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Turlogh O’Brien, Group Chairman

CHANGE

2007/08 has proved to be a challenging but also
very successful year for the L&Q Group as we faced
up to a range of major changes, many of which will
affect housing associations up and down the
country.

As the year progressed we found out how the
familiar world of regulation and funding via the
Housing Corporation would change with the
creation of the new regulator and the Homes and
Communities Agency. The Housing Bill set
ambitious targets for building three million new
homes by 2020. A large proportion of these will be
affordable. In addition to this, we saw a new
London Mayor voted in and we have been keeping
a close eye on the increasing uncertainty in the
housing market and wider economy.

All of the above will radically change the dynamics
of how we do business, but the energy, focus and
commitment of our people means we were able to
respond effectively to these major political and
economic upheavals and cement our position as
one of the country’s leading housing associations.
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These changes helped influence our thinking when
we began to follow up the'. “Growing Up” report.
How were we positioned to respond to the new
challenges we face?

The business was certainly financially strong with

a good track record of delivery but our Governance
structure had become complicated over the years
and we concluded that we needed to simplify it
and put residents more clearly at the heart of what
we do.

We therefore brought all of the different operating
companies under one decision making body, our
Group Board, and created a new structure for
resident committees and reinforced the link
between board membership and the resident
structures.

In tandem with this we also set about changing
the way our mainstream services were delivered,
ensuring structure was aligned with strategy and
that we were in the best position to manage risk and
ensure our services are the very best they can be.

Our large regional structure is therefore currently
being replaced by more localised and

responsive ‘neighbourhoods’, with a centralised
Development team working alongside new
Marketing and Sales, Resident Service and Quality
Assurance teams. We believe this will realise more
consistent and integrated services across all
tenures whether they be social rent, intermediate
market or outright sale.

In bringing all assets and decision making under
one roof and realigning our business structure L&Q
is now in a position to respond much more quickly
to changing market conditions and focus with
much greater clarity on creating places where
people want to live, which has never been more
important.

Our last piece of major change saw the retirement
of our Chief Executive Don Wood after 20 years at
the helm. Don’s canny leadership and irrepressible
enthusiasm turned L&Q into a highly-respected
organisation with 57,000 homes that was
consistently recognised as a Sunday Times Top 100
employer. His passion for housing and all things
L&Q will be missed as we embark on the next
chapter of our story but he could not have left it in
safer hands than those of David Montague who
stepped into Don’s shoes in March of this year.

ACHIEVEMENTS

Against a background of seemingly never ending
change it is pleasing to see that L&Q continued

to deliver a number of notable successes over the
past year. One of the best and yet one for which
recognition of the achievement will probably never
be fully gained was the swift merger with the
insolvent BME housing association Ujima.

The speed of the merger and the ability of our staff
to get it done safeguarded not only Ujima'’s public
assets but also the rights and welfare of its 5,000+
residents who were caught in the middle.

A lot has been written about Ujima and the
reasons behind its rapid demise but what | would
like to pay testament to are the staff within L&Q
and Ujima who worked so hard to limit the damage
and seek to improve resident service.

This meant that within only a couple of months
Ujima’s IT systems were fully integrated into L&Q’s,
the financial situation had been stabilised, services
were being provided via L&Q’s service centre and
many of Ujima’s staff had been successfully
transferred into new positions across the L&Q
Group. This was a sizeable task, carried out quickly,
with excellent results and should be applauded.

While the Ujima brand was lost as part of the
merger its legacy remains in the form of the Ujima
Foundation which we have set up and funded with
the help of significant partners for the next few
years. The work it undertakes will ensure that the
issues that first led to the creation of Ujima will
continue to be addressed.

Work within a BME community in Edmonton, North
London saw us win our first Housing Corporation
Gold Award in 2007. The award was recognition
for our ongoing efforts to engage with and support
the large Turkish and Kurdish community there.
What struck me most about this was the time
investment required to make this a success. It can
take years to successfully reach out to and then
start to build successful communities and only
organisations such as L&Q, with a long term
commitment to local communities can do this.

The scale of our development programme saw us
become the biggest developer in London over the
past 12 months. What was more pleasing than
being named as number one developer however
was to see that high quality design remains central
to our development programme.
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This was borne out by the fact that the Rubicon
estate in South East London won Excellence in
Affordable Housing Delivery at the London
Planning Awards and Adelaide Wharf won a
prestigious RIBA Regional award for being one of
the best mixed use developments in London.

The latter of these was a joint partnership between
our Tower Homes division, us and First Base and
points to an exciting future of partnership working.

We were also able to announce the first homes to
be delivered in London to Level 4 of the Code for
Sustainable Homes at Vale Street in Lambeth,
which will be completed in the summer of this year.

Our commitment to quality in development and
regeneration continues to have positive effects in
gaining new business from local authorities and
also in winning stock transfer ballots voted for by
the residents.

L&Q has been chosen by Southwark Council to
deliver the first part of the regeneration of the
Aylesbury Estate. We are are on track to ensuring
the 260 homes and state-of-the art resource
centre planned for the estate are delivered on time
and to exacting standards.

We were also successful in winning significant
stock transfers on the Haggerston and Kingsland
estates Hackney where over 80% of voters said
‘ves’ to L&Q regenerating their neighbourhoods,
and in Grove Park in Lewisham where similar
numbers voted ‘yes’ to L&Q managing their
homes.

Our ability to provide quick responses to these
sorts of essential services including maintenance
was enhanced during the year by the opening of
L&Q direct, a one-stop-shop for our residents
where they can access all our services by dialling
one telephone number.

Opened in March this year it is already handling
thousands of calls a month and making our
services more accessible than ever before.

CONCLUSION

My sincere thanks go to all those people in L&Q
who have helped us remain at the top of our game
in a year of great change for the organisation. In
February of this year we received the largest
allocation of any developer from the Housing
Corporation to put towards the future
development of affordable homes.

The £120 million allocation will ensure another
22,000 homes are built over the next five years on
top of the 5,000 we currently have in the pipeline,
so the coming years are certainly going to be
equally, if not more, challenging for L&Q.

But what makes L&Q stand out as a true leader is
that we thrive on challenges and use our
experience, skills and sheer passion to turn every
obstacle into an opportunity.

| am delighted and proud to be leading the Board
of L&Q during such exciting times and see a very
bright future as we move forward under the
leadership of CEO David Montague, his executive
team and every member of staff at L&Q.

1. Growing Up Report Future Shape of the Sector
Commission 2006, London and Quadrant Housing Trust
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The Group Board presents its report and the
audited consolidated financial statements of the
Trust and its subsidiary undertakings, forming the
L&Q Group for the year ended 31 March 2008.

OPERATING AND FINANCIAL REVIEW
Overview of the Business

The L&Q Group is a leading provider of affordable
housing in the UK owning and managing over
56,000 homes in London and the South East of
England.

The Group offers a very wide range of housing
options to its customers covering affordable
rented housing (including general needs and
supported living), rented homes for the
intermediate market, student and market renting,
new build homebuy (previously known as shared
ownership), extended open market homebuy
primarily for key workers and existing public sector
residents, first time buyers’ initiative for key workers
and homes for outright sale. In addition the Group
provides community development services through
the Quadrant Community Investment Initiative
(QCD. The key aim of QCl is to improve the quality
of life in local neighbourhoods, and assist people to
become more independent. As a Housing
Corporation preferred partner which is able to offer
a wide range of housing products, the L&Q Group
uses its financial strength to develop sustainable
mixed tenure communities for the future. London &
Quadrant Housing Trust is the parent organisation
of the L&Q Group. At 31 March 2008 there were 11
subsidiaries of the Trust. Since the Trust controls
the boards of these entities, under Financial
Reporting Standard 2 they are classified as
subsidiary undertakings.
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Threshold Key Homes Limited

Affordable home ownership
Housing for outright sale

Accommodation, education and training for
young, single homeless people

Construction / development
services provided to Group members

Bond finance provided to Group members

Dormant or not yet commenced trading

Zest Homes Limited

Crawley Foyer Limited
Quadrant Construction Services Limited
Venstone Limited

Quadrant Housing Finance Limited

Nucleus Housing Group
Change Community Finance Limited
Ravensbourne Projects Limited

Threshold Developments Limited

OPERATING AND FINANCIAL REVIEW
The Group completed the rationalisation of its
group structure during 2007/08.

Two entities transfered their engagements into the
Trust - Opus Property Services on 31 March 2008
and Tower Homes on 31 December 2007. On 31
March 2008 four entities amalgamated their
activities to form a new association - they were L&Q
Housing Trust, L&Q Bexley Homes, L&Q Beacon
Homes and L&Q Threshold Homes. Ujima Housing
Association transferred its assets and liabilities to the
L&Q Group on 16 January 2008. A subsidiary of
Ujima, Lien Viet Housing Association, also joined the
Group on 16 January 2008, however the interest in
Lien Viet is held exclusively with the intention to
transfer it to another housing association during
2008 and therefore Lien Viet is excluded from the
consolidated results for the L&Q Group.

Nucleus Services Limited

Following the transfers and amalgamation, at

31 March 2008 the Group had two associations
that are registered with the Housing Corporation
and three trading companies providing surpluses
that are reinvested back in to the provision of
affordable housing.

As our statutory regulator, the Housing
Corporation monitors the Group’s performance to
ensure we maintain a viable organisation that is
well managed and well governed. This is assessed
principally through our compliance with the
Regulatory Code.

The Group’s last Housing Corporation Assessment,
published in July 2007, awarded the Group four
green lights covering viability, governance,
management and development.

Objectives and Strategies

The mission of the L&Q Group is to “create places
where people want to live”. In order to work
towards our mission we focus on a small number
of key objectives:

® [nvesting in our people

® Adding value to provide the best service at
lowest cost.

® |mproving our finances to invest more in what
our customers need.

® Meet our customers’ needs through quality
homes, and building for the future.

In 2008/09 these objectives will be delivered
through undertaking a range of Group wide
initiatives which include:

® A continued focus on the basics - antisocial
behaviour, maintenance and new homes

® A review of our service offer to be clear about
what we do and don’t do.

® Continued growth across all tenures and
provision of more family homes, and develop
a major build for sale programme.

® Listening to our people, focus on succession
and talent retention.

® Continued drive for efficiency and investment
in information systems.
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KEY PERFORMANCE INDICATORS

Set out below is a summary of the critical key performance indicators used by the Group
Board to monitor our performance and success in achieving our objectives and strategies.

Objective

Ensure the L&Q Group recruits and °
retains high quality staff and to learn
and grow as an organisation.

Operational Target

Improve the number of staff who feel
they get enough training to do their
job effectively to 85%.

® Sickness absence to be below 2.2%.

Staff turnover to be within 15%
average across all disciplines.
Improve job satisfaction amongst
staff to 85%.

Vacancy turnaround within 7 weeks.

Adding Value |

Objective

Ensure that our internal processes are @
designed to be efficient and effective.

They must guarantee added value.
L]

Operational Target

Voids as percentage of the number of
units in management. (Target < 1% for
general needs)
Void turnaround time = time taken
between a home first becoming void
and being relet. (Target time = 3 weeks
for general needs)
Maintenance repair times:

— 24 hrs—98%

— Sdays—96%

— 20days —95%

Operational Target

Objective

Maintain our financial health to
enable us to invest in quality
homes and services and build
for the future.

Interest cover — including and excluding
disposals (interest payable as % operating
surplus + interest receivable + disposals)
Gearing — total loans as % social housing
grant + reserves
Rent arrears — current tenant arrears
as a % of the rent roll. (Target < 3.6%
for general needs)

Disposals — to ensure no reliance on asset
management
Operating margin
Deliver our affordable development
programme within agreed subsidy limits.

Objective

Each of the above three objectives
enables the Group to continue to
meet customer need. Our resident
and corporate customers all expect
us to provide high quality services
and they all have needs we can fulfil.

Operational Target

Improve satisfaction with our core services
® % residents satisfied with their last responsive
repair (Target = 82%)
® Respond to customer complaints
(Target 90% within 10 days)
® Monitor new homes:
— At acquisition / start on site and
practical completion
— Take up of annual capital allocation
— Cash drawn against annual cash
planning target
® All homes meet our quality standard.
® Telephone answering — target for 80%
of calls to be answered within 15 seconds.
® Percentage of appointments made/
kept by contractors (Target 90%/90%)
® Antisocial behaviour cases - target 70%
satisfied with outcome/handling of the case.
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OPERATIONAL KEY INDICATORS
Group operational performance over the last five years:

Housing management performance

5.00%
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4.00% -\\-/.\-\
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2.50%
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1.50%

—
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Arrears over the five years are showing a downward trend and have consistently
remained below 5%. Maintenance completion times for emergency and urgent
orders has shown strong improvement since 2005/06. Void turnaround time has
shown a downward trend over the five year period. Maintenance completion times
are: Category 1 - 24 hours, Category 2 - 5 working days and Category 3 - 20 working
days and above.

FINANCIAL REVIEW

Group summary

The Group has embarked on a five year strategy to invest more in the quality of our
services, homes and neighbourhoods and provide more affordable homes at lower
grant rates. This will be achieved by making full use of our financial capacity
combining our annual surplus with a higher level of borrowing to maximise our
investment capability, whilst remaining attractive to investors and able to respond to
the unexpected.

|| 2007/08 | 2006/07 | 2005/06 | 2004/05 [2003/04
£m £m £m £m £m

Turnover 244 193 184 148 121
Operating Costs 71 (132 (129) 101 (84)
Operating Surplus 73 61 55 47 37
Net interest payable (53) (39) (40) (30) 24)
Surplus on sale of assets 24 24 20 12 11
Corporation tax - - - - 2
Surplus for the year 44 46 35 29 22
Homes owned and 56,657 50,985 47,118 45,541 35,109
managed

Estimated vacant £8.8 bn £6.8 bn £54bn  £5.0bn  £3.3bn

possession value
Set out below is a summary of the Group’s financial results over the last five years:

Performance in 2007/08

2007/08 represents the next step in our five year strategy with an increased

surplus before interest charges, increased investment in our homes in management,
higher borrowing and a reduction in grant rates.

The Group surplus before tax decreased by 4% to
£44 million (2007: £46 million). Turnover increased
by 26% to £244 million (2007: £193 million) whilst
operating costs increased by 29% to £171 million
(2007: £132 million). Surplus on sale of housing
properties remained unchanged at £24 million.

Surplus generated from social housing letting
activities increased from £63 million to £74 million.

Total operating costs increased by 29%. Of total
operating costs of £171 million, 49% was spent on
responsive maintenance, cyclical maintenance and
major repairs to maintain our housing stock and
ensure that we at least meet the Decent Homes
Standard. 18% was spent on housing
management;this includes our work on managing
anti social behaviour.

Net interest payable increased to £53 million.
Gross interest payable before capitalisation of
interest has increased to £76 million (2007:£31
million). Loans increased by £0.3 billion from £1
billion to £1.3 billion to support the existing
development pipeline and to assist the Group in
funding a larger programme at reduced grant rates
and following acquisitions in the year.
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Operating margin has reduced from 32% in 2006/07 to 29% in 2007/08.
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Operating margin has fluctuated over the last five years following the
mergers with L&Q Beacon, L&Q Beaver and L&Q Threshold; Ujima’s

operations transferring into the group; implementing a major regeneration
programme following a stock transfer and implementing FRS 17

“Retirement benefits’.

Balance sheet performance

Set out below is a summary of the balance sheet for the Group over the last

five years:

| |2007/08|2006/07 | 2005/06 | 2004/05 | 2003/04
£m £m £m £m £m

Housing properties at cost 3,618
less depreciation
Social housing grant (2,022
1,596
Other tangible fixed assets 15
Net current assets 62
Total 1,673
Creditors due after more 1,328
than one year
Other long term liabilities 8
Negative goodwill 45
Reserves 292
Total 1,673

2,896

(1,632)

1,264
11
68

1,343

1,042

8
44
249
1,343

2,256

(1,268)
988

10
26

1,024

772

24
26
202
1,024

2,106

(1,238)

868

10
19

897

678

26
26
167
897

1,579

(976)

603

8
22

628

395

1
140
536

At 31 March 2008 Group housing properties totalled £3.6 billion (2007:
£2.9 billion) less social housing grant of £2 billion (2007: £1.6 billion).

Social housing grant represents 56% of the gross cost of our housing assets

(2007: 56%). Total homes in management increased from 50,985 to
56,657. Growth in assets has been funded through £2 billion social
housing grant, and £1.3 billion private finance, with the balance being

generated from our reserves.

Of net housing assets of £1,596 million (2007: £1,264 million) 99% relate

to our social housing business.

The Group has negative goodwill of £45 million (2007: £44
million). 2007/08 reflects the acquisition of Ujima’s assets and
liabilities into the Trust on 16 January 2008. Negative goodwill
represents the fair value of the net assets. It is amortised over
the remaining useful lives of the underlying housing properties,
being 100 years.

Social housing grant as % cost & Gearing

65%

" \.\-—I\

55% .
50% /-/

45% /

40%

35%

30% 1 1 1 L y
2003/4 2004/5 2005/6 2006/7 2007/8

—m— Gearing ——m— Social housing grant as % cost

Social housing grant as a percentage of cost has declined over
five years as gearing has increased reflecting increased
borrowings to fund the ongoing group development
programme.
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KEY ACCOUNTING POLICIES

The Group’s principal accounting policies are set out on pages 18 and 19 in these
financial statements. These policies have been consistently applied across the

Group. The key policies to understanding the Group’s financial position are:

Housing properties and
social housing grant

Capitalisation policy

Negative goodwill

Pension scheme
benefits

The Group’s key assets are its housing portfolio.
The assets are stated at historic cost and whilst in
the course of construction are not depreciated.
On completion and ready for letting properties
are depreciated over a period of 80 to 100 years.
Social housing grant received to fund those
developments is capitalised and set against the
cost of the properties. When a property is sold
grant becomes ‘recyclable’ and is transferred to a
recycled capital grant fund until it is reinvested in
to another property

The Group only capitalises works to existing
housing properties where the works relate to stock
transferred from local authorities or large scale
regeneration projects and which are below
standard. All other major repairs are charged
directly to the income & expenditure account in
the period in which the costs are incurred

Negative goodwill has arisen in respect of recent
acquisitions and represents the difference between
the consideration given and the fair value of the
net assets acquired. It is included in reserves and
released to the income & expenditure account over
the period in which the Group derives benefit from
the assets. For the purposes of these accounts the
main assets acquired are housing properties which
are considered to have a useful economic life of
100 years

The Group contributes to a number of final salary
pension schemes. With the exception of the
Social Housing Pension Scheme which is a

multi employer scheme, all the other final salary
schemes are accounted for in accordance

with Financial Reporting Standard 17 ‘Retirement
benefits’
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CAPITAL STRUCTURE

The objective of the Group’s treasury
strategy is to ensure the Group has
sufficient cash in place to fund its
operations and investment and to
reduce the impact of adverse
movements in interest rates. This
strategy supports the delivery of the
Group’s objectives including operational
targets, financial budget and five year
plan and is approved annually by the
Group Board.

At 31 March 2008 the Group had drawn
loans totalling £1.3 billion and has
remaining unutilised facilities of £330
million. London & Quadrant Housing
Trust has on lent £79 million to other
Group members. The impact of on
lending has been to increase the Trust’s
own gearing position to the benefit of
subsidiary entities.

At 31 March 2008 the Group had capital
commitments of £1.1 billion which will
be funded through a combination of
social housing grant, loan facilities
totalling £330 million that are already in
place and reserves. The weighted
average maturity of debt across the
Group is 23 years.

The Group’s interest rate management
policy is that a minimum of 40% of its
drawn funds should be fixed on a long
term basis and a minimum of 20%

should be kept on variable rates. The
remaining 40% is either fixed, hedged or
kept at variable rates depending on
prevailing market conditions and
business need.

The cash flow statement at 31 March
2008 demonstrates that cash balances
reduced by £46 million to £88 million.
£286 million was spent on the
construction/purchase of housing
properties and £77 million social
housing grant was received.

RISK MANAGEMENT

Risk management is embedded in the
L&Q Group with staff taking
responsibility for identifying the risks the
Group faces and having in place a risk
management framework to mitigate
those risks. The risk management
process ensures:

® The Group identifies the risks being
faced in the activities undertaken by
the Group

® We have the controls in place to
manage these risks effectively and
improvements are introduced where
this is not the case.

® Controls are checked for compliance
and are regularly reviewed.

The assessment of all new business
activities includes the approval of a risk
map which is reviewed annually and
reported to the Audit Committee.

The risk management process is
reviewed to ensure the Group adopts
best practice.

The Group has identified almost 200
risks as part of the risk management
process. Of these, there are six strategic
risks and the remainder are operational
risks. The strategic risks are ones that if
they materialised and were not properly
managed, could result in a material
impact on the Group’s long term
business strategy or result in significant
reputational damage.

The L&Q Group is in a strong financial
position and its financial planning and
strategy ensure continued viability.

The Group’s ‘Our people’ agenda ensures
that we attract and retain the very

best people.
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Set out below are the top six risks below identified by the Group that could impact

on the Group’s ability to meet its future objectives. Whilst these are the key
factors, there may be other uncertainties that could affect Group performance.

Key Risk Actions being taken

Failure of the build for
sale programme.

Failure to adapt to and
manage change, both
internally and from
external factors.

Loss of L&Q’s reputation
for quality homes,
quality services and
financial management.

Increasing dependence
on information systems.

Increased maintenance
and development costs.

Final salary pension
scheme liabilities rise to
an unacceptable level

GOVERNANCE

The level of activity and exposure to sales risk is
being closely monitored and conservative sales
assumptions are used in our appraisals.

Our customer service and products are regularly
reviewed. Our staff maintain close contacts with
key external bodies and ensure both L&Q’s position
and the sector’s position are understood before
changes are made.

Our service quality is monitored and continually
adapted to meet changing customer needs.
Service and product review programmes are in
place.

The Group regularly reviews the IS Strategy, robust
backup systems are in place and an external
disaster recovery site has been developed.

Our internal key indicators continually monitor our
costs. Our operating and capital costs are provided
for through annual budgeting and long term
planning and efficiency saving process.

Like many other employers, L&Q could face a large
liability for meeting its pension fund deficits. Our
exposure is regularly monitored through obtaining
annual valuations and making appropriate
provision in the accounts.

During 2006/07 the Group undertook a review of its governance arrangements
which included a review of the Group’s internal control framework. This has been
fully implemented during 2007/08.

The key changes have been:

® |ntegration — all charitable housing
assets have been transferred to
L&Q Housing Trust either through
a transfer of engagements or
amalgamation, for improved
efficiency and to strengthen
the Group’s risk management
capability.

® Simplification — the committee
structure has been streamlined, as a
result of simplifying the Group structure.

® Resident involvement — creation of a
new resident involvement framework.

At the date of this report the Group
Board is comprised of 11 non executive
director and one executive director, the
Chief Executive. Whilst having
responsibility for overseeing
performance, the focus of the Group
Board is on strategy for the Group.
Specific responsibilities have been
delegated to group committees that
have their own approved terms of
reference. Day to day performance
management is delegated to the
Executive Group. The major committees
supporting the Group Board and
governance arrangements are:

® Audit Committee

® Nominations Committee

® Major Ventures Committee
® Resident’s Board

STATEMENT OF COMPLIANCE

The Operating and Financial Review has
been prepared in accordance with
Reporting Standards.

THE GROUP BOARD’S STATUTORY
RESPONSIBILITIES

The Board is required to prepare
financial statements in accordance with
applicable law and United Kingdom
Generally Accepted Accounting Practice
for each financial year, which give a true
and fair view of the state of affairs of the
Group and the Trust and of the surplus
or deficit for that period. In preparing
those financial statements, the Board is
required to:

® Select suitable accounting policies
and then apply them consistently

® Make judgements and estimates that
are reasonable and prudent

® State whether applicable accounting
standards have been followed, subject
to any material departures disclosed
and explained in the financial
statements.
Prepare the financial statements on
the going concern basis unless it is
inappropriate to presume that the
Trust will continue in business.

The Group Board is responsible for
maintaining proper accounting records
which disclose with reasonable accuracy
at any time the financial position of the
Group and enable its members to ensure
that the financial statements comply 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.
It also has general responsibility for
maintaining a satisfactory system of
control over the accounting records and
transactions and for taking such steps as
are reasonably open to it to safeguard
the assets of the Group to prevent and
detect fraud and other irregularities.

INTERNAL CONTROL

The Group Board has overall
responsibility for the Group’s system of
internal control and for reviewing its
effectiveness. Such a system is
designed to manage rather than
eliminate the risk of failure to achieve
business objectives, and can only
provide the Group Board with reasonable
and not absolute assurance against
material mis-statement or loss.

The process for identifying, evaluating
and managing the key risks faced by the
Group is an ongoing process in place
throughout the period under review and
is regularly reviewed by the Group Board
through the Audit Commitee.
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Report of the Group Board

Year ended 31 March 2008 L&Q Group

The Group Board has established a
sound and comprehensive framework to
assess the effectiveness of the internal
control system. The Group Board is
supported in its responsibility for
achieving our corporate objectives and
overseeing the adequacy and
effectiveness of the Group’s internal
control system by the Audit Committee
with the Group’s report and the
statement on internal controls being

presented to the Group Audit Committee

for consideration and recommendation
to the Group Board.

The internal controls framework covers
all systems within the L&Q Group and
gathers assurance from a number of
sources with the more significant ones
being internal audit, external audit, the
Group Audit Committee, management
assurance and regulation. Any
weaknesses identified in the internal
control framework are acted upon and
improvements made. This is supported
by the ongoing risk management

process which is embedded in the Group

and ensures:

® Risks faced by the Group are identified

® Controls are in place to effectively
manage the risks and improvements
are introduced as necessary

® Controls identified are regularly

reviewed and checked for compliance.

The following is a summary of the

processes in place to provide assurance:

® Audit Committee — the Audit
Committee meets regularly with
members of the Executive Group, the
internal auditors and external auditors
to review specific reporting and
internal control matters and to satisfy
themselves that the internal control
systems are operating effectively. The
Audit Committee reviews
management letters from the external
auditors dealing with any significant
control matters raised. Both the
internal auditors and external auditors
have direct access to the Audit
Committee. Regulatory returns where
applicable are also presented to the
Committee on financial performance
on an annual basis and are also

presented to the Housing Corporation.

Internal audit — the Group’s internal
audit team reports directly to the
Audit. Committee and the Group Head
of Internal Audit meets regularly with
the Chairman of the Group Board and
Chairman of the Audit Committee.
The internal audit reporting framework
provides a critical source of assurance
for the Board in validating that:

— The internal control and risk
management processes operate
effectively.

— Previous recommendations have
been properly implemented

— The Group has in place standing
orders with policies and procedures
that include whistle blowing and a
code of conduct for fraud.
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— Standing orders, policies and
procedures are subjected to
review with changes reflecting
best practice and legislation
overseen via the Audit Committee.
Management assurances — control risk
self assessment is used by the Group
as a valuable source of management
assurance. Group directors are
required to provide written
representations on internal controls
assurance confirming that internal
audit recommendations have been
implemented and continuing
compliance with key aspects of the
controls framework.
Risk management — Audit Committee
oversees the risk management cycle
which governs the ongoing process of
establishing and communicating
responsibilities, identifying risks and
establishing a risk management
framework to mitigate those risks.
Management responsibility for the
identification of strategic risks is
clearly defined and operates through a
rolling risk assessment exercise. Risk
maps are produced on an activity
basis. A risk map is required to be
produced and approved by Audit
Committee for all new areas of
operation prior to commencing that
activity. Operational risks are
identified through the internal audit
and best value processes. The risk
management process is regularly
reviewed by internal audit to ensure it
remains up to date and reflects best
practice. During the year the Group
has developed its anti-fraud policy to
ensure it complies with new
legislation.

The fraud policy covers prevention,
detection and reporting of fraud and
the subsequent recovery of assets.
This is now supported by a fraud
response plan and an anti fraud
strategy. Fraud risk assessments are
also being produced for all key areas
of our operations. As part of L&Q'’s
annual review, the Board has reviewed
the fraud register.

External audit — reviews of external
audit reports following the interim and
final audit visits together with the
audit strategy, audit report and
management letter help support the
process for reviewing the internal
controls system. Regular meetings
are held by Executive Group members
with the external auditors to provide
an update on changes in our business
and to discuss strategic and technical
matters.

Quality management systems — the
quality of the Group’s management
systems is acknowledged by its
Charter Mark award and the Investors
in People accreditation. The Group
provides a comprehensive training
programme for its staff to enable
them to effectively carry out their
work.

Regulatory reports — the Group
reports to the Housing Corporation
through a range of regulatory returns.
The Executive Group, through the
Group Regulation Panel, ensures that
regulatory matters are dealt with
promptly and efficiently, co-ordinates
the self monitoring system operated

by the Group Board and monitors
compliance with performance
standards.

The L&Q Group operates a self
appraisal mechanism. Reports on the
three key elements of the regulatory
code (viability, proper governance and
proper management) have been
reported to Group Board

® Audit Commission inspection —

the Group’s services are subject to
independent inspection to ensure
effectiveness, economy and efficiency
of all our operations.

Performance indicators — key
performance indicator reports are
produced and reported to Executive
Group on a monthly basis. They cover
the Group and all operational
subsidiaries. The KPIs are reported
quarterly to the Group Board and
subsidiary boards. These reports
include performance monitoring on
housing management, maintenance,
sales, development, lettings, customer
satisfaction, staff and financial results.
The Group has a comprehensive
system of financial reporting with the
annual budget and long term financial
plan being reported to and approved
by Board. The Group also carries out
regular resident surveys and monitors
maintenance performance.
Governance — the Group Nominations
Committee ensures that its
governance remains clear and
effective.



Report of the Group Board

Year ended 31 March 2008 L&Q Group

The Group Board, through the reports
of the Audit Committee, for the year to
31 March 2008 and up to the date of
approval of the accounts, has carried
out regular reviews of the Group’s
system of internal control.

There have been no significant failings
or weaknesses identified as part of
the review that requires disclosure in
this report.

THE GROUP BOARD AND

EXECUTIVE GROUP

The Group Board members and
Executive Group of the Trust are listed
on page 1. Each member of the Group
Board holds one fully paid share of £1 in
the Trust, which is cancelled on
cessation as a member. The Executive
Group members hold no interest in the
Trust’s share cpaital and with the
exception of the Chief Executive are not
members of the Group Board.

AUDITORS

BDO Stoy Hayward LLP have expressed
their willingness to continue in office,
accordingly a resolution is to be
proposed at the Annual General
Meeting for the reappointment of
BDO Stoy Hayward LLP as auditors

of the Trust.

AWARENESS OF RELEVANT AUDIT
INFORMATION

All of the current Board members have
taken all the steps that they ought to
have taken to make themselves aware
of any information needed by the
Group’s auditors for the purposes of
their audit and to establish that the
auditors are aware of that information.
The Board members are not aware of
any relevant audit information of which
the auditors are not aware.

On behalf of the Group Board

TURLOGH O’BRIEN
Chairman
Date of approval: 26 June 2008
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Report of the Independent Auditors

Year ended 31 March 2008 L&Q Group

Independent Auditors’ report to the members of London & Quadrant Housing Trust

We have audited the financial statements of
London & Quadrant Housing Trust for the
year ended 31 March 2008 which comprises
the Income and Expenditure Accounts and
Balance Sheets for the Group and Trust, the
Consolidated Statement of Total Recognised
Surpluses and Deficits and the Consolidated
Cash Flow Statement and the related notes.
These financial statements have been
prepared under the accounting policies set
out therein.

Respective responsibilities of the Board
and auditors

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

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

We report to you our opinion as to whether
the financial statements give a true and fair
view and are properly prepared in
accordance with the Industrial and Provident
Societies Acts 1965 to 2002, the Industrial &
Provident Societies (Group Accounts)
Regulations 1969, the Housing Act 1996 and
the Accounting Requirements for Registered

Social Landlords General Determination
2006. We also report to you if, in our opinion,
a satisfactory system of control over
transactions has not been maintained, if

the Group has not kept proper accounting
records, or if we have not received all the
information and explanations we require for
our audit.

We read other information contained in the
Report of the Board and consider whether
it is consistent with the audited financial
statements. This other information
comprises only the Group Chairman’s Report
and Operating and Financial Review. We
consider the implications for our report

if we become aware of any apparent
misstatements or material inconsistencies
with the financial statements. Our
responsibilities do not extend to any

other information.

Our report has been prepared pursuant to
the requirements of Schedule 1, paragraph
16 of the Housing Act 1996 and Section 9 of
the Friendly and Industrial and Provident
Societies Act 1968 and for no other purpose.
No person is entitled to rely on this report
unless such a person is a person entitled to
rely upon this report by virtue of and for the
purpose of the above statutes or has been
expressly authorised to do so by our prior
written consent. Save as above, we do not
accept responsibility for this report to any
other person or for any other purpose and
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we hereby expressly disclaim any and all
such liability.

Basis of audit opinion

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

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

Opinion
In our opinion the financial statements

> give a true and fair view, in accordance
with United Kingdom Generally Accepted
Accounting Practice, of the state of the
Group and Trust’s affairs as at 31 March
2008 and of its results for the year then
ended,

> have been properly prepared in
accordance with the Industrial and
Provident Societies Acts 1965 to 2002,
the Industrial & Provident Societies (Group
Accounts) Regulations 1969, the Housing
Act 1996 and the Accounting
Requirements for Registered Social
Landlords General Determination 2006.

BDO Stoy Hayward LLP

Chartered Accountants and Registered
Auditors

Epsom, Surrey

Date: 26 June 2008



Consolidated Income and Expenditure Account

Year ended 31 March 2008 L&Q Group

L&Q Group
2008 2007 All amounts relate to continuing activities.
note e Sy The notes on pages 18 to 43 form part of these
Turnover 2 243,766 193,285 financial statements.
Operating costs 2 (170,353) (132,448)
Operating surplus 2 73,413 60,837 All surpluses and deficits are historic cost
Surplus on sale of housing properties 4 23,922 24,393 surpluses and deficits.
Interest receivable 8,382 5,365
Interest payable and similar charges 7 (62,042) (44,207)
Other finance income/(costs) 20 468 (478)
Surplus on ordinary activities before tax 2&8 44,143 45,910
Tax on surplus on ordinary activities 9 (165) -
Surplus on ordinary activities after tax 16 43,978 45,910

Consolidated statement of total recognised surpluses and deficits

Reported surplus on ordinary activities 43,978 45,910
Actuarial (loss)/gain on pension schemes 20 (1,219) 2,238
42,759 48,148

Total recognised surplus for the year

L&Q GROUP | FINANCIAL STATEMENTS 2008 13



Consolidated Balance Sheet

Year ended 31 March 2008 L&Q Group

L&Q Group 2008 2007
note £000 £000 £000 £000
Fixed assets 10
Tangible assets
Housing properties
Cost less depreciation 3,618,388 2,895,796
Less: Social Housing Grant (2,022,665) (1,631,646)
1,595,723 1,264,150
Other fixed assets 14,996 11,094
Total fixed assets 1,610,719 1,275,244
Investments
Homebuy/Key Worker Living 129,446 141,219
Social Housing Grant (129,446) - (141,219) -
Current assets
Housing properties for disposal 72,100 40,733
Debtors 11 37,816 31,377
Cash at bank and in hand 19(c) 88,211 134,311
198,127 206,421
Creditors: amounts falling due within one year 12 (135,995) (138,657)
Net current assets 62,132 67,764
Pension asset 20 254 342
Total assets less current liabilities 1,673, 105 1,343,350
Creditors: amounts falling due after more than one year 12 1,328,888 1,041,658
Provisions for liabilities and charges 14 177 1,113
Pension liability 20 7,460 7,056
Capital and reserves
Share capital 15 = =
Revenue reserves 16 291,935 249,549
Negative goodwill 17 44,645 43,974
1,673,105 1,343,350
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In view of the constitution of the Trust all
shareholdings relate to non-equity
interests, as disclosed in note 15.

These financial statements were

approved and authorised for issue by the
Group Board and signed on its behalf by:

Turlogh O’Brien
Chairman

Robert Cooper
Honorary Treasurer

Tony Mummery

Secretary

Date of approval: 26 June 2008

The notes on pages 18 to 43 form
part of these financial statements.



Consolidated Cashflow Statement

Year ended 31 March 2008 L&Q Group

L&Q Group

2008 2007
note £000 £000 £000 £000
Net cash inflow from operating activities 19() 50,764 8,635
Returns on investments and servicing of finance
Interest received 11,517 6,508
Interest paid (including capitalised interest) (75,428) (55,178)
(63,911) (48,670)
Corporation tax paid
Capital expenditure and financial investment
Cash paid for construction and purchase of
housing properties (excluding capitalised interest) (287,823) (231,771)
Capital grants received 77,162 91,058
Cash paid for purchase of other assets (1,392) (694)
Net proceeds on sale of housing properties 124,146 92,122
Proceeds on sale of other fixed assets 188 48
87,719 (49,237)
Cash outflow before use of
liquid resources and financing (100,866) (89,272)
Cash withdrawn from notice deposits 1,133 =
Cash placed on notice deposits = (3,700)
Net cash outflow from 1,133 (3,700)
management of liquid resources
Financing
Loans received 269,788 190,000
Loans repaid (221,000) (48,773)
48,788 141,227
Net cash transferred on acquisition 5,978 =
(Decrease)/Increase in cash and cash equivalents 19(b) (47,233) 48,255

The notes on pages 18 to 43 form part

of these financial statements.
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Income and Expenditure Account

Year ended 31 March 2008 L&Q Group

London & Quadrant Housing Trust

The amalgamation of four entities in the Group took place on 31 March 2008 to form London & Quadrant
Housing Trust. As a result there were no activities in the new parent entity for 2007/08 and therefore no income

& expenditure account is presented.

All amounts relate to continuing activities. The notes on pages 18 to 43 form part of these financial statements.

All surpluses and deficits are historic cost surpluses and deficits. No comparatives are presented as explained in

the Principal Accounting Policies in Note 1.
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Balance Sheet

Year ended 31 March 2008 L&Q Group

London & Quadrant Housing Trust

2008 2008
note £000 £000
Fixed assets 10
Tangible assets
Housing properties
Cost less depreciation 3,562,937
Less: Social Housing Grant (2,014,990)
1,547,947
Investments
Homebuy/Keyworker living 129,446
Social Housing Grant (129,446)
Other fixed assets 13,839
Total fixed assets 1,561,786
Current assets
Housing properties for disposal 4,402
Debtors 11 120,415
Cash at bank and in hand 78,472
203,289
Creditors: amounts falling due within one year 12 (122,871)
Net current assets 80,418
Pension asset 20 254
Total assets less current liabilities 1,642,458
Creditors: amounts falling due after more than one year 12 1,314,415
Provision for liabilities and charges 14 177
Pension liability 20 7,460
Capital and reserves
Share capital 15 -
Revenue reserves 16 318,425
Negative goodwill 17 1,981
1,642,458

In view of the constitution of the Trust all
shareholdings relate to non-equity interests,
as disclosed in note 15. No comparatives are

presented as explained in the Principal Accounting

Policies in Note 1.

These financial statements were approved and

authorised for issue by the Group Board and signed

on its behalf by:

Turlogh O’Brien
Chairman

Robert Cooper
Honorary Treasurer

Tony Mummery
Secretary

Date of approval: 26 June 2008

The notes on pages 18 to 43 form
part of these financial statements.
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Notes on the Financial Statements

Year ended 31 March 2008 L&Q Group

1. Principal Accounting Policies

The financial statements have

been prepared in accordance with
applicable Accounting Standards and
the Statement of Recommended
Practice ‘Accounting by Registered
Social Landlords Update 2005’, and
comply with the Accounting
Requirements for Registered Social
Landlords General Determination 2006.
Accounting policies are consistently
applied. A summary of the more important
accounting policies is set out here:

BASIS OF CONSOLIDATION

The consolidated accounts incorporate
the financial statements of London &
Quadrant Housing Trust and its subsidiary
undertakings, being Tower Homes
Limited, L&Q Bexley Homes Limited,
Crawley Foyer Limited, Quadrant
Housing Finance Limited, Quadrant
Construction Services Limited, Zest
Homes Limited, L&Q Beacon Homes,
Opus Property Services (UK), Venstone
Limited, Nucleus Services Limited, L&Q
Threshold Homes, Threshold Key Homes
and Threshold Development Limited.

The amalgamation of the Trust with
three of its subsidiaries took place on 31
March 2008. This created an entirely
new parent association (“amalgamated
entity”) with the four previous
associations being dissolved. As a result
these accounts do not report any

comparative results for the newly
amalgamated entity. The income and
expenditure and results for the
amalgamated entity are shown as nil
because amalgamation took place on 31
March 2008.

TURNOVER

Turnover represents rental and service
charge income receivable, fees
receivable, supporting people contract
income, proceeds from properties
developed for outright sale, and revenue
grants from the Housing Corporation
and other public authorities.

FIXED ASSETS AND DEPRECIATION
Depreciation is charged on a straight-
line basis over the expected useful
economic lives of fixed assets to write
off the cost less estimated residual
values at the annual rates set out below.

HOUSING PROPERTIES
Housing properties in the course of
construction are stated at cost and are
not depreciated. Housing properties are
transferred to completed properties
Depreciation basis
Housing properties

when they are ready for letting and are
stated at cost less depreciation.
Freehold land is not depreciated.

INVESTMENTS

The Trust retains a 25% stake in homes
purchased through the Homebuy
scheme, a variable percentage is
retained on the Key Worker Living
Initiative. Investment in Homebuy and
the Key Worker Living Initiative is funded
through Social Housing Grant and held
in the balance sheet at historic cost.

On subsequent disposal of homebuy
schemes, the original social housing
grant received is recycled. For key
homebuy schemes the original social
housing grant received plus any
subsequent surplus on disposal is
recycled.

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 grant receivable. Social

between 80 and 100 years

Short leasehold premises

shorter of 10 years or lease life

Furniture and equipment

12.5%

Motor vehicles

25%

Computer equipment

20%
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Housing Grant is credited to the income
and expenditure account to the extent
that it is claimed in respect of
development administration costs which
are not capitalised. When a Social
Housing Grant funded property is sold
the grant becomes ‘recyclable’ and is
transferred to a recycled capital grant
fund until it is reinvested into a
replacement property. Social Housing
Grant may be repayable in certain
circumstances such as when a property
is no longer used for social housing.
When Social Housing Grant becomes
repayable it is included as a current
liability until it is repaid. The repayment
of Social Housing Grant is generally
subordinated to the repayment of
housing loans as agreed with the
Housing Corporation.

WORKS TO EXISTING PROPERTIES
Works to existing housing properties are
only capitalised where they relate to
stock transferred from local authorities
or relate to large scale regeneration
projects and the properties are below
standard.

IMPAIRMENT

Housing properties that are depreciated
over a period in excess of 50 years are
subject to impairment reviews annually.
Other assets are reviewed for
impairment if there is an indication that
impairment may have occurred.

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 of the acquired subsidiary
or business. 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. Goodwill is
based on the discounted cashflow of the
subsidiary acquired.

LEASE OBLIGATIONS

Finance leases are recorded in the
balance sheet as assets and as an
obligation to pay future rentals.

The finance charges are allocated on a
straight line basis over the term of the
lease.

PROPERTIES HELD FOR DISPOSAL
Where the Group has identified
portfolios of properties to be sold within
the next financial year, their net book
value has been transferred out of fixed
assets to current assets.



Notes on the Financial Statements

Year ended 31 March 2008 L&Q Group

1. Principal Accounting Policies continued

PENSION CONTRIBUTIONS
Contributions to the defined benefit
pension scheme are calculated as a
percentage of pensionable salaries of the
employees, determined in accordance
with actuarial advice. The actual pension
cost is charged to the income and
expenditure account based on spreading
the cost of pensions over the service
lives of employees.

Contributions to the defined
contribution scheme are calculated as a
percentage of pensionable salaries of
the employees. The actual cost is
charged to the income and expenditure
account.

The difference between the fair value
of the assets held in the Trust’s defined
benefit pension scheme and the
scheme’s liabilities measured on an
actuarial basis using the projected unit
method are recognised in the Trust’s
balance sheet as a pension scheme
asset or liability as appropriate.

The carrying value of any resulting
pension scheme asset is restricted to
the extent that the Trust is able to
recover the surplus either through
reduced contributions in the future or
through refunds from the scheme.

Changes in the defined benefit pension
scheme asset or liability arising from
factors other than cash contributed by
the Trust are charged to the income
and expenditure account or the
statement of total recognised surpluses
and deficits in accordance with FRS17
‘Retirement Benefits’.

DEFERRED INCOME

AND EXPENDITURE

Premiums on debt issues and other
contributions to future expenditure made
by third parties are treated as deferred
income. Deferred income is released to
the income and expenditure account
over the period when the expenditure to
which it relates is incurred.

Financing costs such as indemnity and
insurance premiums payable on debt
issues are held against issue proceeds as
deferred expenditure and amortised over
the term of the loan.

CAPITALISATION OF

INTEREST AND DEVELOPMENT
ADMINISTRATION COSTS

Interest on borrowings is charged to
housing properties under construction
up to the date of completion of

each scheme.

The interest charged is either on
borrowings specifically financing a
scheme or on net borrowings to the
extent that they are deemed to be
financing a scheme. This treatment
applies irrespective of the original
purpose for which the loan was raised.

Staff costs which are directly attributable
to bringing housing properties into
working condition for their intended use
are capitalised.

INTEREST PAYABLE

In accordance with FRS4, interest payable
on stepped interest loans is allocated to
the income and expenditure account at
a constant rate equal to the effective
annual rate of interest.

The additional interest cost accruing as
a result of this treatment is added to the
loan outstanding, and will be released to
the income and expenditure account
when actual payments exceed the
effective annual rate.

PROVISIONS

The Trust only provides for legal or
constructive liabilities which exist at the
balance sheet date.

HOSTELS MANAGED BY AGENCIES
Social Housing Grant claimed and capital
expenditure incurred on hostels owned
by the Trust are included in the balance
sheet of the Trust. The treatment of other
income and expenditure is determined
by whether day to day financial risk has
been substantially transferred or retained
by the Trust.

Where risk has been retained by the Trust
all the hostels’ income, expenditure,
assets and liabilities are included in the
Trust’s financial statements.

Where risk has been substantially
transferred to the agency, the Trust’s
financial statements include only the
income, expenditure, assets and liabilities
arising directly from Trust operations.

TAXATION

The charge for taxation is based on the
surplus for the year and takes into
account taxation deferred. Deferred
taxation on differences between the
treatment of certain items for accounting
and taxation purposes is accounted for
to the extent that a liability or asset is
expected to be payable or recoverable in
the foreseeable future.

RELATED PARTIES

The Trust has taken advantage of the
exemption contained in FRS8 and has
therefore not disclosed transactions or
balances with entities which form part
of the Group.
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Notes on the Financial Statements

Year ended 31 March 2008 L&Q Group

2. Turnover, operating surplus and surplus before tax

L&Q Group
2008 2007
Operating Operating Operating Operating
Turnover costs surplus Turnover costs surplus
£000 £000 £000 £000 £000 £000
Social housing lettings (Note 3)
General needs housing 172,341 (114,500) 57,841 139,332 (89,391) 49,941
L&Q Supported Living 16,363 (15,256) 1,107 14,728 (15,442) (714)
Key worker accommodation 4,178 (3,462) 716 4,283 (2,808) 1,475
Shared ownership 15,349 (7,241) 8,108 9,583 (3,600) 5,983
Leaseback schemes 2,218 (226) 1,992 2,290 a71 2,119
Large scale regeneration 8,586 (3,950) 4,636 7,841 (3,904) 3,937
Total social housing 219,035 (144,635) 74,400 178,057 (115,316) 62,741
Other social housing activities
Supporting people contract income 2,299 (4,245) (1,946) 1,816 (1,592) 224
Development administration 3,374 (7,659) (4,285) 1,245 (5,789) (4,544)
Non-social housing activities
Properties developed for outright sale 14,434 9,312) 5,122 5,304 (4,188) 1,116
Student accommodation 2,102 (746) 1,356 2,814 (1,467) 1,347
Other income and expenditure 2,522 (3,756) (1,234) 4,049 (4,096) 47)
Operating Surplus 243,766 (170,353) 73,413 193,285 (132,448) 60,837
Surplus on sale of housing properties 23,922 24,393
Interest receivable 8,382 5,365
Interest payable and similar charges (62,042) (44,207)
Other finance costs 468 (478)
Surplus on ordinary activities before tax 44,143 45,910
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Notes on the Financial Statements

Year ended 31 March 2008 L&Q Group

3. Income and expenditure from social housing lettings

L&Q Group
General L&Q Shared Leaseback Large Total Total
needs Supported Key worker ownership schemes scale 2008 2007

housing Living accommodation accommodation regeneration
£000 £000 £000 £000 £000 £000 £000 £000
Rent receivable net of identifiable service charges 165,002 12,835 3,749 11,545 2,218 8,048 203,397 167,464
Charges for support services - 135 - - - - 135 -
Service charges receivable 5,793 2,722 429 3,554 - 513 13,011 9,049
Gross rents receivable 170,795 15,692 4,178 15,099 2,218 8,561 216,543 176,513
Housing Corporation revenue grants - 639 - - - - 639 824
Other revenue grants 1,546 32 - 250 - 25 1,853 720
Turnover from social housing lettings 172,341 16,363 4,178 15,349 2,218 8,586 219,035 178,057
Management 19,056 5,909 911 3,130 3 1,477 30,486 26,370
Support cost - - - - - - - 2,375
Services 7,985 3,807 1,077 2,904 223 393 16,389 14,022
Routine maintenance 36,173 2,523 909 68 - 1,378 41,051 26,205
Planned maintenance 17,899 1,806 46 - - 630 20,381 13,095
Major repairs expenditure 22,669 1,135 17 372 - 41 24,234 30,806
Bad debts 1,467 58 502 (14) = 31 2,044 79
Property lease charges 2,158 = = = = = 2,158 =
Depreciation 7,091 18 - 781 - 7,890 4,730
Other costs 2 2 = 2 > ° 2 9
Operating costs on social housing lettings 114,500 15,256 3,462 7.241 226 3,950 144,635 115,316
Operating surplus on social housing lettings 57,841 1,107 716 8,108 1,992 4,636 74,400 62,741
Rent losses from voids (4,006) (237) (543) (104) - (245) (5,135) (3,794
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4. Surplus on sale of housing properties

Group Group
2008 2007
£000 £000 Included in sale proceeds for the L&Q Group and
Sale proceeds 59,693 63136 London & Quadrant Housing Trust is £4.3 million
Grant recovered 3) : (2007: £2.2 million) relating to the transfer of housing
Grant abated 286 275 properties to other housing associations.
Homebuy disposals 376 758
Key homebuy disposals (60) =
Cost of sale (34,262) (36,697)
Incidental sale expenses (2,058) (3,079
Surplus on sale 23,922 24,393
5. Directors’ emoluments
The directors are defined as the members of the Group Board,
Group Group including the Chief Executive and any other person reporting
2008 2007 directly to the Chief Executive or the Board and any member of
£000 £000 the senior management team.

Aggregate emoluments payable to directors
(including pension contribution and benefits in kind) 1,669 1,452 A payment of £119k was made as compensation for loss of
office and £65k was paid in lieu of notice during 2008
(2007:£nil). The total of £184k is included in the emoluments

Emoluments payable to the highest paid director

(excluding pension contributions but including benefits in kind) 294 200 sl o i st ped et 1 2006, The fehes e
Total expenses reimbursed to the directors director in 2008 was not the Chief Exectutive. The ex Chief
not chargeable to United Kingdom income tax 5 9 Executive’s emoluments excluding pension contributions but

including benefits in kind was £228k in 2008.

None of the non-executive members of the Group Board
recieved any emoluments during the year (2007:£nil)
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6. Employee information

The average weekly number of persons employed during the year

expressed as full time equivalents (FTE)

Group Group

2008 2007

FTE FTE

Office staff and care support workers 824 724
Wardens, caretakers and cleaners 73 79
897 803

Staff costs (for the above persons) £000 £000
Wages and salaries 29,106 24,182
Social security costs 2,891 2,443
Other pension costs 3,038 3,393
Total for L&Q Group 35,035 30,018
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7. Interest payable and similar charges

Statements

Group Group
2008 2007
£000 £000
On loans repayable within one year 2,079 17,645
On loans repayable between one year and five years 25,096 3,726
On loans wholly or partly repayable in more than five years 48,721 33,460
75,896 31,091
Less: capitalised in housing properties (13,854 (10,624
62,042 44,207
8. Surplus on ordinary activities before tax
Group Group
2008 2007
£000 £000
Surplus on ordinary activities before tax
is stated after charging/(crediting):
Depreciation and impairment 9,271 4,730
Auditors’ remuneration (including VAT and expenses)
- in their capacity as auditors 198 165
- in respect of other services 14 -
Surplus on sale of housing properties (23,922) (24,393)
Surplus on sale of other fixed assets 20 18)

24  L&Q GROUP | FINANCIAL STATEMENTS 2008

Interest is capitalised at an average rate of 5.95 % on the
Group’s borrowings required to finance housing property
developments (2007: 5.95 %).
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9. Tax on surplus on ordinary activities

Group Group

2008 2007

£000 £000

UK corporation tax 706 -

Adjustment in respect of prior year (541) -

165 =

L&Q Group 2008 2007

£000 £000

Surplus on ordinary activities before tax 44,143 - =
Surplus on ordinary activities multiplied by the standard

rate of corporation tax in the UK of 30% (2007: 30%) 13,243 -

Effects of:

Exemption for charitable activities (12,537) -

Adjustment to tax charges in respect of previous periods (541) =

Current tax charge for the year 165 =

The Trust is exempt from UK corporation tax due to

its charitable objects. Tax assessable results relate to the Trust’s
subsidiary undertakings Threshold Key Homes, Zest Homes
Limited, Quadrant Construction Services and Quadrant
Housing Finance. A charge to tax of £165k arises in these
entities in 2008 (2007:£nil).

The tax assessed for the year is lower than the standard rate of
corporation tax in the UK (30%). The differences are explained
in the figures shown on the left.
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10. Tangible assets - Housing Properties

Housing properties Housing properties Non-social housing Commercial Total

Under construction held for lettings held for lettings properties 2008
Group General Needs Shared Ownership General Needs Shared Ownership
Cost £000 £000 £000 £000 £000 £000 £000
At 1 April 2007 222,142 178,589 2,311,323 208,453 12,567 1,047 2,934,121
Schemes completed in the year (146,859) (39,989) 146,859 39,989 - - -
Additions- construction costs 242,839 68,733 3,148 - - 692 315,412
Acquisitions - new properties aquired | 527,771 - - - - - 527,771
Transfer to other rsls (975) - (28,709) - - - (29,684)
Disposals - - (23,921) (9,295) - - (33,216)
Proceeds from first tranche sales - (50,065) - (1,403) - - (51,468)
At 31 March 2008 844,918 157,268 2,408,700 237,744 12,567 1,739 3,662,936
Social Housing Grant
At 1 April 2007 103,916 73,433 1,349,801 104,496 - = 1,631,646
Schemes completed in the year (83,412) (22,626) 83,412 22,626 - - -
Received during year 102,069 9,808 2,420 - - - 114,297
Acquisitions 323,939 - - - - - 323,939
Transfer to other rsls (2,734 - (33,966) - - - (36,700)
Grant abated/repaid - - (5,421) (4,628) - - (10,049)
Recycled on disposals - - (182) (286) - - (468)
At 31 March 2008 443,778 60,615 1,396,064 122,208 - - 2,022,665
Depreciation
At 1 April 2007 1,305 = 35,307 1,063 645 5 38,325
Charge for year (1,305) 1,305 6,638 (106) 95 5 6,632
Eliminated in respect of disposals - - (308) (101) - - (409)
At 31 March 2008 - 1,305 41,637 856 740 10 44,548
Net book value
At 31 March 2008 401,140 95,348 970,999 114,680 11,827 1,729 1,595,723
At 31 March 2007 116,921 105,156 926,215 102,894 11,922 1,042 1,264,150
London & Quadrant Housing Trust on amalgamation
Cost 843,559 163,042 2,348,058 237,744 12,567 1,739 3,606,709
Social housing grant (443,778) (60,615) (1,388,389) (122,208) = - (2,014,990)
Depreciation - - (40,955) (2,067) (740) (10) (43,772)
Net book value 399,781 102,427 918,714 113,469 11,827 1,729 1,547,947
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Additions to housing properties during
the year include capitalised interest of
£13,854,000 (2007: £10,624,000) and
capitalised administration costs of
£3,226,000 (2007: £2,884,000).

At 31 March 2008 the completed
housing stock was evaluated by
Countrywide Surveyors Limited to have
an open market vacant possession value
in the region of £8,821 million (2007:
£6,809 million) compared with a cost of
£2,659 million (2007: £2,532 million).

Completed housing land and buildings
comprise:

Freehold £1,017million
(2007: £983 million)

Long leasehold £68.5 million
(2007: £46 million)
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10. Tangible assets - Other fixed assets

Freehold Leasehold Office Motor Total
office office furniture vehicles 2008
Group premises premises and
equipment

Cost £000 £000 £000 £000 £000
At 1 April 2007 10,296 2,830 7,821 780 21,727
Additions 40 - 1,101 251 1,392
Acquisition 4,590 - - - 4,590
Disposals - - (4,363) (228) (4,591)
At 31 March 2008 14,926 2,830 4,559 803 23,118
Depreciation
At 1 April 2007 1,769 1,469 6,922 473 10,633
Charge for year 201 106 1,417 188 1,912
Eliminated in respect of disposals - - (4,269) (154) (4,423)
At 31 March 2008 1,970 1,575 4,070 507 8,122
Net book value
At 31 March 2008 12,956 1,255 489 296 14,996
At 31 March 2007 8,527 1,361 899 307 11,094
London & Quadrant Housing Trust -
on amalgamation
Cost 13,769 2,830 4,559 803 21,961
Depreciation (1,970) (1,575) (4,070) (507) (8,122)
Net book value 11,799 1,255 489 296 13,839
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11. Debtors

Statements

Group Trust Group
2008 2008 2007
Amounts receivable within one year: £000 £000 £000
Arrears of rent and service charges 17,832 17,776 10,127
Less: provision for bad and doubtful debts (10,738) (10,710) (5,462)
7,094 7,066 4,665
Social Housing Grant receivable 15,258 15,258 8,348
Other debtors and prepayments 15,464 15,043 18,364
Amounts owing from subsidiaries - 83,048 =
37,816 120,415 31,377
12. Creditors

Amounts falling due within one year
Group Trust Group
2008 2008 2007
£000 £000 £000
Recycled capital grant fund (note 13) 7,115 7,075 3,288
Bank overdraft 13 13 -
Housing loans 21,568 3,046 27,633
Trade creditors 5,622 2,682 6,185
Other taxation and social security 1,969 1,199 730
Accruals 30,223 28,742 31,142
Other creditors 66,946 65,840 68,864
Disposal proceeds fund (note 13) 2,539 2,539 815
Amounts due to subsidiaries - 11,735 -
135,995 122,871 138,657
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Amounts owing from subsidiaries represent inter-company
balances in respect of staff and administration costs and
includes on-lending from London & Quadrant Housing Trust.

Amounts due to subsidiaries represent interest payable on loans
from Quadrant Housing Finance Limited and inter-company
balances.

Of housing loans £10 million (2007: £10 million) is repayable on
maturity, the balance is repayable in instalments.
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12. Creditors continued

Amounts falling due after more than one year

Group Trust Group
2008 2008 2007
£000 £000 £000
Housing loans:

- repayable by annual instalments 742,944 729,471 866,723
- repayable on maturity 525,641 525,641 131,495
- guaranteed by local authorities 1,731 1,731 3,546
Total housing loans 1,270,316 1,256,843 1,001,764
Financing costs capitalised (1,881) (1,881) (2,925)
Net housing loans 1,268,435 1,254,962 998,839
Deferred income 5,080 5,080 3,102
Other creditors 3,922 2,922 7,148
Disposal proceeds fund (note 13) 11,516 11,516 5,088
Recycled capital grant fund (note 13) 39,935 39,935 27,481
1,328,888 1,314,415 1,041,658
Group Trust Group
2008 2008 2007
£000 £000 £000

Source of housing loans:
Banks and building societies 955,249 941,776 723,632
Capital market issues 314,817 314,817 276,401
Other 250 250 1,731
1,270,316 1,256,843 1,001,764

Housing loans are secured by a combination of fixed and
floating charges on properties and carry different, but largely
fixed rates of interest. Loans repayable on maturity fall due
between 1 and 25 years. Loans guaranteed by local authorities
relate to properties which are leased to the relevant local
authorities. They are repayable by instalments at a stepped rate
of interest and the local authority is committed to pay rent
which is sufficient to finance mortgage repayments and related
management costs.

Capital market issues include a £130 million guaranteed
secured stepped coupon bond issued on 4 February 1998
through Quadrant Housing Finance Limited. The bond is
repayable in annual instalments from 2018 to 2033.

L&Q GROUP | FINANCIAL STATEMENTS 2008 29



Notes on the Financial Statements

Year ended 31 March 2008 L&Q Group

12. Creditors continued
Amounts falling due after more than one year

Group Trust Group
2008 2008 2007
£000 £000 £000
Loans repayable by instalments fall due as follows:
- between one and two years 4,600 4,600 8,300
- between two and three years 2,034 2,034 7,060
- between three and five years 8,678 8,678 6,062
- in five or more years 727,632 714,159 845,301
742,944 729,471 866,723
2008 2007
Book value Current value Book value Current value
£000 £000 £000 £000
Short term debt and current portion of long term debt 21,568 21,568 27,633 27,633
Long term debt 1,268,435 1,340,618 998,839 1,110,610
Total Floating Fixed Weighted Weighted
borrowings  borrowings average average time
interest for which
rate rate is fixed
£000 £000 £000 % years
As at 31 March 2008:
Loans 1,281,611 236,382 1,045,229 5.94% 23
As at 31 March 2007: 1,002,950 462,187 540,763 6.38% 15

Loans
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Set out left is a year end comparison of current and book
values of all the L&Q Group’s financial instruments by category.
Where available, market rates have been used to determine
current values. Where market rates are not available, current
values have been calculated by discounting cash flows at
prevailing interest rates.

Short term debtors and creditors are not treated as financial
assets or financial liabilities. The fair value of cash was not
materially different from its book value.

After taking into account the various interest rate swaps, caps
and collars entered into by the L&Q Group, the interest rate
exposure of the L&Q Group’s borrowings is shown in the
figures (left).
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13. Recycled capital grant fund and disposal proceeds fund

Recycled capital grant fund Disposal proceeds fund
Group Trust Group Group Trust Group
2008 2008 2007 2008 2008 2007
£000 £000 £000 £000 £000 £000
Fund at beginning of year 30,769 8,870 20,495 5,903 5,903
Arising on acquisitions 1,477 23,376 3,195 3,987 3,987 3,369
Homebuy / Key Worker Living 17,328 17,328 10,297 - - 474
Net SHG abated/(recovered) (393) (393 275) - - -
Transferred to fund during year 8,625 8,342 8,687 3,855 3,855 2,088
Transferred from group undertaking during year - 259 - - - -
Interest credited to fund 2,501 2,485 1,143 634 634 269
Utilised during the year (13,257) (13,257) (12,773) (324) (324) 297)
Fund at end of year 47,050 47,010 30,769 14,055 14,055 5,903
14. Provision for liabilities and charges Total
Leasehold Total Leasehold provision
repairs Other 2008 repairs Other 2007
L&Q Group £000 £000 £000 £000 £000 £000 The leasehold repairs provision
At beginning of year 94 1,019 1,113 121 811 932 represents the amounts set
Movement to/from provision - (936) (936) 27 208 181 aside to meet a contractual
Expenditure during year - - . = - - liability for the repair of
At end of year 94 83 177 94 1,019 1,113 TTEMEEEE] PepEiitee, 1S IEA1137
arising on handback of such
properties to their owners.
London & Quadrant Housing Trust
At beginning of year = = = Other provisions represent
Movement to/from provision 94 83 177 amounts set aside to meet a
Expenditure during year ) _ ) major repairs contractual liability.
At end of year 94 83 177
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15. Share capital

Group Trust Group
2008 2008 2007
Number Number Number
Shares of £1 each issued and fully paid
At beginning of year 202 = 177
Arising on acquisitions 19 - 70
Arising on amalgamation - 97 -
Issued during year 41 - 6
Surrendered during year (19) - (51
At end of year 243 97 202
16. Reserves
L&Q Group Revenue
Reserve
2008
£000
At beginning of year 249,549
Adjustment to negative goodwill (373)
Actuarial loss on pension scheme liability (1,219)
Surplus for the year 43,978
At end of year 291,935

32  L&Q GROUP | FINANCIAL STATEMENTS 2008

The share capital of the Trust consists of shares with a nominal
value of £1 each which carry no rights to dividends or other
income. Shares in issue are not capable of being repaid or
transferred. When a shareholder ceases to be a member, that
person’s share is cancelled and the amount paid up thereon
becomes the property of the Trust. Therefore all shareholdings
relate to non-equity interests.
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16. Reserves (continued)

London & Quadrant Housing Trust Revenue
Reserve

2008

£000

Transfer on amalgamation 318,425
At end of year 318,425

17. Acquisition of subsidiary undertakings
On 16 January 2008 London & Quadrant Housing Trust acquired the assets and liabilities of Ujima Housing Association and by virtue of control Lien
Viet Housing Association. As Lien Viet is to transfer to another association within the next 12 months and has never been accounted for in the L&Q
Group it is not included in the consolidation of the L&Q Group at 31 March 2008.

Ujima Housing Association

Fair Value

Book value Adjustment Fair value
£000 £000 £000

Net assets acquired
Fixed assets housing properties (net of SHG) 194,382 9,131 203,513
Fixed assets - other 2,688 1,902 4,590
Debtors 5,206 - 5,206
Cash 5,978 = 5,978
Creditors (211,592) (6,948) (218,540)
Net assets acquired (3,338) 4,085 747
Negative goodwill 747

Satisfied by consideration -
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17. Negative goodwill (continued)

The negative goodwill is amortised over the remaining useful lives of the underlying housing properties, being 100 years.

Accumulated Group

Negative amounts Negative Adjustment/ Negative Trust

Goodwill amortised to goodwill at Acquisitions Amortised goodwill at Negative goodwill

on Acquisition 31st March 31st March in Year in Year 31st March at 31 March

2007 2007 2008 2008

£000 £000 £000 £000 £000 £000 £000

Nucleus Housing Group (11,844) 375 (11,469) - 118 (11,351 -

Beaver L&Q Limited (14,307) 301 (14,006) - 143 (13,863) (333)
(formerly Beaver Housing Society)

Threshold Group of companies (17,586) - (17,586) (373) 176 (17,783) =

Lewisham Older People’s HA 913) - 913) - 12 901 (901)

Ujima Housing Association - - - (747) - (747) (747)

(44,650) 676 (43,974) (1,120) 449 (44,645) (1,981)
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18. Housing stock

The number of units of accommodation at 31 March 2008 was:

Housing managed by the L&Q Group Group Trust Group
2008 2008 2007
Number Number Number
Social housing
General needs housing 38,416 38,404 33,613
Long leaseholders 1,021 1,021 804
Supported housing 4,410 4,410 3,959
Temporary social housing 225 225 365
Key worker accommodation 1,280 1,280 1,403
Large scale regeneration 2,291 2,291 2,311
Shared ownership accommodation 5,070 4,244 4,500
Key worker living 3,033 3,033 3,046
Leaseback schemes 79 79 154
Total social housing 55,825 54,987 50,155
Non-social housing
Market renting 161 153 17
Student accommodation 671 671 813
Total non-social housing 832 824 830
Grand total 56,657 55,811 50,985
Being:
Owned and managed 53,006 52,160 47,420
Managed only 3,651 3,651 3,565
56,657 55,811 50,985
Housing under development 8,508 6,802 5,146
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19. Notes on the cash flow statement

a) Reconciliation of operating surplus to 2008 2007

net cash inflow from operating activities £000 £000

Operating surplus 73,413 59,721

Depreciation charges and amortisation of finance costs 8,095 7,274

Increase in stock (31,367) (27,169)

Decrease in debtors 5,677 2,934

Increase in creditors (4,098) (34,288)

Surplus on sale of fixed assets 20 18

Decrease in provision (936) 181

Net cash inflow from operating activities 50,764 8,635

b) Reconciliation of net cashflow 2008 2007

to movement in net debt £000 £000

Increase in cash in the year (47,233) 48,255

Cash inflow from debt increase (258,909) (272,250)

Cash outflow/(inflow) from management of liquid resources 1,133 3,700

Change in net debt resulting from cash flows (305,099) (220,295)

Net debt at 1 April (896,783) (676,488)

Net debt at 31 March (1,201,792) (896,783)

c) Analysis of changes in net debt At 31 March At 31 March
2007 Cashflow 2008
£000 £000 £000

Cash at bank and in hand 112,818 (47,233) 65,585

Debt due after one year (1,003,678) (264,757) (1,268,435)

Debt due within one year (27,416) 5,848 (21,568)

Cash on deposit 21,493 1,133 22,626

(896,783) (305,009) (1,201,792)
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Cash balances include £12,945,902 (2007: £12,832,902) held
in charged deposits to comply with funders’ requirements.
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20. Pension costs

London & Quadrant Housing Trust
operates a defined benefits scheme
based on final pensionable salary.
It is independently administered. This
scheme was closed to new members
during 2001 and so current service costs
will increase in time. As at 31 March 2008
there were 161 (2007: 173) active
members participating in this scheme.
The Bexley scheme had 10 active
members (2007: 10) at 31 March 2008,
the Waltham Forest Scheme had 7 active
members (2007:8), and Bucks CC had 18
active members (2007: 22).

The pension cost is assessed in
accordance with the advice of an

independent professionally qualified
actuary using the projected accrued
benefit method and is not materially
different from that arising from the
current employer’s contribution rate.
There was no deficiency within the
scheme on the Statutory Minimum
Funding Requirement as at the date of
the last review. Following the transfer of
stock from the London Borough of Waltham
Forest, some L&Q staff are members of the
Waltham Forest Borough defined benefit
scheme.

The results and assumptions of the most
recent valuation of the London & Quadrant
Housing Trust scheme are as set out below.

Valuation

L&Q Trust Bexley London Waltham Forest
Scheme Borough Scheme Borough Scheme
Valuation date 1 April 2004 1 April 2004 1 April 2004
Valuation method projected unit projected unit projected unit
Value of assets £2,528 million £297 million £318 million
Funding level for accrued benefits 60.5% 83% 70%

Investment return per annum:
- Post retirement 5% 6.3% 6.1%
- Pre retirement 6.75% 7.0%
Salary scale increases per annum 4% 4.4% 4.2%
Pension increases per annum 3% 2.7% 2.7%

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

The pension contributions payable by
L&Q during the accounting period were
equal to 21.5% of pensionable salary for
the accounting period as recommended
by the actuary. Surpluses and deficits are
spread over employees’ future service
lives, and the pensions charge recorded
by L&Q during the accounting period was
equal to the contributions payable. The
pension contribution payable on the
Waltham Forest Scheme is 10.8%, for the

Bexley Scheme is 21% and for the Bucks CC
scheme is 15% depending on the level of
employee contribution.

Actuarial assumptions

Bucks CC
Scheme
1 April 2004
projected unit Discount rate
£733 million Salary increase rate
66% Pension increase rate
Rate of inflation
6.9%
%

L&Q Trust Bexley London
Scheme Borough Scheme
2008 2007 2008 2007
6.3% 5.50% 6.1% 5.4%
4.65% 4.55% 3.6%  4.85%
3.0% 3.00% 3.6% 3.1%
3.5% 3.40% 3.6% 3.1%
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Waltham Forest
Borough Scheme

2008 2007

6.3% 5.50%
4.65%  4.55%

3.0%  3.00%
3.5% 3.40%

Bucks CC

Scheme

2008 2007
6.6% 5.4%
5.2% 5.1%
3.7% 3.3%
3.7% 3.3%
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20. Pension costs continued

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

L&Q Trust Scheme
2008 2007 2006 2005 2004 2008 2007 2006 2005 2004
value value value value value Expected Expected Expected Expected Expected
rate of rate of  rate of rate of rate of
return return return return return
Scheme assets and expected returns £000 £000 £000 £000 £000 % % % % %
- equities 32,372 34,522 25,690 19,224 16,532 7.5% 7.8% 7.5% 7.5% 7.5%
- bonds 24,279 24,313 15,403 9,142 8,441 6.3% 5.1% 4.8% 5.0% 5.0%
- cash 1,157 177 260 1 118 4.5% 4.8% 3.75% 3.75% 3.75%
Total 57,808 59,012 41,353 28,367 25,091
Value of liabilities (62,120) (62,885) (60,984) (50,710 (43,302)
Net pension (liability)/asset (4,312) (3,873) (19,631) (22,343) (18,211)
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20. Pension costs continued

Bexley London Borough Scheme

2008 2007 2006 2005 2004 2008 2007 2006 2005 2004

value value value value value Expected Expected Expected Expected Expected

rate of rate of rate of rate of rate of

return return return return return

Scheme assets and expected returns £000 £000 £000 £000 £000 % % % % %

- equities 1,162 1,810 1,779 1,337 1,083 7.5% 7.5% 7.0% 7.50% 7.50%

- bonds 545 665 687 714 600 5.3% 5.1% 4.6% 5.00% 5.10%

- cash 172 123 50 49 34 6.4% 6.4% 4.5% 4.75% 4.00%
Total 2,329 2,598 2,516 2,100 1,717
Value of liabilities (3,063) (2914 (2922) (2,584) (2,146)
Net pension (liability)/asset (734) 316) (406) (484) (429)
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20. Pension costs continued

Waltham Forest Borough Scheme Bucks CC Scheme
2008 2007 2006 2008 2007 2006 2008 2007 2008 2007
Value Value Value Expected Expected Expected Value Value Expected Expected
rate of return rate of return rate of return rate of return  rate of return
Scheme assets and expected returns £000 £000 £000 % % % £000 £000 % %
- equities 1268 1367 1,306 7.5% 7.8% 7.5% 2,395 2,694 7% 7.2%
- bonds 422 316 285 4.5% 51% 4.8% 905 843 4.3% 4.4%
- cash - 70 44 4.5% 4.8% 3.75% 440 406 5.0% 5.0%
Total 1,690 1,753 1,635 3,740 3,943
Value of liabilities (1,436) (1,411) (1,439) (6,154 (6,810)
Net pension asset/(liability) 254 342 196 (2.414) (2,867)
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20. Pension costs continued

L&Q Trust Bexley London Waltham Forest Bucks CC Total
Scheme Borough Scheme Borough Scheme Scheme

2008 2007 2008 2007 2008 2007 2008 2007 2008 2007

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Analysis of other pension costs charged in arriving
at operating surplus
Service costs 1,782 2,058 39 55 30 42 49 171 1,900 2,326
Analysis of amount included in other finance income/(costs)
Expected return on pension scheme assets 3,998 2,715 163 148 126 113 254 238 4,541 3,214
Interest on pension scheme liabilities (3,486) (3,145) (153) (143) (78) 74) (356) (330) (4,073) (3,692)
Net return 512 (430) 10 5 48 39 (102) 92) 468 (478)
Movement in surplus during the year
Deficit in scheme at beginning of year (3,873) (19,631) (316) (406) 342 196 (2,867 (3,010 6714  (22,851)
Movement in year:
- current service costs (1,782) (2,058) 39 (55 30 (42) (49) a71 (1,900) (2,326)
- contributions 1,976 16,531 39 57 18 20 126 95 2,159 16,703
- other finance costs 512 (430) 10 5 48 39 (102 92 468 (478)
- actuarial gain or loss (1,145) 1,715 (428) 83 (124) 129 478 311 (1,219) 2,238
(Deficit)/surplus in scheme at end of year (4,312 (3,873) (734) 316) 254 342 (2,414) (2,867) (7,206) (6,714)
Comprising:
Pension asset 254 342
Pension liability (7,460) (7,056)

(7,206) 6,714
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20. Pension costs continued

Analysis of amount recognised
in statement of total
recognised gains and losses

- asset loss

- liability loss

- change in assumptions

Net (loss)/surplus

L&Q Trust

Scheme

2008 2007

£000 £000

(6,553) 895

11.3% (2007: 1.5%) of scheme liabilities
178 -

0.3% (2007: 0%) of scheme liabilities
5,230 820

9% (2007: 2.7%) of scheme liabilities
(1,145) 1,715

Bexley London
Borough Scheme

2008 2007

£000 £000

241) 47

10.3% (2007: 1.8%) of scheme liabilities
3) -

0.1% (2007: 0%) of scheme liabilities
(184) 130

6% (2007: 4.5%) of scheme liabilities
(428) 83

Waltham Forest
Borough Scheme

2008 2007

£000 £000

(202) 4

12% (2007: 0.3%) of scheme liabilities
(48) 103

3.3% (2007: 7.3%) of scheme liabilities
126 22

7%(2007: 1.6%) of scheme liabilities

(124) 129

The Trust set up a defined contribution pension scheme in 2001. There were no outstanding or prepaid contributions at either the beginning or end of the financial year.
Contributions made in the year totalled £709,436 (2007: £416,093).

Social Housing Pension Scheme

Bucks CC

Scheme

2008 2007

£000 £000

(336) 254

9% (2007: 1.4%) of scheme liabilities
102 57

7.8% (2007: 4.6%) of scheme liabilities

712 -
54% (2007: 0%) of scheme liabilities
478 311

The Group also participates in the Social Housing Pension Scheme (SHPS) which is a multi-employer defined benefit scheme. The scheme is funded and is contracted out of the state scheme. The group has elected to

operate the final salary with a 1/60th accrual rate benefit structure for active members. The last formal valuation of the scheme was performed as at 30th September 2005 by a professionally qualified Actuary. The valuation

used the projected unit credit method. The market value of the scheme’s assets at the last valuation date was £1,278 million. The valuation revealed a shortfall of assets compared with the value of liabilities of £283 million,

equivalent to a past service funding level of 82%. The Group paid contributions at the rate of 11.7% during the accounting period. Member contributions vary between 3.1% and 6.1%, depending on the age of the individual

at the date of joining the scheme. It is not possible to identify the share of underlying assets and liabilities belonging to individual participating employers. Due to the nature of the scheme, the income and expenditure

account charge for the period under both SSAP24 and FRS 17 represents the employer contributions payable.

The financial assumptions underlying the valuation were as follows:

% p.a. relative to inflation

Rate of salary increases to 30 September 2010 5.0%
Rate of salary increases from 10 October 2010 4.0%
Rate of pension increases 2.5%
Investment return pre retirement 7.2%
Rate of return post retirement 4.8%
Rate of price inflation 2.5%
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20. Pension costs continued

The accumulated assets of the scheme were assumed to earn the same return as if they had been invested in a portfolio comprising 100% UK equities for non-pensioner liabilities and 25% UK equities/75% index-
linked gilt for pensioner liabilities. 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. The long-term
joint contribution rate required from employers and members to meet the cost of future benefit accruals was assessed as 17.6% of pensionable salaries. The next valuation will be as at 30th September 2008. The
Group has been notified by the Pensions Trust Office of the estimated employer debt on withdrawal from the Social Housing Pension Scheme based on the financial position of the scheme at 30 September 2005.

21. Capital commitments

Group Trust Group

2008 2008 2007
£000 £000 £000
Capital expenditure that has been contracted for but

has not been provided for in these financial statements | 224,000 180,000 132,000
Capital expenditure that has been authorised by the

Group Board but has not yet been

contracted for 889,000 643,000 638,000

Capital expenditure that has been contracted but not provided for will be fully funded through social housing
grant, sale proceeds, committed loan facilities and group reserves

22. Legislative provisions

London & Quadrant Housing Trust is incorporated under the Industrial and Provident Societies Act 1965
with reference 20943 R and is registered with the Housing Corporation under reference LHO115.

23. Commitments under operating leases

As at 31 March 2008 the L&Q Group and London & Quadrant Housing Trust had annual commitments under
operating leases on land and buildings as set out below:

2008 2007
£000 £000
Operating leases which expire:
Less than one year 753 75
Between one and five years 1,578 371
Over five years 486 449
Total 2,817 895

24. Related party transactions

During the year inter-group charges of £13,485,000 (2007: £13,006,000) were made in respect of interest
on loans from Quadrant Housing Finance Limited to London & Quadrant Housing Trust and L&Q Bexley
Homes Limited and from London & Quadrant Housing Trust to Zest Homes Limited.

All other intra-group charges relate to the recovery of common costs in the usual course of business.
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