capitalised to the extent that they are improvements to the property which reduce
future repair costs, or extend its useful economic life or result in an improvement in the revenue streams
through increased rental income. Major repairs are charged to the Income and Expenditure Account
as incurred in other circumstances.

Taxation

The Association is a charitable Registered Social Landlord and its charitable activities are exempt from
corporation tax.

Value Added Tax
The Association’s VAT affairs are dealt with under a Group registration in the name of Affinity Sutton
Group Limited. The Association recovers only a small proportion of input VAT. Expenditure is therefore

shown inclusive of VAT with non-attributable input tax recovered being credited against management
expenses.

18



Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 — CONTINUED
Pension Costs

The Association participates in four pension schemes one of which it operates. There are three defined
benefit pension schemes which provide benefits based on final pensionable pay. Two defined benefit
schemes are closed to new entrants. The defined contribution scheme commenced for new entrants
from 1 September 2002 and closed on 31 March 2005.

The Association complies with FRS 17 and the assets of the schemes are held separately from those of
the Association.

Pension scheme assets are measured using market values. Pension scheme liabilities are measured using
a projected unit method and discounted at the current rate of return on a high quality corporate bond
of equivalent term and currency to the liability.
Housing Loans and Other Financial Instruments
Loans and other financial instruments are stated in the Balance Sheet at the amount of net proceeds.

Financial costs relating to new loans are deducted from the loan and amortised over the term of the
loan at a constant rate on the carrying value.
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

2. Turnover, cost of sales, operating costs and operating surplus

2(a) Particulars of turnover, cost of sales, operating costs and operating surplus

2008 2007
Cost of Operating Operating Operating
Turnover sales costs surplus Turnover surplus
£'000 £'000 £'000 £'000 £'000 £°000
Social housing activities
Income and expenditure from social housing
lettings 46,622 - (26,321) 20,301 43,200 18,194
Other income and expenditure 790 - (1,115) (325) 876 (313)
Total 47,412 - (27,436) 19,976 44,076 17,881
Other social housing activities
Supporting people contract income 414 - (372) 42 383 40
Total 414 - (372) 42 383 40
Total social and other housing activity 47,826 - (27,808) 20,018 44,459 17,921
Non social housing activity
Income relating to commercial tenancies 310 - (218) 92 346 (87)
Operating Surplus 48,136 - (28,026) 20,110 44,805 17,834
Surplus/(deficit) on disposal of properties 4,144 (3,240) (53) 851 1,371 662
Interest receivable 349 174
Interest payable (14,186) (12,273)
Other financial income 33 5
Surplus on ordinary activities before taxation 7,157 6,402
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

2. Turnover, cost of sales, operating costs and operating surplus

2(b) Particulars of income and expenditure from social housing lettings

Supported
Housing /

General Housing for  Shared

Housing older Ownership

Needs people Accommodation Leasehold 2008 Total 2007 Total

£'000 £'000 £'000 £'000 £'000 £'000

Rent 36,359 4,876 932 - 42,167 39,047
Charges for Support Services - 1,531 - - 1,531 1,494
Service charges 817 1,511 80 435 2,843 2,642
Garage rents 314 - - - 314 315
Gross rents receivable 37,490 7,918 1,012 435 46,855 43,498
Rent losses from voids (327) (228) 3 - (558) (758)
Net rents receivable 37,163 7,690 1,009 435 46,297 42,740
Revenue grants from local authorities 216 109 - - 325 460
Total income from social housing lettings 37,379 7,799 1,009 435 46,622 43,200
Expenditure on social housing lettings
Services (2,220) (2,979) (49) (290) (4,538) (4,474)
Management (4,513) (863) (58) (29) (5,463) (5,501)
Routine maintenance (7,584) (1,409) (28) (99) (9,120) (9,279)
Rent losses from bad debts (400) (48) - - (448) (335)
Major repairs expenditure (3,177) (779) - - (3,956) (3,479)
Development (604) - - - (604) (210)
Depreciation on housing properties (764) (44) (35) - (843) (781)
Rent paid (1,126) (223) - - (1,349) (902)
Other costs - - - - - (45)
Operating Costs on social housing lettings (20,388) (5,345) (170) (418) (26,321) (25,006)
Operating surplus on social housing
lettings 16,991 2,454 839 17 20,301 18,194
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

3. Directors’ emoluments

The executive directors are defined for the purpose of emoluments as the chief executive, any person
with the title of director and any person reporting directly to the chief executive or to the board.

The emoluments were as follows:

2008
£

Emoluments (including compensation for loss of office and

benefits in kind)

Non Executive Directors 46,340
Executive Directors 298,678
Pension contributions - in respect of services as directors 37,933
382,951

2007

287,579

25,815

313,394

Emoluments (excluding compensation for loss of office and pension contributions) include amounts

paid to:
2008
£
Highest paid director 106,972
Pension contributions of the highest paid director 12,488
Expenses reimbursed to directors not chargeable to United
Kingdom income tax 5,997

4, Employee information

2007

99,297

11,270

9,793

The average monthly number of persons including executive directors employed during the year was:

2008

Number

Full time equivalent 176
Staff Costs: £'000
Wages and salaries 4,349
Social security costs 362
Pension costs (note 22) 663

5,374

2007
Number
161

£°000
4,143
351
639

5,133
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

5. Interest payable and similar charges

Interest on inter-company loan
Interest on loans and overdrafts
Interest payable on finance leases
Other charges

Less: interest capitalised

6. Surplus on ordinary activities

Surplus on ordinary activities is stated after
charging/(crediting):

Depreciation

Amortisation of negative goodwill

Operating lease rentals - land and buildings

Auditors' remuneration: In capacity as auditors

7. Taxation

Analysis of charge in period
UK Corporation Tax

Current tax on income for the period
Adjustment in respect of prior periods

Total current tax charge

Tax charge on surplus on ordinary activities

2008
£'000

14,199
435

11

79

14,724

(538)

14,186

2008
£'000

1,435

@)

1,591

24

2008
£'000

2

2007
£'000

12,406
437

21

71

12,935

(662)

12,273

2007
£'000

1,625

C)

1,070

28

2007
£'000

@)
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 — CONTINUED

7. Taxation (continued)

Factors affecting the tax charge for the period:

Current tax reconciliation
Surplus on ordinary activities before tax

Current tax at 30% (2007: 30%)

Effects of:
Charitable surpluses not taxed
Total Current tax charge (see above)

2008
£000

7,157

2,147

(2,147)

2007
£°000

6,402

1,921

(1,921)
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

8. Tangible fixed assets

Housing Property

Cost / valuation

At 1 April 2007

Additions

Proceeds from first tranche shared ownership
Schemes completed

Disposals

Revaluation

At 31 March 2008

Social Housing Grant
At 1 April 2007
Received in year

At 31 March 2008

Depreciation

At 1 April 2007
Charge for year
Revaluation

At 31 March 2008

Net Book Value at 31 March 2008

Net Book value at 31 March 2007

Net book value of housing assets
at 31 March 2008 is represented by:
Gross cost

Social Housing Grant

Revaluation surplus

Housing properties comprise :

Freehold
Leasehold

Housing

Properties in Shared

Housing the course of Ownership
Properties construction Properties Total
£000 £000 £'000 £000
717,023 19,140 28,851 765,014
5,320 52,676 - 57,996
- - (5,720) (5,720)
17,516 (26,769) 9,253 -
(482) - (29) (511)
15,313 - 3,250 18,563
754,690 45,047 35,605 835,342
(208,173) (12,776) (11,301) (232,250)
(7,907) (2,960) (754) (11,621)
(216,080) (15,736) (12,055) (243,871)
(808) - (35) (843)
808 - 35 843
538,610 29,311 23,550 591,471
508,850 6,364 17,550 532,764
463,626 45,047 29,861 538,534
(216,080) (15,736) (12,055) (243,871)
291,064 - 5,744 296,808
538,610 29,311 23,550 591,471
2008 2007
£'000 £°000
586,761 528,124
4,710 4, 640
591,471 532,764
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED
8. Tangible fixed assets — Housing Property (continued)

Development and major works additions and improvements to housing properties during the year
include capitalised interest of £537,325 (2007: £661,900) and capitalised administration costs of
£1,003,790 (2007: £732,700).

Total expenditure in 2008 on works to existing properties was £9,276,000 (2007: £9,068,000) of which
£5,320,000 (2007: £5,589,000) has been capitalised.

The historic cost of completed properties at the end of the year was £265,352,000 (2007: £248,475,000).

A full valuation was carried out as at 31 March 2008 by Drivers Jonas, the Association's professional
external valuer.

The valuation has been prepared in accordance with the Royal Institute of Chartered Surveyors
Appraisal and Valuation model. The valuation method discounts the cash flow from rental income less
management and repairs expenditure to their present value using a discount rate. The discount rates
applied range from 5.25% to 7.25%, with 5.25% being applied to the core rental stock. The rental income
growth assumption is in line with the Association’s rent plan to meet target rents by 2012 under the rent
restructuring regime and thereafter assumes growth of +0.5% per annum real.

Drivers Jonas have also reviewed and reported on an appropriate land value for the Association’s
housing stock, which in turn determines the annual housing property depreciation charge. The land
value is estimated at 85% (2007: 85%).

9. Non-housing Fixed Assets
Office
Freehold Leasehold Equipment &
Offices Offices Cars Total
£000 £000 £000 £000
Cost
At 1 April 2007 4,480 1,190 5,890 11,560
Additions 1,428 17 207 1,652
Disposals (2,751) - (120) (2,871)
At 31 March 2008 3,157 1,207 5,977 10,341
Depreciation
At 1 April 2007 (729) (388) (4,839) (5,956)
Charge for year (92) (96) (404) (592)
Eliminated on disposal 454 - 96 550
At 31 March 2008 (367) (484) (5,147) (5,998)
Net book value as at 31 March 2008 2,790 723 830 4,343
Net book value as at 31 March 2007 3,751 802 1,051 5,604
Included in the above are assets held under finance leases as follows:
2008 2007
£000 £°000
Net book value
Leased motor vehicles 106 124
Depreciation charge for the year
Leased motor vehicles 57 58

26



Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

10. Fixed asset investments

As at 31 March 2007
Addition
Interest receivable

As at 31 March 2008

2008
£'000
13,000
221

13,221

2007
£'000

Fixed asset investments represent funds advanced to Linden/Downland Graylingwell LLP (“the LLP”), a
joint venture with Linden Homes Limited. Linden Homes is a subsidiary of Galliford Try plc. The LLP was
created during the year to undertake the development of an English Partnership site in Chichester, West
Sussex. The investment was made by way of a subordinated loan attracting interest at 9%. Payment of
the interest is deferred until completion of the project. Interest receivable is accrued to the extent that
there is a reasonable expectation that it can be received in line with the terms of the loan. Downland
has considered the recoverability of the capital and interest and is satisfied that, based on current
forecasts, it is reasonable to assume that funds will be earned by the LLP and recovered as planned.

11. Debtors

Amounts falling due within one year
Arrears of rents and service charges
Less : provision for bad and doubtful debts

Social Housing Grant receivable
Amounts receivable from group undertakings
Other debtors and prepayments

12. Creditors: amounts falling due within one year

Trade creditors

Amounts payable on housing development and major repairs
Recycled capital grant fund

Other creditors

Amount payable to group undertakings

Other taxation and social security

Net housing loans

Obligations under finance leases

2008
£'000

3,934

(2,087)

1,847
590
90
2,188

4,715

2008
£'000

997
5,445
57
2,582
2,224
1

24

48

11,378

2007
£'000

3,457

(1,757)

1,700
2,201

81
1,480
5,462

2007
£'000

762
2,157
421
3,423
1,955
111
20

46

8,895
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED
13. Creditors: amounts falling due after more than one year

2008 2007
£'000 £'000

Housing loans

Affinity Funding Limited 247,000 210,500
External Funder 3,806 3,841

250,806 214,341
Finance costs capitalised (863) (920)
Net housing loans 249,943 213,421
Obligations under finance leases 58 78
Disposal proceeds fund 199 194
Recycled capital grant fund 195 148

250,395 213,841

The total loans drawn by the Association are £250.8 million (2007: £214.3 million). The loans are secured
by charges on the Association's housing properties.

The loans are managed by the use of fixed and floating debt. Interest rates vary with the nature of loan.
Floating rate loans bear interest at the London inter-bank offer rate plus margin.

Housing loans 2008 2007
£'000 £'000

Repayable, otherwise than by instalments as follows:

Between one and two years - -

Between two and five years - -

In five years or more 250,806 214,341
250,806 214,341

Downland Housing Association Limited has access to £660 million loan facilities from Affinity Funding
Limited (shared with Broomleigh Housing Association Limited) including funding from five banks. These
facilities are additional to a £4 million bond. Drawn funding is hedged as follows:

2008 2007

£m £m

Market swaps outside of loan agreements 82.5 30.0
Fixed rate 58.8 58.8
Unhedged 109.5 125.5
Net Housing Loans 250.8 214.3

Fair values

The fair value of the Associations’s long term borrowing is £275.1 million.
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

14, Creditors: analysis of movement on funds
Obligation under finance leases 2008
£'000
Due in less than one year 48
Due between 1 and 2 years 37
Due between 2 and 5 years 21
106
Recycled Capital Grant Fund 2008
£'000
At 1 April 569
Grants Recycled 368
Interest Accrued 42
Utilisation of Fund (727)
At 31 March 252
Disposal Proceeds Fund 2008
£'000
At 1 April 194
Additions 96
Interest Accrued 13
Utilisation of Fund (104)
At 31 March 199
15. Provision for liabilities and charges
2008
£'000
Pension liability
London Pensions Fund Authority Pension Fund 1,427

2007
£'000

46
49
29

124

2007
£'000
735
58

36

(260)

569

2007
£'000
82
192

(86)

194

2007
£'000

3,238

In implementing FRS 17 'Retirement Benefits' the Association has recognised the above pension fund

liabilities (see note 22).

16. Share capital

2008
£

Allotted, issued and fully paid
At beginning of the year 43
Net movement during the year (18)
At the end of the year 25

2007

42

43

Each member of the Association holds one £1 share. These shares carry no dividend rights and are

cancelled on cessation of the Association. Each member has the right to vote at members' meetings.
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

17. Reserves

At 1 April 2007

Surplus for the year

Stock revaluation March 2008

Transfer on disposal of properties

Transfer for depreciation relating to revaluation
Actuarial gain on pension scheme liability

At 31 March 2008

Income and expenditure account

Income and expenditure account excluding pension liability

Pension liability

Income and expenditure account

18. Negative Goodwiill

Included in the income and expenditure account are the following amounts in respect of
Merrimac Housing Association from the date of acquisition:

At 31 March

Negative Goodwill on Acquisition

£°000

Merrimac

Revaluation Income and
reserve  expenditure Total
account

£'000 £'000 £'000
277,925 47,061 324,986
- 7,157 7,157
19,406 - 19,406
(78) 78 -
(445) 445 -
- 1,487 1,487
296,808 56,228 353,036
2008 2007
£000 £°000
57,655 50,299
(1,427) (3,238)
56,228 47,061

Amortised At 31 March

in Year 2008
£°000 £°000
(2) 391

The negative goodwill arising on acquisition is amortised over the remaining useful lives of the underlying

housing properties of 100 years.
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

19. Capital commitments

2008
£'000

Capital expenditure contracted for but not provided for in

the financial statements

Capital expenditure authorised by the Board not

contracted for

20. Commitment under Operating leases

91,493

27,603

2007
£'000

39,741

27,173

The Association holds several leasehold premises under non-cancellable operating leases. At 31 March

2008 the Association had annual commitments under these leases as follows:

2008 2007
£'000 £'000
Expiry date :
Within one year 296 207
Between one and two years 155 215
Between two and five years 223 182
After five years 1,125 306
1,799 910
21. Accommodation in management
Supported
Housing /
Housing for  General
Market older Needs Shared Key
Number of units Rent people Housing Ownership Leasehold worker Total
As at 1 April 2007 24 1,365 8,352 424 591 57 10,813
Movement in year (1) (33) 411 62 - (43) 396
As at 31 March 2008 23 1,332 8,763 486 591 14 11,209
2008 2007
Units Units
Owned and managed 10,887 10,385
Managed on behalf of others 322 428
Managed by others 385 321
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Downland Housing Association Limited

NOTES ON THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2008 - CONTINUED

22. Pensions

The Association participates in four pension schemes. The London Pensions Fund Authority Pensions Fund
and the Downland Housing Group Pension and Assurance Scheme are defined benefit final salary
schemes. Both schemes were closed to new entrants from 31 August 2002. The third scheme, a defined
contribution scheme with Friends Provident, commenced for new entrants with effect from 1 September
2002 and was closed to new entrants from 1 April 2005. The Association now offers participation in the
Social Housing Pension Scheme, a defined benefit scheme.

The pension charge for the Association for the year for these schemes was £663,183 (2007: £639,482).
The cost is assessed in accordance with advice from qualified actuaries.

Social Housing Pension Scheme (‘SHPS’)

General

The Association participates in SHPS, a multi-employer defined benefit scheme. The scheme is funded
and is contracted out of the state scheme.

Employer participation in the scheme is subject to adherence with the employer responsibilities and
obligations as set out in the “SHPS House Policies and Rules Employer Guide”. The scheme operated a
single benefit structure, final salary with a 1/60t accrual rate, to March 2007. From April 2007 there are
three benefit structures available namely:

3.1 Final Salary with a 1/60th accrual rate
3.2 Final Salary with a 1/70th accrual rate
3.3 Career average revalued earnings (“Care”) with a 1/60t accrual rate

An employer can elect to operate different benefit structures for their active members (as at the first
day of April in any given year) and their new entrants. An employer can only operate one open benefit
structure at any one time. An open benefit structure is one which new entrants are able to join. The
Association has elected to operate the 1/60t benefit structure for active members as at 31 March 2007
and the Care benefit structure for new entrants from 1 April 2007.

The Trustee commissions an actuarial valuation of the scheme every three years. The main purpose of
the valuation is to determine the financial position of the scheme in order to determine the level of
future contributions required, in respect of each benefit structure, so that the scheme can meet its
pension obligations as they fall due. From April 2007 the split of the total contribution rate between
member and employer is set at individual employer level, subject to the employer paying no less than
50% of the total contribution rate.

The actuarial valuation assesses whether the scheme's assets at the valuation date are likely to be
sufficient to pay the pension benefits accrued by members as at the valuation date. Asset values are
calculated by reference to market levels. Accrued pension benefits are valued by discounting
expected future benefit payments using a discount rate calculated by reference to the expected
future investment returns.

During the accounting period the company paid contributions at the rate of 9.7% for old staffs and
14.1% for new staffs joined after 1 April 2007. Member contributions varied between 2.9% and 8.4%
depending on age.

As at the balance sheet date there were 41 active members of the scheme employed by the
company. The company continues to offer membership of the scheme to its employees.

It is not possible in the normal course of events to identify the share of underlying assets and liabilities
belonging to individual participating employers. Accordingly due to the nature of the Plan, the
accounting charge for the period under FRS 17 represents the employer contribution payable.

The last formal valuation of the scheme was performed as at 30 September 2005 by a professionally
qualified actuary using the projected unit credit method. The market value of the scheme's assets at the
latest valuation date was £1,278 milion. The valuation revealed a shortfall of assets compared to
liabilities of £283 million, equivalent to a past service funding level of 82%.
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22. Pensions (continued)

The scheme actuary has prepared an actuarial report that provides an approximate update on the
funding position of the scheme as at 30 September 2007. Such a report is required by legislation for
years in which a full actuarial report is not carried out. The funding update revealed an increase in the
assets of the scheme to £1,760 million and indicated a decrease on the shortfall of assets compared to
liabilities to approximately £209 million, equivalent to a past service funding level of 89%.

Annual funding updates of the SHPS scheme are carried out using approximate actuarial techniques
rather than member by member calculations and will therefore not produce the same results as a full
actuarial valuation. However, they will provide a good indication of the financial progress of the
scheme since the last full valuation.

The financial assumptions underlying the valuation as at 30 September 2005 were as follows:

% per annum

Investment Return pre-retirement 7.2
Investment return post-retirement 4.8
Rate of salary increases to 30 September 2010 5.0
Rate of salary increases from 1 October 2010 4.0
Rate of pension increases 25
Rate of price inflation 25

The long-term joint contribution rates required from employers and members to meet the cost of future
benefit accrual were assessed at:

Long Term Joint Contribution

Rate
Benefit Structure (% of pensionable salaries)
Final salary with 1/60t accrual rate 17.6
Final Salary with 1/70t accrual rate 15.3
Career average revalued earnings with a 1/60th
accrual rate 14.1

If an actuarial valuation reveals a shortfall of assets compared to liabilities the trustee must prepare a
recovery plan setting out the steps to be taken to make up the shortfall.

Following the consideration of the results of the actuarial valuation it was agreed that the shortfall of
£283 million would be dealt with by the payment of deficit contributions of 4.4% of pensionable salaries
with effect from 1 April 2007. These deficit contributions are in addition to the long-term joint contribution
rates set out in the table above.

With effect from 1 April 2008 the employer and employee contribution rates for 2008 — 2009 will be 9.7%
to 14.1% and 2.9% to 8.4% of pensionable salaries respectively.

Employers that participate in the scheme on a non - contributory basis pay a joint contribution rate
(that is, a combined employer and employee rate).

Employers that have closed the scheme to new entrants are required to pay an additional employer
contribution loading of 3.0% to reflect the higher costs of a closed arrangement.
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22. Pensions (continued)

A small number of employers are required to contribute at a different rate to reflect the amortisation of
a surplus or deficit on the transfer of assets and past service liabilities from another pension scheme into
SHPS.

Employers joining the scheme after 1 October 2002, including the Association, that do not transfer any
past service liabilities to the scheme, pay contributions at the ongoing future service contribution rate.
This rate is reviewed at each valuation and applies until the second valuation after the date of joining
the scheme, at which point the standard employer contribution rate is payable. Contribution rates are
changed on the 1 April that falls 18 months after the valuation date.

If the valuation assumptions are borne out in practice this pattern of contributions should be sufficient to
eliminate the past service deficit by 30 September 2020.

A copy of the recovery plan, setting out the level of deficit contributions payable and the period for
which they will be payable, must be sent to the Pensions Regulator. The Regulator has the power under
Part 3 of the Pensions Act 2004 to issue scheme funding directions where it believes that the actuarial
valuation assumptions and / or recovery plans are inappropriate. For example the Regulator could
require that the Trustee strengthens the actuarial assumptions (which would increase the scheme
liabilities and hence impact on the recovery plan) orimpose a schedule of contributions on the scheme
(which would effectively amend the terms of the recovery plan). The Regulator has reviewed the
recovery plan for the SHPS scheme and confirmed that, in respect of the September 2005 actuarial
valuation, it does not propose to issue any scheme funding directions under Part 3 of the Pensions Act
2004.

The next full actuarial valuation will be carried out as at 30 September 2008. An actuarial report will be
prepared as at 30 September 2007 in line with statutory regulations.

Following a change in legislation in September 2005 there is a potential debt on the employer that
could be levied by the Trustee of the scheme. The debt is due in the event of the employer ceasing to
participate in the scheme or the scheme winding up.

The debt for the scheme as a whole is calculated by comparing the liabilities for the scheme
(calculated on a buyout basis: that is the cost of securing benefits by purchasing annuity policies from
an insurer, plus an allowance for expenses) with the assets of the scheme. If the liabilities exceed assets
there is a buy-out debt.

The leaving employer's share of the buy-out debt is the proportion of the scheme'’s liability attributable
to employment with the leaving employer compared to the total amount of the scheme's liabilities
(relating to employment with all the currently participating employers). The leaving employer's debt
therefore includes a share of any 'orphan’ liabilities in respect of previously participating employers. The
amount of the debt therefore depends on many factors including total scheme liabilities, scheme
investment performance, the liabilities in respect of current and former employees of the employer,
financial conditions at the time of the cessation event and the insurance buy-out market. The amounts
of debt can therefore be volatile over time.

London Pensions Fund Authority Pension Fund ("The Fund")

The Association is one of a number of employers participating in the fund. This fund provides members
with benefits related to pay and services at rates that are defined under the Local Government
Superannuation Regulations. To finance these benefits assets are accumulated in the fund and are held
separately from the assets of the Association.

The fund is valued every three years and the last full actuarial valuation took place as at 31 March 2007
by a qualified independent actuary.

With effect from 1 April 2008 the employer contribution rate was 16.4% of pensionable salaries for future
service benefits plus an annual payment of £201,114 to cover the past service deficit.
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22. Pensions (continued)

The major assumptions used by the actuary were:

2008 2007 2006
Inflation 3.6% 3.2% 3.1%
Pension increases in payment 3.6% 3.2% 3.1%
Salary increases 5.1% 4.7% 4.6%
Discount rate 6.9% 5.4% 4.9%
Expected return on equities 7.5% 7.7% 7.3%
Expected return on target return funds 6.3% 6.4% 6.0%
Expected return on alternative assets 6.7% 6.8% 6.5%
Expected return on cash 4.8% 4.9% 4.6%

The assumptions used by the actuary are the best estimates chosen from a range of possible actuarial
assumptions which, due to the time scale covered, might not necessarily be borne out in practice.

In accordance with Financial Reporting Standard 17 ("FRS 17") the directors of the Association have
appointed the scheme actuary to prepare the following detailed disclosures and they have relied on
the actuary's expertise in this regard.

Scheme assets

The fair value of the scheme's assets, which are not intended to be realised in the short term and might
be subject to significant change before they are realised, and the present value of the scheme’s
liabilities, which are derived from cash flow projections over long periods and thus inherently uncertain,
were:

2008 2007 2006
£'000 £'000 £'000
The fair value of the assets:
Equities 6,871 6,907 6,523
Target return funds 2,220 2,480 1,971
Alternative assets 2,067 1,406 1,220
Cash 345 298 636
11,503 11,091 10,350
Present value of scheme liabilities (12,930) (14,329) (14,157)
Scheme deficit (1,427) (3,238) (3,807)
2008 2007
£'000 £°000
Movement in deficit during the year
Deficit on the scheme at 31 March 2007 (3,238) (3,807)
Current service costs (278) (327)
Employer contributions 553 232
Contributions in respect of unfunded benefits 16 16
Net return on assets 33 5
Actuarial loss 1,487 643
Deficit in scheme at 31 March 2008 (1,427) (3,238)
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22. Pensions (continued)

The following information represents amounts charged in the financial statements following
implementation of FRS 17:

2008 2007
£'000 £'000
Amounts charged to operating activities
Current service cost (278) (327)
(278) (327)
Amounts charged to pension finance costs
Expected return on pension scheme assets 805 699
Interest on pension scheme liabilities (772) (694)
33 5
Actuarial gains and losses on defined benefit pension scheme
Actual return less expected return on pension scheme assets (1,040) 99
Experience gains and losses arising on the scheme liabilities 859 (329)
Changes in assumptions underlying the present value of the scheme liabilities 1,668 873
1,487 643
History of experience gains and losses
Difference between the expected return and actual return on scheme assets (1,040) 99
Value of assets 11,503 11,091
As a percentage of scheme assets (9.0%) 0.9%
Experience gains and losses on scheme liabilities 859 (329)
Present value of liabilities 12,930 14,329
As a percentage of scheme liabilities 6.6% (2.3%)
Actuarial gains recognised in the Statement of Total Recognised Surpluses &
Deficits 1,487 643
Present value of liabilities 12,930 14,329
As a percentage of scheme liabilities 11.5% 4.5%

Downland Housing Group Pension & Assurance Scheme

This scheme is administered on behalf of the trustees by the Legal & General Pension Trust and is funded
to cover future pension liabilities, including expected future earnings and pension increases, in respect
of service up to the balance sheet date. The scheme is subject to a full independent valuation every
three years on the basis of which the qualified actuary certifies that the rate of the employer's
contributions, together with contributions paid by employees and proceeds of the scheme assets, are
sufficient to fund the benefits payable under the scheme.

The last full actuarial valuation was at 31 March 2006 using the projected unit method and was updated
for FRS 17 purposes to 31 March 2008. The major assumptions used in this valuation were:

2008 2007 2006
Inflation 3.6% 3.2% 3.0%
Pension increases in payment 3.6% 3.2% 3.0%
Discount rate 6.9% 5.4% 4.9%
Expected return on equities 7.5% 7.8% 7.5%
Expected return on bonds 6.3% 5.3% 4.9%
Expected return on other assets 4.8% 6.8% 7.0%
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22. Pensions (continued)

The assumptions used by the actuary are the best estimates chosen from a range of possible actuarial
assumptions which, due to the time scale covered, might not necessarily be borne out in practice.

In 2007-2008 there was no employer contribution. The scheme was closed for future service accrual in
March 2005. There is an annual payment of £166,000 to fund the scheme deficit.

It is not possible in the normal course of events to identify the share of underlying assets and liabilities
belonging to individual participating employers on a reasonable and consistent basis. Accordingly due
to the nature of the scheme, the accounting charge for the period under FRS 17 represents the
employer contribution payable.

Scheme assets

The fair value of the scheme's assets, which are not intended to be realised in the short term and might
be subject to significant change before they are realised, and the present value of the scheme’s
liabilities, which are derived from cash flow projections over long periods and thus inherently uncertain,
were:

2008 2007 2006
£'000 £'000 £'000
The fair value of the assets:
Equities 3,596 3,817 4,533
Bonds 567 563 729
Other 2,536 2,633 1,332
6,699 7,013 6,594
Present value of scheme liabilities (7,857) (9,021) (9,663)
Scheme deficit (1,158) (2,008) (3,069)
2008 2007
£'000 £'000
Movement in deficit during the year
Deficit on the scheme at the beginning of the year (2,008) (3,069)
Change to bid value assets (26) -
Adjusted deficit at the beginning of the year (2,034) (3,069)
Movement in the year
Expected return on assets 478 443
Interest cost (473) (460)
Curtailment loss (39) (60)
Actuarial gain 580 806
Expenses (32) (30)
Contributions 362 362
Deficit in scheme at 31 March (1,158) (2,008)
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22. Pensions (continued)

The following information represents amounts charged in the financial statements following
implementation of FRS 17:

2008 2007
£'000 £'000

Amounts charged to operating activities
Current service cost - -
Curtailment loss (39) (60)
Past service cost - -

(39) (60)
Amounts charged to pension finance costs
Expected return on pension scheme assets 478 443
Interest on pension scheme liabilities (473) (460)
5 (17)
Actuarial gains and losses on defined benefit pension scheme
Actual return less expected return on pension scheme assets (744) 147
Experience gains and losses arising on the scheme liabilities (14) (14)
Changes in assumptions underlying the present value of the scheme
liabilities 1,338 673
580 806
History of experience gains and losses
Difference between the expected return and actual return on scheme assets (744) 147
Value of assets 6,699 7,013
As a percentage of scheme assets (11.1%) 2.1%
Experience losses on scheme liabilities (14) (14)
Present value of liabilities 7,857 9,021
As a percentage of scheme liabilities (0.2%) (0.2%)
Actuarial gains / losses recognised in Statement of Total Recognised
Surpluses and Deficits 580 806
Present value of liabilities 7,857 9,021
As a percentage of scheme liabilities 7.4% 8.9%

Friends Provident

This scheme is administered by Friends Provident and is a defined contribution scheme. The employer
contribution rate payable by the Association per annum is dependent on the contribution by the
employee as follows:

Employee contributes Employer contributes
Less than 3% 0%
3%-4% 6%
5% or more 10%
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23. Subsidiary Undertakings
Name Legislative Provisions  Proportion of voting Nature of business

rights of ordinary
share capital held

Brighton Housing Trust  Charities Act 1993 Nil - Managed on a Registered Charity
unified basis and Registered
Social Landlord
Downland Companies Act 1985 100% (Cost £1) Property
Regeneration Limited development

24, FRS 8 Related Party Transactions

Downland Housing Association Limited has taken advantage of the exemption in Financial Reporting
Standard 8 not to disclose transactions with other members of Affinity Sutton Group Limited. Tenants
who are members of the Board have tenancies which are on normal terms, and as such their position
does not afford them any additional benefits over other tenants.

25. Affinity Sutton Group Limited
The Association's ultimate parent undertaking is Affinity Sutton Group Limited, an association
incorporated in Great Britain and regulated in England and Wales. Group accounts have been

prepared by the ultimate parent undertaking and are available from the registered address as detailed
on page 3.
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