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PORT OF LEITH HOUSING ASSOCIATION LIMITED
REPORT of the BOARD of MANAGEMENT
For the year ended 31 March 2017

The Board has pleasure in presenting its report on the Association's affairs for the year ended
31 March 2017.

Legal Status and Registration

The Association is established under the Co-operative and Community Benefit Societies Act 2014,
(having formed in 1975), is registered with the Office of the Scottish Charity Regulator as a charity,
and with the Scottish Housing Regulator as a registered housing association under the Housing
(Scotland) Act 2010, and is also registered with the Financial Conduct Authority.

Membership of Board of Management and Structure

The Association’s Rules provide for up to 15 members (including two co-optees) on the Board. At the
year end the Board comprised 12 members (including two co-optees). In addition to the main Board,
there is one sub-Committee for Group Audit.

Members of the Board of Management are noted on page 1.

Directors
The following directors held office during the financial year.

Margaret O’Connor (Chair)

Richard Bolton

Neil Gardiner

Arun Gopinath

Victoria Hope

Robert MacPherson (resigned September 20186)
Ruth McNeil

Gordon Munro

Philip Neaves

Helen Phillips

Brian Reilly
David Spilsbury (Chair Audit Committee, resigned March 2017)

Caitlin McCorry (co-opted September 2016)
Neil Stewart (co-opted September 2016)

The composition of the Board of Management changed slightly during the year resulting from two
resignations and two new additions to its membership. Board members undertook an assessment of
their learning and development needs to inform a programme of activity in support of their role to
provide strategic direction and oversight of performance. In addition to its regular monthly business
meeting (held 8 times over the year), the Board met on two specific occasions, including with the
Boards of its subsidiary companies, Persevere Developments Limited and Quay Community
Improvements, to discuss future strategy, planning priorities and addressing risks.

The Board is responsible for overseeing the strategic direction and providing oversight of the
performance of the Association and its members are elected from the membership.

Each member of the Board of Management holds one fully paid share of £1 in the Association. The
Chief Executive of the Association holds no interest in the Association’s share capital and although
not having the legal status of a director, he acts as an executive within the authority delegated by the
Board.

Objectives and Principal Activities

The principal activities of Port of Leith Housing Association (PoLHA) are the provision of high quality
accommodation at affordable rents for those in housing need and the provision of support services for
those in necessitous circumstances including due to age, infirmity, disability, or economic hardship.

The Association has established Persevere Developments Limited (PDL) which is a private company
limited by shares (having formed in 2010 as a wholly owned subsidiary of PoLHA). The principal
activity of PDL is to increase the range and variety of high quality housing available for those
experiencing difficulty accessing social or affording full market priced accommodation and is currently
focused on the provision of mid-market rented housing.
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The Association has established Quay Community Improvements (Quay) which is a community
interest company limited by shares (having formed in 2016 as a wholly owned subsidiary of PoLHA).
The principal activities of Quay are to deliver facilities management services and provide opportunities
to support the wider economic and social wellbeing of the community.

Ambition, Mission and Strategy

The ambition of the Association is “To make Leith the best place to be" and the mission is to create a
range of quality homes within neighbourhoods that are great places in which to live. The
Association’s principal area of operation is Leith and the wider North Edinburgh area, including
Newhaven, Granton and Portobello.

The Association aims to remain a strong effective organisation making a positive impact on improving
peoples’ quality of life and wellbeing, contributing to the ongoing regeneration of the areas of
operation, developing and maintaining sustainable communities through alleviating poverty and
reducing social exclusion.

Housing, support and targeted community development activity including employability support will
remain our core activities. The Association will continue to diversify, using its expertise to increase
the range of products and services available to address need and demand within our communities.

The Association is committed to learn and improve in pursuit of delivering excellent services and
which provide value for money for its customers. It will continue to invest in its people and in the
wider community. The Association will adapt to the changing needs, expectations and opportunities
and deliver its services within a culture of continuous improvement.

The Association maintains a five year Business Plan setting out its mission, aims, priorities and
resources and which is reviewed and approved by the Board each year. The Plan is designed to
ensure that its strategy, products and services are delivered in accordance with its overall ambition
and goals, that resources are in place to deliver according to the agreed performance standards, and
that key risks are identified and mitigated.

Risk Management Policy

The Board has a formal risk management process to assess business risks and implement risk
management strategies. This involves identifying the types of risks the Association faces, prioritising
them in terms of potential impact and likelihood of occurrence, and identifying means of mitigating the
risks.

Key Strategic Risks

The Association has one strategic risk with a high risk exposure:

e The defined benefit pension scheme liability may grow further (see note 22), increasing both
current and past deficit contributions on an annual basis. The Board is currently consulting with

staff with a view to closing the scheme to future accrual.

And two strategic risks that have a medium risk exposure where the mitigating controls in place are
currently considered adequate and the risks will be tolerated and closely monitored:

e Welfare Reform may result in an increase in both arrears and bad debt.

e Staff turnover may increase, staff may leave or performance levels may decrease due to the

unrest arising from the pension consultation which is ongoing.

Persevere Developments Limited (PDL) has three strategic risks with a medium risk exposure where

the mitigating controls in place are currently considered adequate and the risks will be tolerated and

closely monitored:

¢ Rents may not be increased per the business plan assumptions due to unfavourable grant
conditions.

e PDL’s growth ambition may be restricted due to its dependency on PoLHA to provide assets.
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e There may be an increase in rent arrears and rents might not be increased per the business plan
assumptions due to the Private Housing Tenancies Bill which contains new rules that restrict rent
increases to CPI +1% + N (where N is a % set by CEC) and can only be raised once every 12
months.

Quay Community Improvements (Quay) has one strategic risk that currently has a high risk exposure
score where the mitigating controls in place are currently considered adequate and the risk will be
tolerated and closely monitored:

e Quay may have insufficient cash funds to meet its liabilities due to fluctuations in the profits and

cash flow in the business plan and forecast.

And three that have a medium risk exposure score where the mitigating controls in place are currently
considered adequate and the risks will be tolerated and closely monitored:
e Quay fails to maintain its assumed business growth because it has no track record

e Quay fails to deliver the service or achieve statutory / legislative obligations and to meet key
performance indicators as new staff are not familiar with Quay’s policies and procedures
e Quay incurs unexpected costs as there is a lack of commercial experience in the market place

It should be noted that due to the relative size of PDL and Quay the impact of its risks on the group
are lower than when considered for PDL or Quay on their own.

Business Review

Achievements and Performance

The Association has, over the past year, continued with its ambition to support the regeneration and
wellbeing of the community including being very active in developing new additional affordable
housing in the City. This presents ongoing challenges due to the continued pressure on public
spending and restrictions on the availability of public subsidy. Also, in view of the changing and
growing nature of demand for affordable housing in the City, the Association established a wholly
owned subsidiary company, Persevere Developments Limited (PDL) in 2010. This is its seventh year
of operation providing, through a service level agreement with PoLHA, much needed new mid market
rented housing for the growing number of middle income households who are in need of high quality
affordable housing for rent but who cannot access social rented or afford full open market housing for
rent or purchase.

During the year, the Association established another wholly owned subsidiary, Quay Community
Improvements (Quay) which is a community interest company limited by shares. Quay commenced
trading in October 2016. The principal activities of Quay are to deliver facilities management services
and provide opportunities to support the wider economic and social wellbeing of the community.

We are an accredited “Investor in People” organisation having been awarded the "Gold” standard for
the first time in 2014 and were awarded under EFQM for “Delivering Business Excellence” at Level 4
in 2016.

New development

During the year the Association continued to progress the projects at Brunswick Road and Shrubhill
(two more Section 75 developments), Porthaven (the former care home acquired by the Association
the previous year), Plot 3 (another site owned by the Association at Granton Harbour) and
Constitution Street, all of which are programmed to commence on site in 2017-18.

With a £35m deferred drawdown private placement and a £10m revolving credit facility fund now in
place, an extensive development programme and sites already in ownership at Constitution Street,
Porthaven, Madeira Street and Granton Harbour, the Association will continue to be actively involved
in the ongoing regeneration of Leith and North Edinburgh over the coming years, and is continuing to
pursue any further development opportunities within the area.

The need and demand for affordable housing in Edinburgh continues to be very high. The
Association has therefore continued to devote considerable time during 2016-17 liaising with
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Edinburgh City Council, the Scottish Federation of Housing Associations (SFHA) and developers
exploring new ways to finance additional new affordable housing in the city, including through PDL.

Property management

In 2016-17, the Association approved the 2017-22 Asset Management Strategy which details the
resourcing requirement required to continue to maintain the Association’s properties to the Scottish
Housing Quality Standard (SHQS) and work towards the Energy Efficiency Standard for Social
Housing (EESSH) 2020. In 2016-17, £208,964 was invested to maintain existing properties and which
now means that 96.4% of our total number of homes in ownership meet SHQS. Currently 86% of the
Association’s properties meet the requirements of an Energy Performance Certificate of C or above.
A further £2.71m was invested as part of our ongoing major repairs programme.

The Association has continued to take action, and in light of the suspension of the City Council's
Statutory Notice Repairs system, to directly manage a number of complex common repair and
improvement projects. These are located in pre-1919 tenement stairs of mixed ownership where the
Association has an interest either as majority but also as minority owners. During the year this co-
ordinated activity has focused on 5 separate stairs, affecting 34 flats in the Association’s ownership
and which are at various stages of progress to complete necessary repair works.

In December 2015 the Association received approval from the City of Edinburgh Council and Scottish
Government to dispose of 113 pre-1919 tenement flats over the next 10 years. These properties are
where the Association only owns 1, 2 or 3 properties in mutually owned tenement buildings and where
co-ordinating other owners to undertake necessary common repairs is problematic. During the first
year of the programme 12 properties were sold with a further 16 properties sold during 2016-17 fully
removing the Association’s liability to a total of 10 common stairs. The first funds were recycled
against the Association’s Newbuild projects extending the existing sheltered housing development at
St Nicholas Court and 28 social rent units at Baileyfield.

Customer feedback

The Association continued to assess its customer requirements and undertook the annual satisfaction
survey of all tenants and sharing owners in October 2016. A total of 349 surveys were completed
which equates to a 16% response rate. Overall, 92.4% of households have expressed being
very/fairly satisfied with PoLHA as their landlord. While this compares very favourably with our peers,
the survey also provides some very important pointers towards improving our service further in future
and will be used to help shape how our services should be developed and tailored to meet these in
future.

The Association also monitors customer satisfaction for key services on an ongoing basis throughout
the year. Satisfaction with reactive repairs has averaged 88% for all categories of repairs over the
year. This represents a drop in satisfaction of 1% from the previous year, which in part was due to a
low number of returns and also due to the current standard issued by the Scottish Housing Regulator
for calculating customer satisfaction. Under this calculation where the customer states no preference
the response is included in the calculation. Recalculating the satisfaction figure, and discounting the
no preference returns, 94% of the returns where a preference has been given are satisfied with the
repair service, in line with the previous year.

The Association has also produced its second report on our performance against the Scottish Social
Housing Charter. This highlights some areas for improvement and also demonstrates that we are
generally performing well compared to our peers.

Housing management and support

The Association let 160 homes in total during the year, all of which were re-lets of existing properties.
It continued to work in partnership with other social landlords in the City (including housing
associations and the City Council), letting its social housing through the established Edindex system.

The Association owns and manages three sheltered housing developments for older people, which
are registered with the Care Inspectorate. The Association is currently awarded the top Grade 6
(excellent) for the quality of care and support provided to the residents.

The Association has set up a tenancy support team, consisting of a Money Advice Worker, a Welfare
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Rights Officer and a Tenancy Sustainment Officer who together provide advice and assistance to
tenants with debt, benefit and support issues.

We recruited six tenant inspectors in 2015 who have since carried out a tenant led inspection of two
areas of our service: our lettable standard and our management of antisocial behaviour complaints.
This has increased the options for our customers to engage with us in a very proactive way in
reviewing our services and making suggestions for improvements.

Employability and community initiatives

The Association plays a very active part supporting the wider community. It does this by providing a
range of services to various client groups which are focused on improving the employability of young
people, reducing social isolation of older people, improving the capacity of people to take a more
active role and responsibility for their lives, and improving the quality of the environment around their
homes.

Through the Training Opportunities in Lothian (TOIL) project, a further 37 young people have, with
work placements and skills development, been supported into more positive destinations i.e. a
combination of permanent employment, Modern Apprenticeship and further education. Since the
Association established this project in 2005 there have been over 500 young people supported
through the programme and which over the past year achieved a positive outcome level of 59%
against a national average of 55%. TOIL has also provided support and mentoring to 53 tenants who
have been experiencing issues around unemployment and employability. TOIL has also provided
digital inclusion support for tenants; in particular those within our sheltered housing complexes in
collaboration with Cre8te.

During 2016-17 the Association managed to secure continuation funding from the Scottish
Government, People & Communities Fund for local projects. This includes £15,022 for the Saheliya
Learning Centre to work in partnership with Edinburgh College, Workers Education Association, Forth
Sector and Cre8te, delivering a range of learning activities including SQA approved Access English
Speakers of Other Language (ESOL) courses, skills for work, managing money, women in business
and basic IT to black and minority ethnic (BME) women in Edinburgh. These courses will increase
skills, enabling participants to become more independent, communicate more effectively with the
wider community and improve their employability prospects, as well as reducing levels of social
isolation. The Canny Budgeting Project has also been awarded £40,000. Working in partnership with
the Association, Changeworks and Citizens Advice Edinburgh (CAE) this will support people living in
Leith and North Edinburgh, an area with pockets of severe deprivation, who are in, or at risk of fuel
and food poverty. By providing advice and support dedicated to tackling high fuel costs and poor
levels of energy efficiency in the home, and through improving household budgeting skills and
teaching skills to avoid food waste, households will improve their life skills and financial capabilities.

The Association is also active with its partners as a Board member of the Leith Neighbourhood
Partnership, working alongside the City Council, Lothian Health, Police Scotland, other key third
sector organisations and local community councils to develop and oversee delivery of the Community
Plan and to support joint working within our communities. The Association has also continued to play
a very active part as a key member of the Edinburgh Affordable Housing Partnership, facilitating
collaboration and co-ordinated activity on local and city wide housing priorities including delivery of
the City Housing Strategy.

Financial Review

Overall results
Group turnover was £16.1m (2016: £15.1m) offset by operating costs of £12.6m (2016: £12.6m),
leading to an operating surplus of £5.4m (2016: £2.5m) and a net surplus of £56.6m (2016: £2.6m).

Included in the operating surplus is a-£2m pension liability remeasurement gain. The balance of the
increase in operating surplus is attributable to an increase in rent income from affordable letting
activities and growth in the mid market letting activities of Persevere Developments.

Annual surpluses are required to cover long term maintenance obligations to property, repayment of
loans and future risks.
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The surplus has resulted in an increase in the value of net assets over the year, from £29.4m to
£35.1m as at 31 March 2017. The Association’s liquidity remains strong with a significant number of
unencumbered properties available as security if required.

Going Concern
The Board has a reasonable expectation that the Association has adequate resources to continue in
operation for the foreseeable future. For this reason they continue to adopt the going concern basis

in preparing the accounts.

Plans for the Future

The need and demand for additional affordable housing in the City remains very high. An increasing
proportion of the population, and particularly young people, experience greater difficulty each year
accessing good quality, secure housing at affordable prices. The ageing profile of the population in
the City and ongoing pressure on public finances also means that greater support will be needed, and
co-ordinated with other local agencies, to assist people to live independently within their homes.

In response to the growing and high demand for mid market rented housing in particular, the
Association, in conjunction with PDL, is better able to meet the pressing need for additional and a
more varied supply of affordable housing. The Association will continue to influence broader issues
affecting its tenants and the community through its membership of Leith Neighbourhood Community
Planning Partnership, working in collaboration with public bodies and various community groups and
projects.

The Association’s Strategic Plan for 2015-2020 sets out our desire to maintain growth through new
development and to have 3,270 homes in ownership and management by 2020. The Association
delivered the required Scottish Housing Quality Standard (SHQS) on our stock by April 2015 (with the
exception of a small number of agreed “abatements” requiring further negotiation with adjoining
owners to undertake essential repair works). We have recently updated our asset strategy and
investment requirements to ensure continued compliance with the SHQS standard and delivery of the
Energy Efficiency Standard for Social Housing target set for 2020.

The continued pressure on public resources means an increased reliance on private financing and
managing the associated risks. This is set alongside the ongoing uncertainties arising from the
impact of Welfare Reform changes and introduction of the new Universal Credit regime from 2015.
Ensuring a sustainable strategy for growth requires maintaining a rent rise assumption of at least RPI
per annum which is also necessary to maintain high standards of property care and housing support
services over the next 30 years.

Ensuring we make the best use of new techniques in building design and procurement, we will seek
to use the most advantageous modern methods of construction which maximise energy efficiency and
minimise carbon emission. We will maintain an up to date and comprehensive assessment of the
condition of our property assets and an asset management plan to guide our future investment
decisions. We are committed to following best practice of sustainability in all that we do, having
reviewed all our standards and the way we manage and maintain our property assets and in
delivering our services. We therefore seek to maximise the use of sustainable materials in our
properties and incorporate the best energy efficient solutions in order to reduce energy requirements
and costs for residents.

Our location, within the largest regeneration area in Edinburgh in Leith, Newhaven and Granton,
provides the opportunity to continue to be part of the major new Waterfront extension to the City.
While the pace of development has slowed due to the recession over the past seven years, and Leith
Docks will continue as an operating port for the foreseeable future, the ambition of the Edinburgh
Local Development Plan (as agreed in 2015) is to create new high quality mixed use neighbourhoods
for Granton and Western Harbour areas in particular. It is expected that, subject to funding, the
Association will continue to play an active part in ensuring that affordable housing and high quality
management services forms an essential part of creating these new communities. This will require
new developments comprising a mix of properties for rent at both social and mid market rent levels,
and for low cost home ownership options. We will also continue our traditional regeneration role of
gap site infill within Leith and Granton, and in adjoining neighbourhoods throughout North Edinburgh,
which includes ongoing regeneration of former Council housing areas including Leith Fort. We remain
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committed to working with the Council and other housing providers to support the ambition to build
16,000 additional affordable homes in the City over the next 10 years, and use our best endeavours
to maximise the continued contribution the Association can make to this target.

In summary, the strategy is to maintain the focus on the continued regeneration of Leith and North
Edinburgh. This involves being ambitious to grow and extend landlord services providing additional
affordable housing for social and mid market rent, and being directly involved, through our new
“place-making” social enterprise subsidiary (Quay Community Improvements), with related activities
supporting the general wellbeing of these communities. It includes the employability project (TOIL),
and a range of other initiatives to promote the wider economic and social wellbeing of people within
the community. It will involve exploring new ways to generate additional cross subsidy from mixed
tenure development which can support new social rented housing.

Funds Held on Behalf of Others
The Association holds no funds on behalf of other organisations.

Employees ,

The Association’s policy is to discuss and consult with employees, through a staff representative
group, on all matters likely to affect employees’ interests. Information regarding the Association is
provided through staff team meetings and reports including a monthly business progress update
report. This seeks to achieve a common awareness on the part of all employees of the financial and
economic factors affecting the Association’s performance. The Association encourages all staff to
participate in reviewing its strategic direction and key priorities during its business planning process.
The Association strives to afford equal opportunities to all individuals and sections of the community
and the policy is to encourage the recruitment of disabled people for all suitable vacancies. All
necessary assistance with initial training courses is given. Arrangements are made, where possible,
for re-training employees who become disabled, to enable them to perform work identified as
appropriate to their aptitudes and abilities.

Members of the Senior Management Team, consisting of the Chief Executive, 3 Directors and a Head
of Department are defined as the key management of the Association. Remuneration for all staff
including the Senior Management Team is based on salary scales which are benchmarked and
approved by the Group Audit Committee on an annual basis (further information is contained within
note 7).

Political and charitable gifts
No political donations or gifts were made in the year to 31 March 2017 (2016: £nil). During the year
there were no charitable donations made to housing related charities (2016: £nil).

Statement of Board of Management’s Responsibilities

The Co-operative and Community Benefit Societies Act 2014 and registered social housing legislation
require the Board to prepare accounts for each financial year which give a true and fair view of the
state of affairs of the Association, and of its surplus/deficit for that year.

In preparing these accounts, the Board is required to: ,

eselect suitable accounting policies and then apply them consistently;

emake judgements and estimates that are reasonable and prudent;

estate whether applicable accounting standards and the Statement of Recommended Practice
have been followed, subject to any material departures disclosed and explained in the
accounts;

eprepare the accounts on the going concern basis unless it is inappropriate to presume that the
Association will continue in business; and

The Board is responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time, the financial position of the Association and to enable it to ensure that the
accounts comply with the Co-operative and Community Benefit Societies Act 2014, the Housing
(Scotland) Act 2014 and the Determination of Accounting Requirements — December 2014. The
Board is also responsible for safeguarding the assets of the Association and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.
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The Board is responsible for the maintenance and integrity of the corporate and financial information
included on the Association’s website. Legislation in the United Kingdom governing the preparation
and dissemination of accounts may differ from legislation in other jurisdictions.

Information for the Auditors

The Board members have confirmed, as far as they are aware, that there is no relevant audit
information of which the auditor is unaware. Each of the Board members has confirmed that they
have taken all the steps they ought to take as trustees in order to make themselves aware of any
relevant audit information and to establish that it has been communicated to the auditor.

Internal Financial Control

The Board is ultimately responsible for the Association's systems of internal financial controls.
However it should be recognised that such systems can provide only reasonable and not absolute
assurance against material misstatement or loss.

The approach adopted by the Board to provide effective financial control can be summarised as
follows:

(a) an appropriate control environment has been created by careful recruitment and training of staff
and provision of comprehensive guidance on the standards and controls to be applied throughout
the Association.

(b) management information systems have been developed to provide accurate and timeous data on
all aspects of the business. Management accounts companng actual results against budget are
presented to the Board quarterly.

“(c) major business risks and their financial implications are assessed systematically by reference to
established criteria.

{d) the financial implications of major business risks are controlled by means of delegated authorities
which reserve significant matters to the Board for decision; segregation of duties in appropriate
areas and physical controls over assets and access to records.

(e) the Board monitors the operation of the internal financial control system by considering regular
reports from management and the internal and external auditors and ensures appropriate
corrective action is taken to address any reported weakness.

The Board confirms that it has reviewed the effectiveness of the Association’s system of internal
financial control as it operated during the year under review. Such a system can provide only
reasonable and not absolute assurance against material mis-statement or loss.

During the period there were no identified weaknesses in internal controls which resulted in material
losses, contingencies or uncertainties that require disclosure in the accounts or the report of the
auditor.

Treasury Management

The Association has an active treasury management function, which operates in accordance with the
Treasury Management Policy approved by the Board. In this way the Association manages its
borrowing arrangements to ensure that it is always in a position to meet its financial obligations as
they fall due.

The Association, as a matter of policy, does not enter into transactions of a speculative nature. At 31
March 2017, the Association has a mix of fixed and variable rate finance, which it considers
appropriate at this time.

BY ORDER OF THE BOARD OF MANAGEMENT

VIR

MARGARET O'CONNOR

Chairperson

o — %— 2017




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
PORT OF LEITH HOUSING ASSOCIATION LIMITED
FOR THE YEAR ENDED 31°" MARCH 2017

Opinion on financial statements

We have audited the group and parent association financial statements of Port of Leith Housing
Association Limited for the year ended 31 March 2017 (the “financial statements”) on pages 12 to
36.The financial reporting framework that has been applied in their preparation is applicable law and
United Kingdom Accounting Standards including FRS 102 “The Financial Reporting Standard
applicable in the UK and Republic of Ireland” (United Kingdom Generally Accepted Accounting
Practice).

In our opinion the financial statements:

e give a true and fair view of the state of the Group’s and Association’s affairs as at 31 March 2017
and of the income and expenditure of the Group and the income and expenditure of the
Association for the year then ended;

e have been prepared in accordance with the requirements of the Co-operative and Community
Benefit Societies Act 2014, the Co-operative and Community Benefit Societies (Group Accounts)
Regulations 1969, Part 6 of the Housing (Scotland) Act 2010 and the Determination of Accounting
Requirements — December 2014.

Scope of the audit of the financial statements
A description of the scope of an audit of financial statements is prowded on the Financial Reporting
Council's website at http://www.frc.org.uk/auditscopeukprivate

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Co-operative and Community
Benefit Societies Act 2014 requires us to report to you if, in our opinion:

e a satisfactory system of control over transactions has not been maintained; or

e the Association has not kept proper accounting records; or

e the financial statements are not in agreement with the books of account of the Association; or

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

Respective responsibilities of the Board and auditor

As explained more fully in the Board’s Responsibilities Statement set out on pages 8 to 9, the Board
are responsible for the preparation of the financial statements and for being satisfied that they give a
true and fair view. Our responsibility is to audit and express an opinion on the financial statements in
accordance with applicable law and International Standards on Auditing (UK and Ireland). Those
standards require us to comply with the Auditing Practices Board’s (APB’s) Ethical Standards for
Auditors.

This report is made solely to the Association’s members as a body, in accordance with Part 7 of 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 Association and the Association’s members as a
body, for our audit work, for this report, or for the opinions we have formed.

I hets el

RSM UK AUDIT LLP
Statutory Auditor
Chartered Accountants

zd Floor, Centenary House
69 Wellington Street
Glasgow

G2 6HG

Dateg/ﬁ//—}
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REPORT BY THE AUDITOR TO THE MEMBERS OF
PORT OF LEITH HOUSING ASSOCIATION LIMITED
ON CORPORATE GOVERNANCE MATTERS

In addition to our audit of the Financial Statements, we have reviewed your statement on page 9
concerning the Association’s compliance with the information required by the Regulatory Standards in
respect of internal financial controls contained within the publication “Our Regulatory Framework” and
associated Regulatory Advisory Notes which are issued by the Scottish Housing Regulator.

Basis of Opinion

We carried out our review having regard to the requirements to corporate governance matters within
Bulletin 2006/5 issued by the Financial Reporting Council. The Bulletin does not require us to review
the effectiveness of the Association’s procedures for ensuring compliance with the guidance notes,
nor to investigate the appropriateness of the reason given for non-compliance.

Opinion

In our opinion the Statement on Internal Financial Control on pages 8 and 9 has provided the
disclosures required by the relevant Regulatory Standards within the publication “Our Regulatory
Framework” and associated Regulatory Advisory Notes issued by the Scottish Housing Regulator in
respect of internal financial controls and is consistent with the information which came to our attention
as a result of our audit work on the Financial Statements.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 March 2017

Group Association
Notes 2017 2016 2017 2016
£000 £'000 £000 £000

Turnover _ 213 16,059 15,130 15,895 14,966
Operating expenditure 3 (12,613) (12,614) (12,467) (12,510)
Pension remeasurement 1,942 - 1,942 -
Operating surplus 5,388 2,516 5,370 2,456
Gain on sale of fixed assets 9 1,305 1,108 1,305 1,108
Interest receivable and similar 10 64 94 64 94
income
Interest payable and similar charges 10 (1,112) (1,166) (1,112) (1,166)
Surplus on ordinary activities
before taxation 5,645 2,552 5,627 2,492
Taxation on ordinary activities 11 (7) (12) - -
Total comprehensive income for
the year 5,638 2,540 5,627 2,492

CONSOLIDATED AND ASSOCIATION STATEMENT OF CHANGES IN RESERVES

For the year ended 31 March 2017

GROUP ASSOCIATION
Restricted Income and Total Restricted Income and Total
expenditure  Reserves expenditure Reserves
reserve 2017 reserve 2017
2017 2017
£'000 £000 £'000 £'000 £000 £'000
Balance at 1
April 2016 1,937 27,495 29,432 1,937 27,195 29,132
Surplus from
statement of
comprehensive - 5,638 5,638 - 5,627 5,627
income
Transfers 1,559 (1,559) - 1,559 (1,559) -
Balance at 31 3,496 31,574 35,070 " 3,496 31,263 34,759
March 2017

All results relate to continuing activities.

The notes on pages 15 to 36 form part of these financial statements.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at 31 March 2017

Fixed assets
Housing properties

Other tangible fixed assets
Intangible assets

Current assets

Stock and work in progress
Debtors

Cash and cash equivalents

Creditors: amounts falling due within one
year

Net current assets/(liabilities)
Total assets less current liabilities

Creditors: amounts falling due after more
than one year :

Total net assets
Capital and reserves
Restricted reserves

Revenue reserves

Total capital and reserves

These financial statements were approved and authorised for issue on
by the Board of Management and signgd on its behalf by:

Notes

12
13

15

17

18

27

Group Association
2017 2016 2017 2016
£000 £000 £000 £000

167,117 153,994 467,117 153,994
2,436 2,491 2,385 2,491
55 - 55 -
169,608 156,485 169,557 156,485
- 38 - 38

784 1,148 963 1,112
5970 12,877 5517 12,583
6,754 14,063 6480 13,733
16,554 4,303 16,540 4,273
(9,800) 9,760  (10,060) 9,460
159,808 166,245 159,497 165,945
124738 136,813 124,738 136,813
35070 20432 34,759 29,132
3,496 1,937 3,496 1,937
31574 27,495 31,263 27,195
35070 29432 34,759 29,132
(b ~%&— 2017

The notes on pages 15 to 36 form part of these financial statements.

Keith Anderson

Board Member

Chairperson

Secretary
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PORT OF LEITH HOUSING ASSOCIATION LIMITED

CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended 31 March 2017

Net cash generated from operating
activities

Cash flow from investing activities
Purchase of tangible fixed assets
Proceeds from sale of tangible fixed
assets

Grants received

Interest received

Net cash from/(used in) investing
activities

Cash flow from financing activities
Interest paid
Repayments of borrowings

Net cash from/(used in) financing
activities

Net change in cash and cash
equivalents

Cash and cash equivalents at the
beginning of the year

Cash and cash equivalents at the end

of the year

Notes

21

Group Association
2017 2016 2017 2016
£000 £000 £000 £000
5,043 4,863 4,829 4,825
(17,990) (4,846) (17,935) (4,846)
1,867 981 1,867 981
5,629 1,056 5,529 1,056
64 94 64 94
(10,530) (2,715) (10,475) (2,715)
(1,026) (1,077) (1,026) (1,077)
(394) (381) (394) (381)
(1,420) (1,458) (1,420) (1,458)
(6,907) 690 (7,066) 652
12,877 12,187 12,583 11,931
5,970 12,877 5,517 12,583

The notes on pages 15 to 36 form part of these financial statements.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS

For the year ended 31 March 2017

1. Accounting Policies

The Association is incorporated under the Co-operative and Community Benefit Societies Act 2014 and
is registered with the Financial Conduct Authority (registered number is 1844R (S)). The Association is a
Public Benefit Entity. The association is registered with SHR under the Housing (Scotland) Act 2010.

The accounts have been prepared in accordance with UK Generally Accepted Accounting Practice
(UKGAAP), including Financial Reporting Standard 102 (FRS 102) and in compliance with the Statement
of Recommended Practice for Registered Social Housing Providers (Housing SORP 2014) and the
Scottish Housing Regulator's Determination of Accounting Requirements (2014). The accounts are
prepared on the historical cost basis of accounting modified to include the fair value of fixed assets at the
date of a transfer of engagements.

The address of the Association’s registered office and principal place of business is on page 1.
The Association’s principal activities are detailed on page 2.

The financial statements are prepared in Sterling (£). The amounts are rounded to the nearest thousand
(£'000).

The principal accounting policies of the Association are set out below.

Critical Accounting Estimates and Areas of Judgement

Preparation of the financial statements requires management to make critical judgements and estimates
concerning the future. Estimates and judgements are continually evaluated and are based on historical
experience, advice from qualified experts and other factors. The resulting accounting estimates and
assumptions will, by definition, seldom equal the related actual results.

Management reviews its estimates of the useful lives of depreciable assets at each reporting date, using
both internal and external advice. See continuation of note 1 for depreciation information.

Going concern
The Board consider on an annual basis the appropriateness of preparing the Association’s Financial
Statements on a going concern basis. Matters which are taken into account in this process include:
«The prevailing economic climate, both internationally and locally and its impact, if any, on the
Association’s viability.
«The financial position of the Association and the impact if any of perceived weaknesses on the
Association’s viability.
«The short, medium and long term financial prospects resulting from the modelling exercise carried
out annually in updating the Association’s 30 year Business Plan including sensitivity analyses
and independent verification of key underlying assumptions.

In the absence of any fundamental shortcomings raised as a result of the above exercise the Board
consider the going concern assumption underlying the preparation of the Association’s Financial
Statements to be appropriate.

Financial Instruments
The Association has elected to apply the provisions of Section 11 “Basic Financial Instruments” and
section 12 “Other Financial Instruments Issues” of FRS102, in full, to all of its financial instruments.

Financial assets and financial liabilities are recognised when the Association becomes a party to the
contractual provisions of the instrument, and are offset only when the Association currently has a legal
enforceable right to set off the recognised amounts and intends either to settle on a net basis, or to
realise the asset and settle the liability simultaneously.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)

For the year ended 31 March 2017

1. Accounting Policies (Contd.)

Financial Assets — Debtors

Debtors, which are receivable within one year and which do not constitute a financing transaction are
initially measured at the transaction price. Trade debtors are subsequently measured at amortised cost
being the transaction price less any amounts settled and any impairment losses. Where the arrangement
with a trade debtor constitutes a financing transaction, the debtor is initially and subsequently measured
at the present value of future payments, discounted at a market rate of interest for a similar debt

instrument.
Financial Liabilities ~ Trade Creditors

Trade creditors payable within one year that do not constitute a financing transaction are initially
measured at the transaction price and subsequently measured at amortised cost, being the transaction
price les any amounts settled. Where the arrangement with a trade creditor constitutes a financing
transaction, the creditor is initially and subsequently measured at the present value of future payments
discounted at a market rate of interest for a similar instrument.

Borrowings

Borrowings are initially recognised at the transaction price, including transaction costs, and subsequently
measured at amortised cost using the effective interest method. Interest expense is recognised on the
basis of the effective interest method and is included in interest payable and other similar charges.
Commitments to receive a loan are measured at cost less impairment.

Accounting for group companies

The Association has a wholly owned non-charitable subsidiary, Persevere Developments Limited and a
community interest company, Quay Community Improvements CIC. These group accounts consolidate
those of Port of Leith Housing Association Limited and its subsidiaries for the year to 31 March 2017 and

2016.

Turnover

Turnover represents rental and service charge income receivable, income from support services, income
from fees, grants of a revenue nature from local authorities and the Scottish Government and
amortisation of capital grant income. Turnover is recognised when amounts fall due and when income

has been earned.

Fixed assets and depreciation

Tangible fixed assets are stated at cost less accumulated depreciation. The threshold for capitalisation
of all fixed assets is £5,000. Depreciation is charged on a straight line basis over the expected
economic useful lives of the assets at the following annual rates:

Other Fixed Assets - unsold

Heritable Property 2%
Furniture 10%
Fittings, Equipment & Motor Vehicles 20%
Computer Equipment 20% - 33%
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PORT OF LEITH HOUSING ASSOCIATION LIMITED

NOTES to the GROUP ACCOUNTS (Contd.)

For the year ended 31 March 2017

1. Accounting Policies (Contd.)

Housing properties

Housing properties are properties for the provision of social housing or {o otherwise provide social
housing and are principally properties available for rent and shared ownership.

Housing properties are stated at cost less accumulated depreciation and impairment losses. The cost
of properties includes land cost, all construction costs, professional fees, borrowing costs, impairment

losses and development administration costs.

Housing properties under construction are stated at cost and are not depreciated. These are
reclassified as housing properties on practical completion of construction.

The Association depreciates housing properties by component on a straight line basis over the
estimated useful economic lives of component categories, which have materially different useful lives.
Land is not depreciated and is stated at cost.

Useful economic lives for identified components are as follows:

Component Useful Economic Life Depreciation rate
Structure 50 years 2%
Kitchens 15 years 6.67%
Bathrooms 30 years 3.34%
Central heating distribution 15 years 8.67%
Central heating source 30 years 3.34%
Windows 30 years 3.34%
Lifts 10 - 25 years 4% - 10%
Solar panels 25 years 4%

Works to existing properties

Works to existing properties which replace a component that has been treated separately for
depreciation purposes, along with those works that enhance the economic benefits of the property are
capitalised as improvements. Such enhancement can occur if the improvements result in:

» the ability to increase rental income or
- a material reduction in future maintenance costs or
« a significant extension of the life of the property.

Works to existing properties, which fail to meet the above criteria, are charged to the Statement of
Comprehensive Income.

Shared ownership properties are split proportionately between fixed assets and current assets based
on the element relating to first tranche sales. The first tranche acquisition is classed as a current asset
and related sale proceeds are included in turnover.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)

For the year ended 31 March 2017

1.Accounting Policies (Contd.)

Housing Association Grant and other capital grants

For developments under the terms of the Housing (Scotland) Act 2010, Housing Association Grant
(HAG) is paid directly to the Association as required to meet its liabilities during the development
process.

Government grants received for housing properties are recognised in income over the useful
economic life of the structure of the asset and, where applicable, the individual components of the
structure (excluding land) under the accruals model. These are held as deferred capital grants.

On disposal of an asset for which government grant was received, if there is no obligation to repay the
grant, then any unamortised grant remaining is derecognised as a liability and recognised as income.
Where there is a requirement to repay a grant, a liability is included in the Statement of Financial
Position to recognise this obligation.

Other grants received from non-government sources are recognised using the performance model.
Grants are recognised as income when the associated performance conditions are met.

Impairment

Reviews for impairment indicators of housing properties are carried out on an annual basis and any
impairment in an income generating unit is recognised by a charge to the Statement of
Comprehensive Income. Indicators of impairment can be: contamination of land; a change in
government policy that has a material impact on the net income; a change in demand with a material
increase in the level of voids; or obsolescence of a property.

If there is an indication of impairment, the carrying amount of the asset should be compared to the
recoverable amount. If the recoverable amount is lower than the carrying value, the Association will
need to record an impairment. The recoverable amount is the higher of value in use of the property.

A provision for impairment of debtors is established when there is objective evidence that the
amounts due will not be collected according to the original terms of the contract. Impairment
losses are recognised in profit or loss for the excess of the carrying value of the trade debtor
over the present value of the future cash flows discounted using the original effective interest
rate. Subsequent reversals of an impairment loss that objectively relate to an event occurring
after the impairment loss was recognised, are recognised immediately in income and
expenditure.

Stocks and work in progress

Development properties held for sale are valued at the lower of cost and net realisable value. Cost
includes land cost, all construction cost, professional fees, and capitalised interest and development
administration costs, less any attributable grant. Net realisable value is based on estimated selling
price, less further costs expected to be incurred to completion and disposal. Provision is made for
any foreseeable losses where appropriate. No element of profit is included within the valuation of
development properties held for sale.

Pension Costs

The Association participates in the centralised, multi-employer, Scottish Housing Associations’
Pension Scheme which is a defined benefits pension scheme. Retirement benefits to employees of
the Association are funded by contributions from all participating employers and employees.
Contributions are made in accordance with periodic calculations by consulting actuaries and are
based on pension costs applicable across all participants taken as a whole, thus the scheme qualifies
for exemption from the full defined benefit accounting under FRS 102 and the Association accounts
for the scheme as if it were a defined contribution scheme in respect of current service contributions.
As the Association has entered into deficit funding agreement with the scheme for the duration of an
agreed recovery period, the Association has also included a liability for the present value of the future
contributions payable under this agreement. The unwinding of the discount inherent in the present
value calculation is accounted for within finance costs. Any re-measurement of the liability year on
year is accounted for within staff costs.

Leased assets
Operating leases and the payments made under them are charged to the Statement of
Comprehensive Income on a straight line basis over the lease term.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)

For the year ended 31 March 2017

2. Turnover Group Association
2017 2016 2017 2016
£000 £000 £000 £000
Income from lettings 12,642 12,337 11,713 11,632
Rent losses from voids ‘ (95) (147) (91) (136)
12,547 12,190 11,622 11,496
Management services and other income 3,512 2,940 4,273 3,470
Total turnover 16,059 15,130 15,895 14,966
3(a). Turnover, operating costs, operating surplus: Group
2017 2016
Operating  Operating Operating
Turnover Costs Surplus Surplus
£000 £000 £000 £000
Income and expenditure from affordable
letting and other activities
Affordable letting activities — note 4(b) 15,482 (10,978) 4,504 3,371
Other activities — note 5(b) 577 308 885 (856)
Total 2017 16,059 (10,671) 5,388 2,515
Total 2016 15,130 (12,614) 2,516
3(b). Turnover, operating costs, operating surplus: Association
2017 2016
Operating  Operating Operating
Turnover Costs Surplus Surplus
, £000 £'000 £000 £000
Income and expenditure from affordable
letting and other activities
Affordable letting activities — note 4(a) 14,557 (10,987) 3,670 2,773
Other activities — note 5(a) 1,338 462 1,800 (317)
Total 2017 15,895 (10,525) 5,370 2,456
2,456

Total 2016 14,966 (12,510)
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)
For the year ended 31 March 2017

4(a). Particulars of turnover, operating costs and operating surplus or deficit from affordable
letting activities: Group

Shared Mid
Housing Ownership Market
Accom- Accom- Accom-
modation modation modation 2017 2016
£000 £'000 £000 £'000 £'000
Income from affordable letting activities
Rent receivable net of identifiable service
charges 10,454 370 929 11,753 11,428
Service charges receivable (see below) 880 9 - 889 909
Gross rents receivable 11,334 379 929 12,642 12,337
Less: Rentlosses from voids (87) 4) (4) (95) (147)
Net rents receivable 11,247 375 925 12,547 12,190
Grants released from deferred income 2,772 111 - 2,883 2,308
Supporting People income Receivable 52 - - 52 58
Total income from affordable letting .
activities 14,071 486 925 15,482 14,556
Expenditure on affordable letting
activities
Services (see below) 790 - 14 804 869
Management and maintenance ,
administration costs 2,980 - 97 27 3,104 2,694
Reactive maintenance 1,319 (12) 39 1,346 1,514
Planned and cyclical maintenance
including major repair costs 1,694 7 36 1,737 1,954
Rent losses from bad debts 47 - - 47 45
Housing Depreciation 3,342 598 - 3,940 4,109
Housing impairment - - - - -
Total expenditure on affordable letting
activities 10,172 690 116 10,978 11,185
Operating surplus on affordable letting
activities 3,899 (204) 809 4,504 3,371
Operating surplus 2016 2,525 223 623 3,371

Services

Included within the service charges receivable above are amounts relating to non-eligible housing benefit
amounting to £28k (2016: £27k). Supporting People income receivable for Scheme Co-ordinator support
for the Association’s 3 sheltered housing schemes is disclosed above. This income covers part of the cost
of providing this service with the balance being recovered from service charges. The Association feels that
to disclose the Supporting People income under “Other Activities” in note 5 would not show a true position
in relation to these services.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)
For the year ended 31 March 2017

4(b). Particulars of turnover, operating costs and operating surplus or deficit from affordable
letting activities: Association

Shared
Housing Ownership
Accom- Accom-
modation modation 2017 2016
£000 £'000 £000 £000
Income from affordable letting activities
Rent receivable net of identifiable service
charges 10,454 370 10,824 10,724
Service charges receivable (see below) 880 ‘ 9 889 908
Gross rents receivable 11,334 379 11,713 11,632
Less: Rent losses from voids (87) (4) (91) (136)
Net rents receivable 11,247 375 11,622 11,496
Grants released from deferred income 2,772 111 2,883 2,308
Supporting People Income Receivable 52 - 52 58
Total income from affordable letting
activities 14,071 486 14,557 13,862
Expenditure on affordable letting
activities
Services (see below) 915 - 915 862
Management and maintenance
administration costs 2,980 97 3,077 2,672
Reactive maintenance 1,319 (12) 1,307 1,480
Planned and cyclical maintenance ,
including major repair costs 1,694 7 1,701 1,923
Rent losses from bad debts 47 - 47 43
Housing Depreciation 3,342 598 3,940 4,109
Housing impairment - - - -
Total expenditure on affordable letting
activities 10,297 690 10,987 11,089
Operating surplus on affordable letting
activities 3,774 (204) 3,570 2,773
Operating surplus 2016 2,558 215 2,773

Services

Included within the service charges receivable above are amounts relating to non-eligible housing
benefit amounting to £28k (2016: £27k). Supporting People income receivable for Scheme Co-
ordinator support for the Association’s 3 sheltered housing schemes is disclosed above. This income
covers part of the cost of providing this service with the balance being recovered from service
charges. The Association feels that to disclose the Supporting People income under “Other Activities”
in note 5 would not show a true position in relation to these services.
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)
For the year ended 31 March 2017

5(a). Other Activities: Group

2017 2016
Operating Operating
Other Total Operating Surplus/ Surplus/
Grants Income Turnover Costs (deficit) (deficit)
£'000 £000 £000 £000 £000 £'000
Wider role activities 230 - - 230 (655) (425) (338)
Factoring - 58 58 (44) 14 5
Sale of shared ownership
properties - 43 43 (38) 5 -
Development & construction
of property activities - - - (378) (378) (312)
Other agency/ management
service - - - (92) (92) (87)
Pensions remeasurement - - - 1,942 1,942 -
Commercial rent - 62 62 - 62 65
Adaptations income - 71 71 (67) 14 (10)
Leasing fee - - - - - -
MM grant amortisation - 98 98 - 98 54
Mid Market (MM) properties
depreciation - - - (203) (203) (257)
Other activities - 16 16 (167) (151) 4
Total from other Activities 230 348 578 308 886 (856)
Total 2016 415 689 1,104 (1,421) (317)

Other activities include the activities of Quay Community Improvements CIC, the lease of mid market
properties to Persevere Developments Limited and the letting of commercial properties.

5(b). Other Activities: Association

2017 2016
Operating Operating
Other Total Operating Surplus/ Surplus/
Grants Income Turnover Costs (deficit) (deficit)
£000 £'000 £000 £000 £000 £000
Wider role activities 230 - 230 (661) (431) (337)
Factoring - 58 58 (45) 13 5
Sale of shared ownership
properties - 43 43 (38) 5 -
Development & construction
of property activities - - - (380) (380) (311)
Other agency/ management
service - 86 86 (92) (6) -
Pensions remeasurement - - - 1,942 1,942 -
Commercial rent - 62 62 - 62 65
Adaptations income - 71 71 (57) 14 (10)
Leasing fee - 663 663 - 663 471
MM grant amortisation - - 98 98 - 98 54
Mid Market (MM) properties
depreciation - - - (203) (203) (257)
Other activities - 27 27 4) 23 3
Total from other activities 230 1,108 1,338 462 1,800 (317)
Total 2016 415 689 1,104 (1,421) (317)
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)

For the year ended 31 March 2017

6. Surplus on ordinary activities before taxation

Group Association
2017 2016 2017 2016
£'000 £'000 £'000 £'000
Surplus on ordinary activities before taxation
is stated after:
Depreciation 4,308 4,554 4,304 4,554
Auditor’s remuneration
Audit services 20 19 10 14
Non-audit services 3 5 3 5

7. Key Management Personnel

Members of the Senior Management Team, consisting of the Chief Executive, 3 Directors and a Head
of Department are defined as the key management of the Association. No emoluments were paid to
any member of the Board of Management during the year and details of emoluments paid to key
management follow.

Group Association
2017 2016 2017 2016
£000 £000 £000 £'000
Total emoluments of key management [excluding
pension contributions but including benefits in
kind for the year] 391 366 391 366
Pension contributions on above 33 32 33 32
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)
For the year ended 31 March 2017

7. Officers’ emoluments and interests (Contd.)

2017 2016 2017 2016
£000 £000 £:000 £000
The emoluments of the highest paid officer, excluding
pension contributions 102 100 102 100

Pension contributions on above 9 9 9 ]

The number of officers whose emoluments, excluding pension contributions, exceeded £60,000 for
the twelve month equivalent period were:

Group Association
2017 2016 2017 2016
- No No No No
£60,001 to £70,000 2 2 2 2
£70,001 to £80,000 1 1 1 1
£80,001 to £90,000 - - - -
£90,001 to £100,000 - 1 - 1
£100,001 to £110,000 o 1 - 1 -

Expenses payable to Board Members for out of pocket expenses amounted to £1k (2016: £1k).

Group Association

8. Employee information 2017 2016 2017 2016
£000 £000 £000 £'000

Staff costs (including key management personnel)
during the year were as follows:-

Wages and salaries 2,556 2,203 2,452 2,203
Social security costs 260 195 249 195
Pension costs 164 146 163 146
Pension liability remeasurement (1,942) - (1,942) -

1,038 2,544 922 2,544

Pension costs do not include past deficit contributions of £343k (2016: £323k) which are now charged
to the defined benefit pension deficit liability under FRS 102 (see note 22).

The average monthly number of persons employed by the Association during the year (including part-
time staff) was as follows:

Group Association
2017 2016 2017 2016
No No No No
Office staff 87 66 75 66
Sheltered Accommodation Staff 5 7 5 7
Total Staff 92 73 80 73
Full-time equivalent total staff 70 68 69 68
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)

For the year ended 31 March 2017

Group Association
9. Gain on sale of fixed assets 2017 2016 2017 2016
£'000 £'000 £000 £000
Proceeds from sale of housing properties 1,867 1,487 1,887 1,467
Costs of disposal of housing properties/components (562) (359) (562) (359)
1,305 1,108 1,305 1,108
Group Association
10. Interest 2017 2016 2017 2016
£'000 £000 £000 £000
Interest receivable and similar income
Interest receivable on bank balances 64 94 64 94
64 94 64 94
Interest payable and similar charges
Interest payable on loans 1,144 1,172 1,144 1,172
Less: capitalised (118) (95) (118) (95)
1,026 1,077 1,026 1,077
Pension provision — unwinding of the discount factor
(see note 22) 86 89 86 89
1,112 1,166 1,112 1,166
Group Association
11. Taxation 2017 2016 2017 2016
£000 £'000 £000 £000
(a) Tax expense included in comprehensive
income
Current tax on surplus on ordinary activities
UK corporation tax 7 12 - -
Total current tax (note 11(b})) 7 12 - -
Tax on ordinary activities 7 12 - -
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PORT OF LEITH HOUSING ASSOCIATION LIMITED

NOTES to the GROUP ACCOUNTS (Contd.)

For the year ended 31 March 2017

11. Taxation (Contd.)

(b) Reconciliation of tax expense included in comprehensive income

The tax on ordinary activities for the year is lower than the standard rate of corporation tax in the UK
of 20% (2015: 20%). The differences are reconciled below:

Group Association
2017 2016 2017 2016
£000 £'000 £000 £:000
Surplus on ordinary activities before taxation 5,645 2,552 5,627 2,492
Tax calculated at 20% 1,129 510 1,125 498
Exempt charitable activities (1,122) (498) (1,125) (498)
Tax expense for the year (note 11(a)) 7 12 - -

The Association is a registered Charity (number SC027945) and is not liable to United Kingdom
corporation tax on its housing activities. No tax liability exists in the year on the Association’s non-
housing activities
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PORT OF LEITH HOUSING ASSOCIATION LIMITED
NOTES to the GROUP ACCOUNTS (Contd.)
For the year ended 31 March 2017

12. Tangible fixed assets — housing properties: Group and Association

Housing Shared Housing
Properties Ownership Properties in Housing
held for Properties held course of Properties
Letting for Letting Construction Total
£000 £°000 £000 £000
Cost/Valuation
At 1 April 2016 181,118 8,005 6,686 195,809
Additions — properties
under construction 583 - 16,068 16,651
Capitalised improvements
including components 1,175 - - 1,175
Disposals including
replaced components (1,157) (17) - (1,174)
Schemes completed 997 - (997) -
At 31 March 2017 182,716 7,988 21,757 212,461
Depreciation
At 1 April 2016 40,809 1,006 - 41,815
Charge for the year 4,011 130 - 4,141
Disposals including
replaced components (608) (4) - (612)
At 31 March 2017 44,212 1,132 - 45,344
Net book value
At 31 March 2017 138,504 6,856 21,757 167,117
At 31 March 2016 140,309 6,999 6,686 153,994

All housing land and buildings are heritable property. All schemes in progress have been approved
for Housing Association Grant.

Housing properties includes properties developed for mid-market rent and leased to Persevere
Developments Limited (note 25).

For major repairs during the year the Association spent £2,739k (2016: £2,908k): £1,175k (2016:
£1,750k) was capitalised for replacement components; and £981k (2016: £1,158k) was expensed
through operating costs in the Statement of Comprehensive Income.

Interest capitalised in the year amounted to £118k (2016: £95k). The interest capitalised was in
respect of the interest paid on loans used specifically for new development expenditure.
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13 a. Other fixed assets — Association

Cost/Valuation
At 1 April 2016
Additions during year

At 31 March 2017
Depreciation

At 1 April 2016
Provided during year

At 31 March 2017

Net book value
At 31 March 2017

At 31 March 2016

13 b. Other fixed assets — Group

Cost/Valuation
At 1 April 2016
Additions during year

At 31 March 2017
Depreciation

At 1 April 2016
Provided during year

At 31 March 2017

Net book value
At 31 March 2017

At 31 March 2016

Office

Heritable = Computer Furniture & Motor
Property Equipment Equipment Vehicles Total
£'000 £:000 £000 £'000 £:000
3,028 747 198 73 4,046
- 53 - - 53
3,028 800 198 73 4,099
741 597 168 49 1,655
58 82 8 11 159
799 679 176 60 1,714
2,229 121 22 13 2,385
2,287 150 30 24 2,491

Office
Heritable Computer Furniture & Motor

Property Equipment Equipment Vehicles Other Total
£:000 £000 £000 £000 £000 £'000
3,028 747 198 73 - 4,046
- 53 - 53 2 108
3,028 800 198 126 2 4,154
741 597 168 49 - 1,555
58 82 8 15 - 163
799 679 176 64 - 1,718
2,229 121 22 62 2 2,436
2,287 150 30 24 - 2,491
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13 c. Intangible assets

Group Association
2017 2016 2017 2016
£000 £000 £000 £°000
Cost/Valuation
At 1 April 2016 - - - -
Additions during year 57 - 57 -
At 31 March 2017 57 - 57
Depreciation
At 1 April 2016 - - - -
Provided during year 2 - 2 -
At 31 March 2017 2 - 2 -
Net book value
At 31 March 2017 55 - 55 -

At 31 March 2016 - - - -

14. Investments - Association

The Association has two wholly owned subsidiaries. A non-charitable subsidiary, Persevere
Developments Limited and a community interest company, Quay Community Improvements CIC.
The Association holds one ordinary share of £1 in each subsidiary.

Group Association
15. Stocks and work-in-progress 2017 2016 2017 2016
£000 £000 £000 £:000
Shared Ownership property awaiting sale - 38 - 38
Group Association
16. Debtors 2017 2016 2017 2016
£000 £:000 £000 £000
Arrears of rent 447 496 447 495
Less: bad debt provision (159) (171) (157) (167)
288 325 290 328
Group debtors — Intercompany Loan to QClI - - 91 -
Group debtors - Other - - 91 -
Other debtors and prepayments 496 337 491 298
Accrued income — property sale proceeds - 486 - 486
784 1,148 963 1,112
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17. Creditors: amounts falling due within one year

Group Association
2017 2016 2017 2016
£000 £000 £000 £'000
Housing loans (note 18) 10,394 381 10,394 381
Defined benefit pension deficit liability (note 22) - 333 - 333
Prepaid rent 328 258 328 258
Contractors for retentions unpaid and certified
work 482 186 482 186
HAG recycled 86 443 86 443
Group creditors - - 35 -
Trade creditors 210 43 197 43
Sundry creditors 651 683 647 682
Maintenance and general accruals 1,903 1,964 1,878 1,947
Deferred capital grant 2,493 - 2,493 -
Corporation tax 7 12 - -
16,554 4,303 16,540 4,273

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

Group Association
2017 2016 2017 2016
£:000 £000 £:000 £000
Housing loans 21,263 31,670 21,263 31,670
Defined benefit pension deficit liability (note 22) 1,734 3,601 1,734 3,601
Deferred capital grant (note 19) 101,741 101,542 101,741 101,542

124,738 136,813 124,738 136,813

Housing Loans

Housing loans from building societies and banks are secured by specific charges on the Association's
housing properties and are repayable at interest rates varying from 1% to 5.5% (2016: 1% to 5.5%)
over a period of between 8 and 20 years in instalments due as follows:

Group Association

2017 2016 2017 2016

£'000 £000 £'000 £'000

In one year or less 10,394 381 10,394 381
Between one and two years 394 10,381 394 10,381
Between two and five years 1,551 1,514 1,551 1,514
In five or more years 19,318 19,775 19,318 19,775
31,657 32,051 31,657 32,051

Amounts falling due within one year 10,394 381 10,394 381
Amounts falling due after more than one year 21,263 31,670 21,263 31,670
31,657 32,051 31,657 32,051
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19. Deferred capital grant

Group Association
2017 2016 2017 2016
£2000 £000 £000 £'000
At 1 April 101,542 103,134 101,542 103,134
Grant received during the year 5,629 1,056 5,629 1,056
Grant repaid during the year (532) (286) (532) (286)
Released to income in the year (2,305) (2,362) (2,305) (2,362)
At 31 March 104,234 101,542 104,234 101,542

Grants relating to assets are released to income over the lifetime of the related asset resulting in
release as follows:

Group Association

2017 2016 2017 2016
£000 £000 £'000 £000
In one year or less 2,493 2,492 2,493 2,492
In more than one year 101,741 99,050 101,741 99,050
104,234 101,542 104,234 101,542

20. Share capital
2017 2016
£ £
At 1 April 201 202
Issued during the year 13 13
Surrendered during the year (13) (14)
At 31 March 201 201

Each Member of the Association holds one voting share (nominal value £1) in the Association. These
shares carry no rights to interest, bonuses, dividend or distributions on a winding up. All shares are
surrendered on the cessation of membership. Each Member has the right to vote at members'
meetings.
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21. Cash flow from operating activities

Group Association

2017 2016 2017 2016

£:000 £'000 £000 £000
Surplus for the year after tax 5,638 2,540 5,627 2,492
Adjustments for non-cash items:
Depreciation of tangible fixed assets 4,306 4,554 4,302 4,554
Decrease/(Increase) in stock 38 - 38 -
(Decrease)/increase in trade and other debtors 364 31 149 66
Decrease/(increase) in trade and other creditors (450) 470 (439) 450
Pension cost less contributions payable (2,286) (339) (2,286) (339)
Carrying amount of tangible fixed asset disposals 562 359 562 359
Tax provided 7 12 - -
Adjustments for investing or financing activities:
Proceeds from the sale of tangible fixed assets (1,867) (1,467) (1,867) (1,467)
Government grants utilised in the year (2,305) (2,362) (2,305) (2,362)
Interest payable 1,112 1,166 1,112 1,166
Interest received (64) (94) (64) (94)
Cash generated from operating activities 5,055 4,870 4,829 4,825
Tax paid (12) 7y - -

Net cash generated from operating activities 5,043 4.863 4,829 4,825

22. Pension Obligations

The Association participates in The Pensions Trust — Scottish Housing Associations’ Pension
Scheme, a multi-employer scheme which provides benefits to some 150 non-associated employers.
The scheme is a defined benefit scheme in the UK.

It is not possible for the Association to obtain sufficient information to enable it to account for the
scheme as a defined benefit scheme. Therefore it accounts for the scheme as a defined contribution
scheme.

The scheme is subject to the funding legislation outlined in the Pensions Act 2004 which came into
force on 30 December 2005. This, together with documents issued by the Pensions Regulator and
Technical Actuarial Standards issued by the Financial Reporting Council, set out the framework for
funding defined benefit occupational pension schemes in the UK.

The scheme is classified as a 'last-employer standing arrangement'. Therefore the Association is
potentially liable for other participating employers' obligations if those employers are unable to meet
their share of the scheme deficit following withdrawal from the scheme. Participating employers are
legally required to meet their share of the scheme deficit on an annuity purchase basis on withdrawal
from the scheme. Further information in relation to this contingent liability is given in note 26.

A full actuarial valuation for the scheme was carried out at 30 September 2012. This actuarial
valuation showed assets of £394m, liabilities of £698m and a deficit of £304m. To eliminate this

funding shortfall, the Trustee has asked the participating employers to pay additional contributions to
the scheme as follows:

Deficit contributions (all employers)

From 1 April 2014 to 30 September 2027: £26,304,000 per annum
(payable monthly and increasing by 3% each year on 1% April)
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22. Pension Obligations (Contd.)

A full actuarial valuation for the scheme was carried out at 30 September 2015. This actuarial
valuation showed assets of £616m, liabilities of £814m and a deficit of £198m. To eliminate this
funding shortfall, the Trustee has asked the participating employers to pay additional contributions to
the scheme as follows:

Deficit contributions

From 1 April 2017 to 28 February £25 735,092 per annum (payable monthly, increasing by 3%
2022: each 1st April)

£727,217 per annum (payable monthly, increasing by 3%
each 1st April)

. . £1,239,033 per annum (payable monthly, increasing by 3%
From 1 April 2017 to 31 October 2026: each 1st April

The recovery plan contributions are allocated to each participating employer in line with their
estimated share of the scheme liabilities.

From 1 April 2017 to 30 June 2025:

Where the scheme is in deficit and where the Association has agreed to a deficit funding arrangement
the Association recognises a liability for this obligation. The amount recognised is the net present
value of the deficit reduction contributions payable under the agreement that relates to the deficit. The
present value is calculated using the discount rate detailed in these disclosures. The unwinding of the
discount rate is recognised as a finance cost.

31 March 31 March 31 March

Present values of provision (POLHA) . 2017 2016 2015
£'000 £'000 £'000

Present value of provision 1,734 3,934 4,184

Reconciliation of opening and closing provisions

Period Ending
31 March 2017

Period Ending
31 March 2016

£000 £000
Provision at start of period 3,934 4,184
Unwinding of the discount factor (interest expense) 86 89
Deficit contribution paid (333) (323)
Remeasurements - impact of any change in assumptions 50 (16)
Remeasurements — amendments to the contribution schedule (2,003) -
Provision at end of period 1,734 3,934

Income and expenditure impact

Period Ending
31 March 2017

Period Ending
31 March 2016

£000 £000
Interest expense 86 89
Remeasurements — impact of any change in assumptions 50 (16)
Remeasurements — amendments to the contribution schedule (2,003) -
Contributions paid in respect of future service® 151 139
Costs recognised in income and expenditure account 11 11

* includes defined contribution schemes and future service contributions (i.e. excluding any deficit
reduction payments) to defined benefit schemes which are treated as defined contribution schemes.
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22. Pension Obligations (Contd.)
31 March 31 March 31 March

Assumptions 2017 2016 2015

% per annum % per annum % per annum

Rate of discount 1.06 2.29 2.22

The discount rates shown above are the equivalent single discount rates which, when used to
discount the future recovery plan contributions due, would give the same results as using a full AA
corporate bond yield curve to discount the same recovery plan contributions.

The following schedule details the deficit contributions agreed between the Association and the
scheme at each year end period:

Deficit contributions schedule (POLHA)
31 March 31 March 31 March

Year ending , 2017 2016 2015

£'000 £'000 £'000
Year 1 341 333 323
Year 2 . 351 343 333
Year 3 362 353 343
Year 4 373 364 353
Year 5 352 375 364
Year 6 - 386 375
Year 7 - 398 386
Year 8 - 410 398
Year 9 - 422 410
Year 10 . - 435 422
Year 11 - 448 435
Year 12 - 231 448
Year 13 - - 231
Year 14 - - -
Total 1,779 4,498 4,821

The Association must recognise a liability measured as the present value of the contributions payable
that arise from the deficit recovery agreement and the resulting expense in the income and
expenditure account i.e. the unwinding of the discount rate as a finance cost in the period in which it
arises.

It is these contributions that have been used to derive the Association's balance sheet liability.

23. Capital commitments

Group Association
2017 2016 2017 2016
£m £'m £'m £'m
Housing developments
Capital expenditure that has been contracted for but
has not been provided for in the accounts 6.2 6.8 6.2 6.8

These costs are expected to be met from current bank funding facilities.
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24. Units of Accommodation

At At
1 April 31 March
Group and Association 2016 Additions Transfers Disposals 2017
Property held for letting
General 2,074 - 1 (19) 2,056
Sheltered 105 - - 105
Medium dependency 185 - ) - 184
Wheelchair housing 60 - - - 60
Special needs 51 - - - 51
Mid-market rent . 131 8 - - 139
Shared ownership 138 - - )] 137
2,744 8 - (20) 2,732

As at 31 March 2017 the number of properties the Association leased to Persevere Developments
Limited for onward letting at mid-market rent was 139 (2016: 131).

25. Related party disclosure

The three tenant members of the Board of Management during the year had tenancies on normal
terms and these Board Members cannot use their position to their advantage. The amount of rent
charged in the year ended 31 March 2017 in respect of these tenancies amounted to £14k (2016:
£14k). The rent outstanding at 31 March amounted to a prepayment of £297 (2016: £1k).

The Association has leased to Persevere Developments Limited (PDL), its subsidiary company, those
properties which it has developed for mid-market rent. Port of Leith Housing Association also
provides staff and services to Persevere Developments under a Service Level Agreement (SLA).
Under the terms of the lease and SLA quarterly charges commenced in the quarter commencing 1
April following commencement of the lease and will continue over the duration of the lease concluding
with a final charge in the quarter following the termination of the lease and SLA. Management charges
amounted to £75k (2016: £59k) and leasing fees totalled £663k (2016; £471k) in the year ended 31
March 2017. At 31 March 2017 PoLHA owed Quay £42k (2016: £nil) and PDL £nil (2016: £nil). Quay
owed PolLHA £174k (2016: £nil). A loan of £91k (2016: £nil) is included in the amount owed. PDL
owed PolLHA £8k (2016: £8k).

The Association has provided a loan to Quay Community Improvements, its subsidiary and also
provides staff and services under a Service Level Agreement (SLA). Management charges amounted
to £11k (2016: nil) in the year ended 31 March 2017.

26. Contingent liabilities

Lorne Area Housing Association Limited - Pension Scheme

On 30 September 2005 the activities and the net assets of Lorne Area Housing Association Limited
(LAHA) were transferred to Port of Leith Housing Association Limited (POLHA) as a transfer of
engagements.

At the date of transfer, LAHA was a participating member of the Scottish Housing Associations’
Pension Scheme; a multi-employer defined benefit pension scheme. New legislation on the treatment
of funding deficits when solvent employers withdraw from a multi-employer scheme came into effect
on 2 September 2005 and required the withdrawing employer to settle a minimum funding debt level.

A form of security in favour of the Pensions Trust for the buy-out liability, as an alternative to payment
of the liability, was agreed during 2009. An “account security arrangement” has been entered into
with the Pensions Trust and the Association placed on deposit in 2009 the sum of £520,507. The
deposit held under the security arrangement must be amended as necessary to reflect the periodic
revaluation of the buy-out debt. As at 31 March 2017 the Association has on deposit £1,105,667,
being the latest estimate of the potential debt notified by the Pensions Trust based on the draft 2015
triennial valuation. This separate deposit account is included in these accounts.
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26. Contingent liabilities (Contd.)

Port of Leith Housing Association Limited — Pension Scheme

The Pensions Trust has notified the Association of the latest estimate of the debt on withdrawal
potentially due by the Association based on the draft 2015 triennial actuarial valuation of the Scheme.
This contingent liability, crystallization of which is considered remote due to the continued
membership of the Scheme, is estimated at £13,620,955 and includes an amount in respect of Lorne
Area Housing Association of £1,105,667. The past service deficit contributions payable over the
deficit recovery plan period to September 2027, and for which provision has been made in the
financial statements (note 22), are designed to reduce this potential debt.

Housing Association Grant

Grants relating to assets are recognised as a liability which is then amortised or released to income
over the lifetime of the related asset. The deferred capital grant disclosed at note 19 represents the
remaining capital grants yet to be released to income. The original amounts of these grants become
repayable on the sale or disposal of the related assets, unless there is a specific agreement in place
to recycle the grant against new property development. Housing Association Grant amortised to 31
March 2017 amounts to £31m. '

27. Recycled proceeds reserve movements

At At
1 April 31 March
Association 2016 Income Expenditure Transfers 2017
In Out
Reserves
Restricted - pension 1,837 - - - - 1,937
Restricted — Recycled
proceeds - - - 2,637 (1,078) 1,559
Total restricted 1,937 - - 2,637 (1,078) 3,496
General 27,195 15,895 (10,268) 1,078 (2,637) 31,263

Total reserves 29,132 15,895 (10,268) 3,715 (3,715) 34,759

Specific consent to dispose of 16 properties under Part 9 of the Housing (Scotland) Act 2010 was
granted on 26 January 2016 with general consent to dispose of a further 96 properties granted on 3
March 2016. In December 2015 the Association received support from City of Edinburgh Council and
agreement from Scottish Government to dispose of 113 pre-1919 properties (in 75 stairs) and reinvest
the proceeds via the Housing Association Grant Recycling Pilot (HIGN 2012/08). Under this
agreement PoLHA will use the proceeds from sales to apply a fixed £14,250 discount in Housing
Association Grant (HAG) and £14,250 contribution towards PoLHA private finance per unit to build an
anticipated 376 social housing units over 10 years.

A restricted reserve has been created to ring fence the qualifying proceeds from the sale of properties
in the disposal programme. An amount of £2,637k has been transferred into the fund and £1,078k
released back into the general reserve. The amount released back into the general reserve is to fund
the developments at St Nicholas Court £280k and Bailiefield £798k. This leaves a balance in the

restricted reserve of £1,559k.
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