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MOAT HOUSING GROUP LIMITED
STRATEGIC AND DIRECTORS’ REPORT
for the year ended 31 March 2019

The Directors present the report and financial statements for Moat Housing Group Limited (MHG) for
the year ended 31 March 2019.

PRINCIPAL ACTIVITIES

MHG is a non-charitable registered provider regulated by the Regulator of Social Housing (RSH). ltis a
subsidiary of Moat Homes Limited (MHL) and operates as part of the Moat Group (Moat).

Its primary activities are the construction and sale of homes on the cpen market. It also has a small
portfolio of three social rented houses.

MHG's subsidiaries, Mariner Facilities Management Limited and Moat Development Limited are both
dormant.

OPERATING REVIEW

During the year ended 31 March 2019, work progressed on three open market sale developments. The
schemes, consisting of 37 homes, are being developed in partnership with other developers. 29 of
these homes are due to handover during 2019-20, and we are anticipating that 11 of these will have
sold by 31 March 2020, In April 2018 MHG purchased land to build an additional 87 homes, which are
due fo be handed over in 2020-21,

MHG's focus going forward continues to be to develop open market sales properties, either
independently or working with other developers. As well as using its reserves and sales proceeds to
fund the developments, MHG will borrow from MHL. and source scheme specific development finance.
MARKET REVIEW

Over the last twelve months, the lack of clarity as to when and how the UK will leave the EU has had a
significant effect on the operating environment. We are monitoring sales values closely and while we
are anticipating some down-valuations this is far from widespread with surpluses predicted at all of our
schemes. The key characteristic of the market appears o be uncertainty amongst potential buyers,
leading them to take longer to commit or deciding to wait until the political uncertainty around the exit
from the EU becomes clearer.

FINANCIAL REVIEW

. There was a deficit of £761k (2018: deficit of £80k) for the year.

. £745k of interest costs were recognised during the year. These costs arose on borrowings
required to meet development costs and are treated as an expense when they become due.

. During the year, MHG spent £17.9m on land and construction costs on properties for open
market sale. Intercompany borrowings increased to £18.6m (2018: £2.4m) and external funding
of £2.5m (2018: £nil) was drawn down,

. There were no open market sales in the year (2018: no sales). £10k (2018: £nil) of legal and
consultancy costs related to sourcing specific scheme funding for ongoing schemes.

. There was a surplus of £10k on social housing lettings (2018:; £10k).

. One (2018 two) Firstbuy loan was redeemed during the year making a surplus of £8k. Two
Firstbuy loans remain. Interest has started to be earned on these loans, £1k in 2018-19.

. Administrative costs of £32k (2018: £36k) cover audit and tax fees.

. At 31 March 2019 MHG had revenue reserves of £13.0m (2018: £13.7m).
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STRATEGIC AND DIRECTORS’ REPORT
for the year ended 31 March 2019

TREASURY REVIEW

Moat's Treasury Policy is designed to ensure sufficient liquidity and to reduce cur exposure to risk. it is
reviewed by the Finance Committee annually.

Liquidity

Borrowings at 31 March 2019 were £21.2m (2018: £2.4m). MHL provided £18.7m (2018: £2.4m), with
£31.3m of the £50m intercompany facility undrawn. Bank development finance is specific to individual
schemes with £2.5m (2018: £nil) drawn for the Raleys Gym scheme, leaving £1.4m undrawn.

Bank development finance is sourced to cover up to 60% of the funding of suitable schemes and an
additional £8.6m has been agreed in June 2019 for the All Saints scheme. The remainder of the
funding is met through borrowing from MHL, with the £50m intercompany facility reviewed annually to
ensure it meets MHG's requirements.

LONG TERM VIABILITY STATEMENT

The UK Corporate Governance Code reguires the Board to undertake an assessment of the future
prospects of MHG taking account of the current position and the principle risks facing the business.
This assessment was made by the Board using our core business processes, which include:

. l.ong Term Plan (LTP) — the Board reviews the LTP each year as part of its strategy review
process. The LTP process includes detailed stress testing which involves flexing a number of the
main assumptions underlying the forecast both individually and together under particutar
scenarios.

. Risk management — as described within the Risks section of this Strategic report, Moat has a
stricturad annraach to the management of risk and the orincipal risks identified are reviewed
regularty by the Board.

. Liquidity — the Board reviews forecast working capital requirements, cash flow, committed
borrowing, and available facilities.

in undertaking this review the Board have used a three year horizon. There is a high level of certainty
over the first year due to the preparation and approval of detailed budgets, supported by quarterly
reforecasts, Whilst we plan development spend and required facilities over a longer period than three
years, the selected period ensures that MHG is viable beyond our usual development commitment
fimeframe.

GOING CONCERN

MHG's development commitments will be funded from reserves, borrowing from MHL, scheme specific
external borrowing and saie proceeds. The £50m intercompany facility from MHL has been approved
to 31 March 2019, MHL will continue to suppoert MHG by extending the £50m facility to future years and
has issued a letter of support to the MHG Board.

As the Board therefore has reasonable expectations that MHG will continue to be able to operate and
meet its liabilities as they fall due for the foreseeable future it continues to adopt the going concern
basis in the financial statements.

POST YEAR END EVENTS

There have been no events since the financial year end that have had an important effect on the
financial position of MHG.

STATEMENT OF CONFIRMATION
The Directors confirm that they consider that the Directors' report and financial statements, taken as a

whole, are fair, balanced and understandable and provide the information necessary to assess MHG's
performance, business model and strategy.
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VALUE FOR MONEY (Vfii)

Moat's VIM strategy, which applies to MHG, brings together a number of supporting strategies to ensure
a coherent and co-ordinated approach with VM a key strand across the full range of its business
activities, including:

Strategic planning

Monthly key performance indicators

Budget and long-term plan

Investment appraisals for all development activities, including open market sale
Procurement

Change management process for on-geing improvements, e.g. system development
Social value

" & o & o & 0

MHG provides a minimal amount of social housing, with only 3 social renfed properties, and is not
currentty developing new social homes as this activity is carried out by MHL.

Actual Target Actual
2018-19 2018-19 201718

VM metrics
Operating margin {social housing lettings only) % 51% 50% 53%
Headline social housing cost per unit (HSHC) £ £820 £1,000 £1,000

The operating margin on social housing lettings at 51% compares favourably with the rest of Moat which
has a margin of 40%. The 53% for 2017-18 places MHG in the top quartite in comparison with the glohal
accounis metrics released by the Regulator of Social Housing.

The headline social housing cost per unit is fower than 2017-18. The low spend on the three houses is
in line with the age of the properties, having been built six years ago.

Investment appraisais, including a VIM statement by an independent employer’'s agent, are prepared for
all new open market sale developments. These require approval by Moat's Capital Projects Committee
and the MHG Board before proceeding. The appraisal ensures that the returns of this activity are
commensurate with the risks involved.

During the year all of the open market sale developments were in the planning or construction phase
and there were no sales in the year. Although this has resulted in a deficit for the year, we are
forecasting surpluses on sales of all of the homes in the programme based on current market values,
Sales will commence in 2019-20 and it is intended that any surpluses will be gift-aided to be used fo
cross-subsidise building affordable homes.

CORPORATE GOVERNANCE

The Board
The Board is respensible for the strategic direction of MHG and ensuring the business is run
effectively and efficiently.

The Board has adopted the main principles of the UK Corporate Governance Code and has complied
with its provisions other than C.1.3 - MHG does not produce half-yearly financial statements as they
are not required by the Regulator of Social Housing.

The Board, at the dale of approving these financial statements, consisis of four non-executive
members and three executives. Board member details are set out on page 2.

The Chair, lan Lindsay, joined MHG's Board in September 2014. He is currently a partner at Aspire
CP, a property consultancy specialising in strategic land acquisition and development management.
Prior to Aspire CP, lan served as Crossrail's Land and Property Director.
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CORPCRATE GOVERNANCE (continued)

Two new members of the Board were appointed during the year, however, one resigned due to a
promotion at his permanent place of work which impacted on his capacity to commit to Moat. All
members of the MHG Board also sit on the MHL parent Board. Recruitment and selection of new
members is based upon the skill set of the Board, aligned with the current and planned activities of
MHG. Beard composition is also monitored against Moat's Equality and Diversity Policy.

The Board undertakes an annual review of its performance collectively as weil as appraising each
member individually. During the year, the Board reviewed the membership of committees, updated ils
skills audit and considered succession planning. As well as formal Board meetings, the Board
arranges site visits to different Moat offices and schemes, an annual awayday to review strategy and
training sessions.

The Board delegates some of its responsibilities to the Executive Team, listed on page 2, and to
Committees. There are five Commiitees and each has a group wide remit with clear terms of reference
and delegated authority. Membership of Committees and attendance records are listed on page 3.
The detailed Terms of Reference are reviewed annually and may be accessed cnline at
www.moat.co.uk.

Audit Committee

The role of the Audit Commitiee is to monitor the integrity of accounts, review the effectiveness of
internal control systems including management, operational, and financial controls, and to monitor
Moat's risk management systems. As part of this work the committee monitors the terms of appointment
and work of both the internal and external auditors, and has a direct and regular line of communication
with them.

Finance Committee

The role of the Finance Committee is to monitor financial and development capital commitiments. The
committee also ensures that Moat adopts sound treasury management, borrowing, and investment
palicies and strategies.

Customer and Communities Commitiee

The Customer and Communifies Commitiee oversees the delivery of Moat's landlord function and
great service for Moat's customers across all tenures including the framework by which Moat’s service
to customers is managed tegether with digital initiatives to improve services. The Committee reviews
Moat's customer engagement strategies and processes for providing customers with information /
feedback and in conjunction with Mcat Foundation, ensure MHL community development activities are
targeted and consistent with Moat's social purpose.

Remuneration Committee
The Remuneration Committee is responsible for reviewing the remuneration of the Chief Executive, the
Executive Team, senior management, and non-executive Directors.

Governance and Nominations Committee

The role of the Governance and Nominations Committee is to review the effectiveness of governance
arrangementis, the composition of the Board and Committees, and succession planning. The
Committee also leads the process for Board appointments, making recommendations to the Board for
its approval. External recruitment consultants assisted the Committee with the recruitment of new non-
executive Directors during the year.

Regulation

The Regulator of Social Housing reviewed our G1/V1 regulatory judgement for Moat, which
incorporates MHG, during the year as part of a review of MHL's disposal of 26 units to a for-profit
provider. The Regulator concluded that Moat had not adequately reflected the changed operating
environment from deregulation measures which removed the regulator's powers to give consents for
disposais, in its decision making. As a result, there was insufficient Board oversight of the disposal and
the Board was unable to assure itself that the disposal met legal and regulatory requirements.
Consequently, the Moat governance rating was ¢hanged frem G1 to G2 in November 2018,

2
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CORPORATE GOVERNANCE (continued)

In response, the Board commissioned an independent externat review into the rcot cause analysis of
what happened with a view to identifying lessons learmned. In tandem, another review of the
delegations and terms of reference in how they apply to decisions arocund development and disposals
was completed. The resultant reports were considered by a sub-group of the Board along with the
Action Plan put in place to address weaknesses identified and improvements required. The Board was
kept up to date with progress of the Action Plan through to completion.

The Regulator has since undertaken an In Depth Assessment during March 2019, and on 29 May
2019 returned Moat’s rating to G1/V1.

in accordance with regufatory requirements, we completed an annual assessment of our compliance
with the regulatory standards and can confirm that we are fully compliant in all material respects.

RISKS

Our risk management approach is defined within our Risk Strategy and Management Framework which
is reviewed and updated by the Audit Committee annually. The aim of the strategy is to ensure that risks
are identified and managed effectively with an acceptable level of residual risk to the business. We also
have a Risk Appetite Statement which has been approved by the Board.

Risks are divided into operational risks, which are managed by the Senior Leadership Team and
reviewed gquarterly by the Executive Team, and strategic risks which are reviewed at every Audit
Committee meeting and by the Board twice each year. Risks are monitored based on their potential
impact and likelihood of occurrence. The register details the risk, the risk rating and trend and mitigating
actions that are being taken.

The risks with the highest risk ratings for MHG are noted below together with mitigating actions:

Exposure to falling house prices

This risk is mitigated by taking a conservative appreach to valuations in investment appraisals. Values
are updated every three months to ensure we have a clear view on our exposure on all projects in
contract. Data on all potential sales for the year is kept under contimual review including the likely

surplus/deficit on sales for all homes to be sold in the year.

The Board has agreed a £70m development capacity ceiling for open market sale activity, with all
projects approved by the MHG Board.

Reduced availability of credit impacting on the ability to sell
New homes are marketed up to a year before handover and mortgage lending trends are monitored.

Brexit

The political situation is monitored and activities and plans reviewed in response to events /
announcements as appropriate. The Bank of England Brexit stress test, which is a worst-case
scenario, was undertaken and results show that MHG can survive the scenario that the BofE have
outlined. Moat has also compiled an operational plan for a worst-case Brexit covering Customer,
Development, Finance, I'T Systems, People and Property.
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INTERNAL CONTROLS

The Board has overall responsibility for establishing and maintaining the system of internal confrol for
MHG, and for reviewing its effectiveness and management of fraud. The Board’s responsibility extends
over matters covering strategic, eperational, financial, and compliance issues including treasury strategy
and large new investment projects.

It recognises that no system of internal control can provide absolute assurance or eliminate all risk. The
system of internal control is designed to manage, rather than eliminate, the risk of failure to achieve
business objectives, and fto provide reasonable, but not absolute, assurance against material
misstatement or loss, |t also exists to give reasonable assurance about the preparation and reliability of
financial information and the safeguarding of MHG's assets and interests.

in meeting its responsibilities, the Board has adopfed a risk-based approach fo internal controls, which
are embedded within the normal management and governance process. This approach includes the
regular evaluation of the nature and extent of risks to which MHG is exposed.

Control procedures

The Board has adopted and disseminated to all employees a Code of Conduct for Employees. This sets
out Moat’s requirements around the integrity and ethics of its employees. The Code is supported by a
framework of policies and procedures which cover fraud prevention and detection, heaith and safety,
data and assel protection, financial delegated authorities, segregation of duties, accounting, and
freasury management.

Internal controls assurance
Board meetings are held regularly and there is a defined schedule of matters reserved for decision by
the Board. The process adopted by the Board in reviewing the effectiveness of the systems of internal

r\r-\nhf-nlj fngcfhar with cama nf tha L'Q\Jt alamante Af tha cnntral framawnrle inchidoe:
contres, Wegeiner witn some o7 Tne Key iemenis O the conlrol iramawory, Inciifes!

Identification and evaluation of key risks

Management responsibility has been clearly defined for the identification, evaiuation and control of
significant risks. There is a formal and on-going process of management review in each area of Moat's
activities. This process is co-ordinated through a reporting framework to the Board. The Executive Team
reviews the identified strategic risks facing Moat every month and is responsible for reporting to the
Beard any significant changes affecting key strategic risk areas as well as emerging strategic risks.

Monitoring and corrective action

A process of control, self-assessment, and regular management reporting on control issues provides
hierarchical assurance to management and to the Board. This includes a rigorous procedure for
ensliring that corrective action is taken in relation to any significant control issues, particularly those that
may have a material impact on the financial statements and effective delivery of services.

Information and financial reporting systems

The Beard approves a long term financial plan and budget in each financial year. Financial reporting
procedures include monthly management accounts and forecasts for the remainder of the financial year.
Management accounts are reviewed at every Board meeting and the Board receives a comprehensive
performance report measuring progress towards key business objectives, targets, and outcomes.

The Board has conducted its annual review of the effectiveness of the system of internal control, and
has taken account of any changes needed to maintain the effectiveness of the risk management and
control process.

The Board continues to believe that outsourced provision of the internal audit function best supports an
independent and detailed review of key procedures and contrels across the business.
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STATEMENTS OF COMPLIANCE

The Directors confirm that the Strategic report follows the principles set out in the Statement of
Recommended Practice, Accounting by Registered Social Housing Providers Update 2014 (SORP).

The Directors confirm their compliance with the Governance and Financial Viability Standard.
ANTI-FRAUD AND ANTI-BRIBERY STATEMENT

The Board has a policy on anti-fraud and anti-bribery covering the prevention, detection and reporting
of fraud and the recovery of assets. MHG recognises that bribery and corruption, in all its forms, is

illegal and unacceptable. MHG expects its business partners {o adopt a similar approach in these
areas and makes this a condition for new confracts.

A register is maintained of any frauds or polential frauds. The Audit Committee reviews the Fraud
Register at each meeting as noted in its report to the Board.

EMPLOYEES

MHG has no employees (2018: no employees).

SLAVERY AND HUMAN TRAFFICING

MHG is fully committed to combatting slavery and human trafficking. As part of Moat’s initiative to

identify and mitigate risk during procurement it has implemented and enforces effective systems and
confrols. Moat's Slavery and Human Trafficking Statement can be found on-line at www.moat.co.uk.

HEALTH AND SAFETY

The Directors are aware of their responsibilities on all matters relating {o health and safety. Moat has
prepared detailed health and safety policies and provided staff training and education.

SHARE CAPITAL
Changes in share capital are shown in note 20 of the financial statements.
DIRECTORS’ RESPONSIBILITIES STATEMENT

The Directors are responsible for preparing the Annual Report and the financial statements in
accordance with applicable law and regulations.

Co-operative and Community Benefit Society [aw requires the Directors to prepare financial statements
for each financial year. Under those regulations the Directors have elected to prepare the financial
statements in accordance with UK Accounting Standards, including FRS 102 The Financial Reporting
Standard applicable in the UK and Republic of Ireland. The financial statements are required by law to
give a true and fair view of the affairs of MHG and of its surplus or deficit for that year.

In preparing these financial statements, the Directors are required to:

. select suitable accounting policies and apply them consistently;
. make judgements and accounting estimates that are reasonable and prudent;
. state whether applicable UK Acccounting Standards and the Statement of Recommended

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

. prepare the financial statements on the going concern basis, unless it is inappropriate to
presume that MHG will continue in business.

10
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DIRECTORS’ RESPONSIBILITIES STATEMENT (continued)

The Directors are responsible for keeping proper books of account that disclose with reasonable
accuracy at any time the financial position of MHG and enable them to ensure that the financial
statements comply with the Co-operative and Community Benefit Societies Act 2014, the Housing and
Regeneration Act 2008, and the Accounting Direction for Private Registered Providers of Social
Housing 2019. They have general responsibility for taking such steps as are reasonably open to them
to safeguard the assets of MHG and to prevent and detect fraud and other irregularities.

The Directors are responsible for the maintenance and integrity of the corporate and financial
information included on MHG's website. Legislation in the UK governing the preparation and
dissemination of financial statements may differ from legisiation in other jurisdictions.

DISCL.OSURE OF INFORMATION TO THE AUDITOR

The Directors who held office at the date of approval of this Directors’ report confirm that, so far as they
are each aware, there is no relevant audit information of which MHG's auditor is unaware and each
Director has taken all the steps that hefshe ought to have taken as a Director to make himself/herself

aware of any relevant audit information and to establish that MHG's auditor is aware of that
information.

AUDITOR

A resolution to re-appoint BDO LLP as external auditor shall be proposed at the annual general
meeting.

Approved by the Board and signed on its behalf by:

Grair

25 July 2019

11
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ROLE

The Board delegales certain of its duties and responsibilities and powers to the Audit Committee, so
that these can receive suitably focused atiention. The Commitiee has a group-wide remit and it's
principal purpose is to ensure, on hehalf of the Board, that financial reporting, the audit process and
systems of internal control and risk management are appropriate and effective across all parts of
Moat.

The Committee meets its responsibilities by receiving assurances from the Executive Team and other
senior managers of Moat, receiving and reviewing reporis on risk management and internal control
procedures, and directing the work of and receiving reports from the internal and external auditors.
The Executive Director: Finance and Corporate Services presents the annual financial statements
which the Committee reviews and scrutinises through questioning the external auditors and
management.

COMPOSITION

The Commiftee comprises three non-executive directors as shown on page 3 together with their
attendance record.

In addition to the format members of the Committee, the following attended during the year:

Chief Executive

Executive Director: Finance and Corporate Services and Company Secrefary
Director of Accounting Services

Pirector of Corperate Finance & Risk

Interim Head of Governance & Compliance

Head of Heaith, Safety and Facilities Management

External and internal audit representatives

Other occasional attendees included the other Executive Directors.

MEETINGS AND ACTIVITIES DURING THE YEAR
Four meetings were held during the financial year. Standard items monitored at each meeting:

. Strategic Risk Register - reviews the status of strategic risks and updates the mitigating actions
and considers any emerging risks which may need to be added.

. Internal audit — approves the annual programme ensuring key risks are covered; reviews each
internal audit report for findings and best practice recommendations, management responses
and actions; monitors subseqguent progress.

. Health and safety (H&S) — receives a report on H&S audits, H&S performance and changes to
legislation and best practice.

. Fraud, Whistleblowing, and Money laundering monitoring — receives reports of any suspected
fraudulent activity, whistle-blowing reports, or suspected money laundering and monitors any
open cases,

. Benefits and Payments Register — reviews the benefits and payments register for transactions

with individuals or organisations with {inks to Moat.

. Work programme - at each meeting the Committee reviews its forward work programme over a
rolling twelve month period and the principal theme for each meeting.

12
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Specific matters were addressed at the following Commitiee meetings:

April 2018

» Accounting policies

. Internal controls assurance: Key poticies and procedures review
. Internal auditor's annual report

. Anti-Money Laundering Policy

. Moat's Disaster Recovery and Business Continuity Plans

. Update Report on GDPR

. Report on potential tenancy fraud and sub-letting

July 2018

Annual assurance to the Board for Financial Statements

External auditor's audit highlights report

Agreement on draft Letter of Representation to the external auditor

Draft Financial Statements for Group and subsidiaries for 2017/18

Private meeting with the external and internal auditors {no executives present)
Data Protection Update

Private meeting to review effectiveness of Audit Committee

November 2018

. Effectiveness of external and internal audit service provision

Risk Management Framework

Whistieblowing Policy

Anti-Fraud and Anti-Bribery Policy, and the Fraud Response Plan
Annual review of insurance renewal terms

- TlmAd s Mamact Ae Mads Meadandiam
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. GLA Compliance Report

* & & @

January 2019
. Internal Audit Tender Update

. Externai Audit Plan for 2018/19

. Asset and Liability Register

» Update report on Data Protection
. Report on Cyber Security
EXTERNAL AUDIT

BDO LLP was appointed in 2016 following a tendering exercise conducted by the Committee, and was
re-appointed as auditor for the 2018-19 Financial Statements at the AGM. The fee for audit was
approved by the Committee when it reviewed the External Audit Plan in January 2019,

At the July 2019 meeting, the Committee reviewed and discussed together with management and
BDO these consclidated financial statements. This included considering the following significant risks,
discussed by BDO in its report on page 16, to the preparation of these financial statements:

® Impairment of properties developed for sale — this is a strategic risk identified in the strategic
risk register and reviewed at each Committee meeting. A review of the work on impairment
carried out in the preparation of the financial statements was presented to the Commiitee and
the critical judgements involved are discussed in Note 2.

. Cost appertionment on developments — schemes in construction are all open market sale.
For each of the above areas the Committee considered the key facts and judgements outlined by
management, who answered any queries or chalienges posed by the Committee. The issues were also

discussed with BDO. The Committee was satisfied that there are relevant accounting policies in place
in relation to these significant issues and management have correctly applied these policies.

13
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EXTERNAL AUDIT (continued)

The Committee also reviewed a report on the annual board assurances in the financial statements,
detailing the assurances given and the work performed o ensure compliance. Assurances covered
included:

. Appropriateness of adopting the gaing concern basis
. Compliance with UK Corporate Code of Governance
. Comepliance with the Regqulator of Social Housing's Governance and Financial Viability Standard

and VM Standard

. Strategic Report and financial statements taken as a whole are fair, balanced and
understandable and that the Strategic Report follows the principles of the SORP

. Judgements and accounting estimates are reasonable

. Internal controf assurance and key control policies review.,

The Commiitee was satisfied that these assurances could be given.

INTERNAL AUDIT

Internal audit services for the year continued to be provided by Price Waterhouse Coopers (PwC), who
were appointed in 2014 following a tendering exercise conducted by the Commitiee and were re-
appointed during 2018 following a further tendering process, The annual internal audit programme is
agreed in advance by the Commitiee but remains flexible in order to respond to any concerns that may

arise. PwC adopt a risk-based approach to their audits. The audits carried out during the year and the
assessed risk levels reported to the Committee were as follows:

Report Risk Classification

Business Area

Senior Leadership Team quarterly sign-off v
General Data Protection Regulation (GDPR) v
Crisis Response ~ Major incident Plan v
Key financial cantrals v
L.one working v
Health & Safety FLAGE actions v

internal Audit resource continues to be directed purposely towards areas where management, the
Board, or PwC, raise concerns of increased risk andfor suspicion that cantrols may be weak or failing.
[n depth end-to-end, cross-functional reviews are undertaken 10 ensure processes are considered in
their entirety. This is possible because of the assurance PwC gains from a "Senior Leadership Team
Quarterly Sign Off" process which is subject to annual audit by them. This robust, departmental,
quarterly internal assurance process covers a wide range of operational risks and asscciated conirols.

In relation to the high risk areas:

. PwC audited our GDPR arrangements in October 2018 and rated the control environment as
high risk. A number of recommendations were made {o strengthen the controls and procedures,
which a subsequent follow-up review in March 2019 concluded had all been implemented.

. This was the first audit of lone working procedures by PwC and a number of issues were
highlighted. An action plan is in place to address all of the issues and PwC will conduct a follow-
up to ensure that all the improvements have been made.
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MOAT HOUSING GROUP LIMITED
REPORT OF THE AUDIT COMMITTEE (continued)
for the year ended 31 March 2019

INTERNAL AUDIT (continued)

PwC concluded that 'based on the work completed the higher risk findings identified are isolated to the
specific systems and processes to which they relate’. Also that, ‘when taken in aggregate, these risks
are not considered pervasive fo the system of internal control as a whole'.

PwC has undertaken a foliow-up review of prior findings and Executive Directors and other Moat
officials attended committee meetings to provide explanation as appropriate. Cutstanding action points
continue to be kept to a minimum, with completion dates proposed by management challenged as
appropriate by the internal audifor and Committee.

Specialist health & safety audits

In depth technical audits were undertaken by independent consultants on each of the key FLAGE
areas: fire, legionella, asbestos, gas, and electricity during 2017-18. All their recommendations were
included in action plans, and progress during 2018-19 was reported regularly to the Audit Commiitee.
A review by PwC in March 2019 concluded this area as low risk.

Summary and Conclusion

The Committee has examined the manner in which the Board and management ensure and monitor
the adequacy of the nature, extent and effectiveness of internal control systems, and has concluded
that sufficient reviews of the risk management and internal control arrangements are in place. These
arrangements are designed to manage rather than eliminate the risk of failure to achieve business
objectives and can only provide reascnable, not absolute assurance against material misstatement or
loss.

The Comimittee is satisfied that its own report and those of the Internai and Externat Auditors cover all
necessary matters and are supported by appropriate evidence to provide reasonable assurance to the
Roard on tha adennacy and nnaratinns of infernal contrnls . These nanfrals include reliance nnon
assurances from the executive on risk mitigation activities and the operation of both operational and

financial reporting controls, and that these are incorparated into normal governance procedures.
1

el

Gerard McCormack
Audit Committee Chair
25 July 2019
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MOAT HOUSING
GROUP LIMITED

OPINION ON THE FINANCIAL STATEMENTS

We have audited the financial statements of Moat Housing Group Limited (“the Association”) for the
year ended 31 March 2019 which comprise the statement of comprehensive income, the statement of
financial position, the statement of changes in equity, the statement of cash flows and notes to the
financial statements, including a summary of significant accounting policies. The financial reporting
framework that has been applied in their preparation is applicable law and United Kingdom Accounting
Standards, inciuding Financial Reporting Standard 102 The Financial Reporting Standard applicable in
the UK and Republic of ireland {United Kingdom Generally Accepted Accounting Practice).

In our cpinion, the financial statements:

» give a true and fair view of the state of the Association’s affairs as at 31 March 2019 and of the
Association’s deficit for the year then ended

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

» have been properly prepared in accordance with the Co-operative and Community Benefit

Socigties Act 2014, the Housing and Regeneration Act 2008 and the Accounting Direction for
Private Registered Providers of Social Housing 2019.

BASIS FOR OPINION

We conducted our audit in accordance with International Standards on Auditing (UK} (“iSAs (UK)") and
applicable law. Our responsibilities under those standards are further described in the Auditor's
responsibilities for the audit of the financial statements section of our report. We are independent of the
Association in accordance with the ethical requirements that are relevant fo our audit of the financial
statements in the UK, including the FRC's Ethicat Standard, and we have fulfilled our other ethical
respensibilities in accordance with these requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

CONCLUSIONS RELATING TO PRINCIPAL. RISKS, GOING CONCERN AND VIABILITY
STATEMENT

We have nothing to report in respect of the following information in the annual report, in relation to
which the ISAs (UK) require us to report to you whether we have anything material to add or draw
attention to:

. the disclosures in the annuai report set out on page 8 that describe the principal risks and
explain how they are being managed or mitigated
. the directers’ confirmation set out on page 2 in the annual report that they have carried out a

robust assessment of the principal risks facing the company, including those that would threaten
its business model, future performance, sclvency or iiguidity

. the directors’ statement set out on page 5 in the financial statements about whether the directors
considered it appropriate to adopt the going concern basis of accounting in preparing the
financial statements and the directors’ identification of any material uncertainties to the
Association’s ability o continue to do so over a period of at least 12 months from the date of
approval of the financial statements

. whether the directors’ statement relating te going concern made in accordance with the UK
Corporate Governance Code is materially inconsistent with our knowladge obtained in the audit,
or

. the directors' explanation set out on page 5 in the annual report as to how they have assessed

the prospects of the Association, over what period they have done so and why they consider that
period to be appropriate, and their statement as to whether they have a reasonable expectation
that the Association will he able to continue in operation and meet its liabilities as they fail due
over the period of their assessment, including any related disclosures drawing attention to any
necessary gualifications or assumptions.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MOAT HOUSING
GROUP LIMITED (continued)

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement, were of most significance in
our audit of the financial statements of the current period and include the most significant assessed
risks of material misstatement (whether or not due to fraud) we identified, including those which had
the greatest effect on: the overall audit strategy, the allocation of resources in the audit; and directing
the efforts of the engagement team. These matters were addressed in the context of our audit of the
financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate
opinion on these matters.

Net realisable value of properiies developed for sale
As detailed in note 13 to the financial statements, the Association has £34.2m of under construction
properties held for sale which comprises properties under development within four schemes.

As these properties held for resale are reguired to be carried at the lower of cost and net realisable
value, management has performed an assessment of their net realisable value using the support of
external valuations, along with a consideration of cosis to date against forecasts and estimates of costs
to complete.

Due to the level of judgement involved in estimating both sales proceeds and costs to complete we
consider the recognition of properties developed for sale at the lower of cost and net reliable value to
be a key judgement and a risk for the audit.

Our response to the key audit matter

Having obtained management's assessment of the net realisable value of properties developed for
sale, we tested all four schemes under construction at the year-end. There were no completed
properties at the year-end.

For ali schemes under development we obtained details of the expected costs to compiete from the
scheme budget tor that development and agreed the budgeted contracted cost ot the development to
the latest contract documentation. We examined supporting documentation for anticipaied sales
proceeds and we compared the incurred expenditure to the balance sheet date to the estimated
amount at that date.

Sensitivity analysis was performed to determine the point at which a rise in costs to complete would
result in & material misstatement with consideration of the possibility of this outcome occurring, based
solely on current factors including the status of its construction, contractual arrangements and testing
undertaken to validate the accuracy of costs to complete.

Key observations
Our work identified no misstatements or inappropriate application of judgement or estimation. Based on
our procedures we noted no exceptions and found management's key assumptions {o be reasonable.

OUR APPLICATION OF MATERIALITY

We apply the concept of materiality both in planning and performing our audit, and in evaluating the
effect of misstatements. We consider materiality tc be the magnitude by which misstatements,
including cmissions, could influence the economic decisions of reasonable users that are taken on the
basis of the financial statements. Impartantly, misstatements below these levels will not necessarily be
evaluated as immaterial as we also take into account of the nature of identified misstatements, and the
particular circumstances of their occurrence, when evaluating their effect on the financial statements as
a whole.

We determinad materiality for the financial statements as a whole to be £325,0600 (2018 - £340,000),
which approximates to 2% (2018 — 2%) of total assets, with specific materiality of £10,000 (2018
£4,000), which approximates {o 5% (2018 - 5%) of adjusted operating surplus. We consider total
assets 1o be a key indicator for members of the Association in assessing the financial position of the
Association, with adjusted operating surplus relevant where members are assessing the operating
performance of the Association, Adjusted operating surplus is caiculated by adding back depreciation
and impairment and deducting opening market sales toffrom operating surplus.
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INDEPENDENT AUDITOR’'S REPORT TO THE MEMBERS OF MOAT HOUSING
GROUP LIMITED {continued)

Performance materiafity is the application of materiality at the individual account or balance leve! set at
an amount to reduce to an appropriately low level the probability that the aggregate of uncorrected and
undetected misstatements exceeds materialily for the financial statements as a whole. Performance
materiality was set at 73% (2018 ~ 73%) of materiality or specific materiality depending on the financial
statement area being audited. [n seiting the level of performance materiality we considered a number
of factors including the expected total value of known and likely misstatements (based on past
experience and other factors) and management's attitude towards proposed adjustments.

We agreed with the Audit Committee that we would report to the Committee all individual audit
differences in excess of £5,000 with separate thresholds for compenents. We also agreed fo report
differences below this threshold that, in our view, warranted reporting on qualitative grounds.

AN OVERVIEW CF THE SCOPE OF OUR AUDIT

We tailored the scope of our audit fo ensure that we performed enough work to be able to give an
opinicn on the financial statements as a whole, taking into account the geographic structure of the
Association, the accounting processes and confrols, and the industry in which the Association
operates.

Extent to which the audit is capable of detecting irregularities

The extent to which the audit is capable of detecting irregularities is affected by the inherent difficulty in
detecting irregularities, the effectiveness of the entity's controls, and the nature, timing and extent of
the audit procedures performed. [rregularities that result from fraud might be inherently more difficult {o
detect than irregularities that result from error.

As part of the audit we gained an understanding of the legal and regulatory framework applicable to the
Association and the industry in which it operates, and considered the risk of acts by the Association
that were contrary to applicable laws and regulations, including fraud. We considered the Association’s
compliance with laws and regulations that have a direct impact on the financial statements such as the
Co-operative and Community Benefit Sccieties Act 2014 (and related Directions and regulations}, the
Heousing and Regeneration Act 2008 and other laws and regulations applicable to a registered social
housing provider in England. We alsc considered the risks of non-compliance with the other
reguirements imposed by the Regulator of Social Housing, and we considered the extent to which non-
compliance might have a material effect on the Association’s financial statements.

We designed audit procedures to respond to the risk, recognising that the risk of not detecting a
material misstatement due to fraud is higher than the risk of not detecting one resulting from error, as
fraud may involve deliberate concealment by, for example, forgery or intentional misrepresentations, or
through collusion.

Our tests included agreeing the financial statement disclosures to underlying supporting
documentation, enguiries of the Board and of management and enguiries of third parties, where
information from that third party has been used by the Association in the preparation of the financial
statements.

There are inherent limitations in the audit procedures described above and, the further removed non-
comptliance with laws and regulations is from the events and transactions reflected in the financial
statements, the less likely we would become aware of it. We did not identify any key audit matters
refating to irregularities, including fraud. As in all of our audits, we alsc addressed the risk of
management override of internal controls, including testing journals and evaluating whether there was
evidence of bias by the Board that represented a risk of material misstatement due to fraud.

OTHER INFORMATION

The Board is responsible for the other information. Other information comprises the information
included in the annual report, other than the financial statements and our auditor's report thereon. Our
opinion on the financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MOAT HOUSING
GROUP LIMITED (continued)

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materiafty inconsistent with the
financial statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated. If we identify such material inconsistencies or apparent material misstatements, we are
required to determine whether there is a material misstatement in the financial statements or a material
misstatement of the other information. If, based on the work we have performed, we conclude that
there is a material misstatement of this other information we are required to report that fact.

We have nothing to report in this regard.

In this context, we also have nothing to report in relation to our responsibility to specifically address the

following items in the other information. We would be required fo report, as uncorrected materia

misstatements of the other information, where we conclude that those items meet the following
conditions:

. Fair, balanced and understandable set out on page 5 — the statement given by the Board that it
considers the annual report and financial statements taken as a whole is fair, balanced and
understandable and provides the information necessary for members to assess the Association’s
performance, business model and strategy, is materially inconsistent with our knowledge
obtained in the audif, or

. Audit Committee reporting set out on pages 12 to 15 - the section describing the work of the
audit committee does not appropriately address matters communicated by us to the Audit
Committee, or

. Directors' statement of comptiance with the UK Corporate Governance Code set out on page 10
— the paris of the directors’ statement relating to the Association’s compliance with the UK
Corporate Governance Code do not praperly disclose a departure from a relevant provision of
the UK Corporate Governance Code.

MATTERS ON WHICH WE ARE REQUIRED TO REPORT BY EXCEPTION
We have nothing to report in respect of the following mafters where we are required by the Co-

operative or Community Bensfit Socisties Act 2014 or the Housing and Regeneration Act 2008 to
report to yau if, in our opinion:

» the information given in the Report of the Board for the financial year for which the financial
statements are prepared is not consistent with the financial statements

» adequate accounting records have not been kept by the Association, or

» a satisfactory system of control has not been maintained over transactions, or

. the Association financial statements are not in agreement with the accounting records and
returns, or

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

RESPONSIBILITIES OF THE BOARD

As explained more fully in the statement of responsibilities of the Board, the Board is responsible for
the preparation of the financial statements and for being satisfied that they give a true and fair view,
and for such internai conirol as the Board members determine is necessary to enable the preparation
of financiat statements that are free from material misstatement, whether due fo fraud or error.

in preparing the financial statements, the Board is responsible for assessing the Association's ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the Board either intend to liquidate the Association or to
cease operations, or have no realistic alternative but to do so.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MOAT HOUSING
GROUP LIMITED (continued)

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance gbout whether the financial statemenis as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with 13As (UK) will always detect & material misstatement when it
exists.

Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

A further description of our responsibilities for the gudit of the financial statements is located on the
Financial Reporting Council's website at: www.fre.org.uk/auditorsresponsibilities. This description forms
part of our auditor's report.

OTHER MATTERS

Following the recommendaticn of the Audit Committee, we were appcinted by the Board on 20 January
2017 to audit the financial statements for the year ending 31 March 2017 and subsequent financial
periods. The period of total uninterrupted engagement is 3 years, covering the years ending 31 March
2017 to 31 March 2019.

The non-audit services prohibited by the FRC’s Ethicai Standard were not provided to the Association
and we remain independent of the Association in conducting our audit.

Our audit opinicn is consistent with the additional report to the Audit Committee.
USE OF OUR REPORT

This report is made solely to the members of the Association, as a body, in accordance with the
Housing and Regeneration Act 2008 and the Co-operative and Community Benefit Societies Act 2014,
Our audit work has been undertaken so that we might state to the Association’s members those
matters we are required to state to them in an auditor's report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the
Assaciation and the members as a body, for our audit work, for this report, or for the opinions we have
formed.

Philip Cliftlands, Senior Statutory Auditor
For and on behalf of BDO LLP
London

Date 20\ '—Slj\-/] %[O(

BDO LLP is a limited liability partnership registered in England and Wales (with registered number
OC305127).
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MOAT HOUSING GROUP LIMITED
STATEMENT OF COMPREHENSIVE INCOME

for the year ended 31 March 2019

Tumower

Operating costs

Gain on redemptions

Operating deficit

Surplus on sate of investment properties
interest receivable

interest payable

Deficit before taxation

Taxation

Deficit for the year

Total comprehansive income for the vear

All amounts relate to continuing activities.
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Notes

2019 2018
£000 £000

34 28
(59) (75)

9 17
(16) (30)

- 1

- 5
(745) -
(761) (24)
- (56)
(761) (80)
(761) (80)




MOAT HOUSING GROUP LIMITED
STATEMENT OF FINANCIAL POSITION
as at 31 March 2019

Notes 2019 2018
£000 £000
Tangible fixed assets
Housing properties 1 473 473
Less: depreciation 11 (40} (33)
11 433 440
Investments
Firstbuy loans 50 75
483 515
Current Asse{s
Housing stock for sale 13 34,208 16,315
Debtors 14 335 67
Cash at bank and in hand 32 12
34,575 16,394
Creditors - amounts falling due within one year 15 {21,934) (3,025)
Nef current assets 12,641 13,369
Total assets less current liabilities 13,124 13,884
Creditors - amounts falling due after more than one year 16 (151) {150)
Total net assets 12,973 13,734
Capital and reserves
Called up share capital 20 - -
Income and expenditure account 12,973 13,734
12,973 13,734

The financial statements were approved by the Board on 25 July 2019 and signed on its behalf by

Lmbryr S

lan Lindsay Steve Nunn Greg Taylo
Chair Director Secretar
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