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Last year I reported on the progress that
THFC had made in re-establishing itself as a
lender to Registered Social Landlords
(RSLs). I am pleased to report this year that
the pace of activity has increased again,
through greater borrowing from the banking
and capital markets. We built on our
Standard & Poor’s general obligations rating
of A+ by issuing a new credit-enhanced
bond, rated AA-, and in the forthcoming
year we will realise greater value from the
improvements and innovations we have
made in the way the THFC group operates. 

THFC remains committed to its core task 
of providing funding to RSLs. To do this we
have to remain relevant to borrowers that
are changing rapidly and consolidating in
number. We have three primary goals. We
intend to create flexible and cost effective
refinancing opportunities for those borrowers
with historic, high interest debt; develop and
offer a price-competitive long-term bond
structure which is complementary to existing
bank financing, and provide high levels of
customer service.

The last three years were dedicated to
building a team with specialist knowledge.
Members have experience of the capital
markets and how to structure secured
lending financed by public bond issues. 
We focused on refining the way collateral is
provided by our borrowers to ensure the
most efficient use of their social housing
assets. This effort was rewarded with the
completion in December 2004 of our first
new Eurobond issue since 1996. When
making the issue THFC was able to
capitalise on relatively benign long-term
interest rates. Although modest in amount,
the £67.4 million (face value) of 5.125%
2035/37 bonds, which were issued by 
a newly created funding vehicle, T.H.F.C.
(Funding No.1) Plc, are expected to form the
base on which several tranches of new
loans will be made in future years. It
combines one of the lowest coupons of any
public issue made to fund the social housing

market with a ‘bullet’ maturity (no principal
repayments required until maturity) and, for
borrowers, is the most security efficient
bond yet issued for RSLs.

The bonds are rated AA- by Standard &
Poor’s, making them attractive to institutional
investors seeking high quality paper with 
a long maturity. The award of this rating
builds on the A+ general obligations rating
given to the THFC group by Standard &
Poor’s in 2003. S&P reconfirmed their
assessment of THFC’s low credit risk profile
by re-affirming that rating last December.

As part of our lending programme we
approached existing borrowers with ideas on
how they might efficiently refinance certain of
their outstanding loans from us. As a result
we arranged for the redemption of £36.8
million (face value) of old debt during the year
(2004: £10 million), thereby improving the
financial profiles of several of our borrowers.
We intend to continue arranging early
redemptions of our borrowers’ outstanding
loans whenever institutional investors are
prepared to exchange or sell our existing
debenture stocks, and where there is a
proven benefit for our borrowers. At the
same time we will ensure that such activity
does not disadvantage THFC through a
difference between the redemption fee
charged and the net present value of the
future management fees lost to us. Where
possible we will provide the finance needed
for these redemptions.

A total of £104 million (2004: £9.9 million) 
of new loans were either advanced or made
available to RSLs by members of the THFC
group during the year. In addition to the
proceeds of our bond issue we lent £37
million funded by banks and arranged
further facilities which will form the basis 
for our flexible lending programme. The
current financial year has begun well and 
a £20 million revolving line provided by a
bank that is new to the RSL sector has
recently been completed.

Chairman’s Report

Our efforts were rewarded with the completion 
in December 2004 of our first new Eurobond 
issue since 1996.

David Creed
Chairman

1. Knightstone Housing
Association Limited,
Compton Lodge, Bristol

2. Knightstone Housing
Association Limited, 
The Piggeries, Frome,
Somerset 

3. Dominion Housing Group
Limited, Union Wharf 

4. Dominion Housing Group
Limited, Bromyard
Avenue, Acton

5. Sunderland Housing
Group, Pathway Houses

6. Hightown Praetorian &
Churches HA, Colney,
St. Albans

7. Sunderland Housing
Group, City Centre

8. Manningham Housing
Association, Clifton
Villas, Bradford
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Chairman’s Report
continued

Our marketing efforts focused on meeting
potential borrowers and investors, in groups
or singly, and reinforcing the ideas we
suggested with presentations at sector
conferences and in our own THFC led
seminars. We introduced a regular
newsletter and developed our website so as
to inform borrowers more effectively about
our plans. As a consequence we are finding
that potential borrowers are taking a serious
interest in what THFC now offers.

At the year-end the Group was the provider
of funds to 133 borrowers (2004: 134), 
a number of which are in the same group.
Over time, as RSLs consolidate 
to create more efficient groups, we expect
the number of THFC borrowers to decline.
In the context of the Government’s
continued efficiency drive in the sector the
Housing Corporation currently lists just 
71 Development Partners, however there 
is consolidation in progress even amongst
these. A consequence of the scale of these
mergers is the amalgamation of secured
debt portfolios which are not uncommonly 
in excess of £500 million. The largest
Development Partner borrowing portfolios
are forecast to be in excess of £1 billion
within a few years. We view this scale 
of requirement, coupled with the current
bank lender concentration, as a prime
opportunity for the application of our bond
issuance expertise.

As well as looking at the largest borrowers
THFC continues to fulfil its historic role of
being the not-for-profit provider of funding 
to smaller, niche RSLs. Often these are
community-based associations which
continue to play a vital role in delivering the
cohesive neighbourhood management
advocated by the National Housing
Federation’s ‘iN Business’ sector initiative. 
A full list of borrowers can be seen on pages
16 to 18.

The work on improving the quality of our
systems and controls continued during the
year. We completed our programme of

procedures documentation, commenced the
introduction of a new treasury management
system and outsourced much of our IT
systems support, which gives us a far more
robust disaster recovery capability. 

In December, on the expiry of our ten-year
lease at Ironmonger Lane, we moved into
new offices in Cannon Street in the heart of
the City. We considered reducing lease costs
by moving to a less central location but
decided that to meet our objective of
providing competitively priced funding on
acceptable terms to borrowers we needed to
remain close to our investors and other City
institutions. Our annual overheads have risen
steadily in recent years as we implemented
the programme of change commenced in
2002, but they still account for only 0.067%
of the total of the £2.2 billion of outstanding
loans to RSLs that we own or manage. 

Management of our existing loans portfolio
continues to be an essential part of THFC’s
after-sales service. Several more borrowers
of the proceeds of THFC’s early 1990s’ high
coupon debenture stocks sought ways of
prepaying their debt without incurring the
onerous penalty incorporated in the ‘Spens’
formula. This formula charges a borrower
with the economic difference on its loan
between the prospective yield to maturity for
the lender and the yield on a gilt-edged
stock of similar maturity. Such a formula
implies that the lender is unable to re-invest
any prepayment proceeds at other than gilt
yields without increasing its counterparty risk,
and is a condition of many of the early bonds
issued by THFC. Working with those
borrowers, our bond trustee and our legal
advisers, we were able to improve on the
pre-payment route developed last year so as
to lessen the pre-payment penalty. As a
result £18 million (face value) of 11.5% 2016
bonds, £8.4 million (face value) of 8.625%
2023 bonds and £10.4 million (face value) of
T.H.F.C. (Social Housing Finance) Limited
8.75% 2016/21 bonds were redeemed in the
year and our associated loans to borrowers
prepaid. We intend to continue with our
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efforts to find ways to reduce the burden of
our loan portfolio on our borrowers when
market conditions make it possible.

Our service company, T.H.F.C (Services)
Limited (THFCS), provides administration
services to all THFC group companies and 
to certain third party lenders to the social
housing sector. It is part of our business
strategy to develop these services to
capitalise on the economies of scale possible
in bond and loan management. We also
recognise the importance to customers of
the consistent provision of a high quality
administrative service over the long expected
life of housing association bonds. THFCS is
one of the largest providers of third party
administration services to the sector in the
market. During the year we expanded our
website information to include data on our
managed companies which allows borrowers
and investors to check an up-to-date
position on the status of their loans. Our
income from our managed companies’
contracts was £177,000 (2004: £146,000).

THFC’s loan book stands at £1,551 million
(2004: £1,488 million), with a further £686
million (2004: £686 million) of third party
loans under management, a total increase of
£63 million from last year. Although the net
increase was small, as a result of the
prepayment programme, the Group finished
the year with an improved pre-tax surplus of
£376,000 (2004: £189,000). Our objective
remains that of generating a sufficient
surplus each year to achieve a steady
progression in THFC’s financial reserves.
With the current level of THFC’s overheads
this is only comfortably achievable through
the generation of new business each year
although, if needed, we would be able to
adjust our overheads so as to break even
without any contribution from new lending or
additional managed company income.

As a consequence of a sound year the
Group’s reserves have risen from £5.8
million to £6.0 million.

At the start of the year Jon Rouse was the
Housing Corporation’s nominee to the
board. Because Mr Rouse was seeking to
free himself from duties other than acting as
the Corporation’s chief executive it was
agreed with the Corporation’s chairman that
his deputy, Shaukat Moledina, should
replace Mr Rouse. This change has worked
well and Mr Moledina’s thoughtful
contribution to our board discussions has
been most welcome. 

At the Annual General Meeting Jim Coulter,
who is the current appointee by the National
Housing Federation, will retire from the
board. As our longest serving director we
owe a substantial debt of gratitude to Jim
for his steadying hand and sound advice
over the last 17 years, and we wish him well
in his retirement. He will be replaced by the
Federation’s new chief executive, David Orr.

My thanks go to members of the board and
the staff for their hard work during a busy
and productive year. The appetite for new
funding within the social housing sector is
strong, and THFC is well placed to reinforce
its unique position as the not-for-profit
finance provider, alongside mainstream
mortgage banks and building societies.

David Creed 
Chairman
20 June 2005

1. Shaftesbury Housing
Association

2. Knightstone Housing
Association Limited,
Huddlestone Court,
Wells, Somerset

3. Hightown Praetorian &
Churches HA, Key
Worker Apartments, 
St. Albans

4. Knightstone Housing
Association Limited,
Mulberry Gardens, 
S. Gloucester

5. Sunderland Housing
Group, Lakeside
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Group Report

Group Structure
Since the incorporation of The Housing
Finance Corporation (THFC) in 1987 various
subsidiaries have been created within the
THFC group (the Group) to cater for the
different financial instruments and covenant
structures which have been required over
time. THFC and all its subsidiaries operate on
a non-profit-distributing basis. They carry out
the core function of raising private sector loan
finance for registered social landlords to
further their work in developing or refurbishing
housing for people in housing need. A further
Group member, T.H.F.C. (Services) Limited
(THFCS), provides management services to
the rest of the Group and to third parties. 
The structure of the Group is set out in the
diagram on page 40.

The Board
The Group organisations are each controlled
by a board consisting of the Group’s chief
executive, Piers Williamson, and six non-
executive directors (short biographies of the
current seven directors can be found on
pages 14 and 15). T.H.F.C. (Capital) PLC has
an additional director, John Shinton of RBC
Capital Markets. The Housing Corporation,
the public sector corporation which acts as
the regulator of registered social landlords
and principal distributor of social housing
grant, has the right to nominate a director to
our board. In August 2004 the Corporation
nominated its deputy chairman, Shaukat
Moledina, to replace its chief executive, Jon
Rouse on our board. The National Housing
Federation has a similar right and nominates
its chief executive to our board. On his
retirement as its chief executive, Jim Coulter
will hand over to his successor, David Orr,
who will join our board at this year’s Annual
General Meeting. Other directors are
selected for their expertise in the fields of
finance, commerce and housing. 

The Executive Staff
The THFC management team is led by Piers
Williamson, an experienced treasurer and
banker, who joined us three years ago. The
team includes other executives with a broad

range of banking, accounting and treasury
qualifications. Fenella Edge joined THFC to
undertake the new position of group
treasurer in November 2002. She has an
extensive background in treasury risk
management and, within THFC, has
responsibility for lending and treasury
management operations, including the
negotiation of institutional and customer
funding agreements. She is supported by
Colleen Green who joined us in August 2003
from The Housing Corporation and Nigel
Perryman who had experience as a senior
finance professional in a number of RSLs
prior to joining THFC in October 2004.

Fenella Edge’s team is responsible for our
relationships with our housing association
customers and its success in developing
new products that appeal to RSLs has been
a key driver of the increase in our lending
business during the year.

Colin Burke, a chartered accountant, was
recruited to the position of company secretary
and finance manager in October 2002. He
has a background in reporting and financial
control, gained in the media industry. Earlier
that year we recruited Deborah Barland to act
as our business strategy manager. Deborah is
also a chartered accountant and has
specialised in business analytics. Her skills
form an important part of THFC’s approach to
portfolio and data analytics and she has led
our work in achieving our credit ratings from
Standard & Poor’s. 

Group Financing Principles
THFC and its issuing subsidiaries, T.H.F.C.
(Indexed) Limited, T.H.F.C. (Indexed 2)
Limited, T.H.F.C. (First Variable) Limited and
T.H.F.C. (Social Housing Finance) Limited
have between them issued financial
instruments including zero-coupon, deep-
discounted, index-linked and conventional
public debenture stocks, stepped and par-
coupon private placements and fixed and
variable rate bank loans. Despite the variety
of loan structures they all adhere to the
same fundamental principles:

THFC and all its subsidiaries operate on a non-profit-
distributing basis. They carry out the core function of
raising private sector loan finance for registered social
landlords to further their work in developing or
refurbishing housing for people in housing need.
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• Funds are raised solely on behalf of
registered social landlords

• Funds raised are on-lent immediately
• Funds are on-lent on a substantially

identical maturity, interest and
repayment profile thus ensuring that no
material mis-match risk is taken on
interest rate movements

• No currency risk in relation to its funds is
taken by the Group or passed on to its
borrowers

• Loans are fully secured and covenanted
in accordance with the terms of the
relevant individual Group member’s
governing Trust Deed

• The Group makes its own independent
credit assessment of its borrowers and
accepts or refuses applications for
funding after a careful review by a credit
committee.

Security Offered to Investors
The security which THFC and its issuing
subsidiaries offer to their respective investors
is illustrated on the next page. Lenders to
each organisation benefit from a floating
charge over its assets, which are primarily its
secured loans to registered social landlords
and which include any reserves accumulated
from income. All the stocks and loans rank
pari passu and are protected by a negative
pledge. This form of security was designed to
enable investors to spread their risk across a
growing range of instruments and borrowers.

Property Security 
Whilst one of the benefits of THFC’s
standard loan terms is to offer registered
social landlords the ability to secure their
loans by way of floating charges – subject to
appropriate asset cover tests – many
borrowers continue to prefer to provide fixed
charge security on specified properties.
Most new borrowers choose to adopt fixed
charge security from the outset and during
the year a further six borrowers have
switched from floating to fixed charge
security. THFC approves the valuers used by
borrowers in order to ensure a consistent
and adequately detailed approach which

takes account of the physical condition, the
future rental potential and the market
context of the property being valued.

Loans Administration
THFC’s exemplary record of prompt collection
and payment of interest and principal has
remained intact over its eighteen-year history.
Borrowers’ payments are made one month
prior to THFC’s obligation to pay investors,
thus providing a timing cushion and a source
of additional investment income.

Credit Monitoring
Each borrower undergoes a credit review
prior to a loan being granted which involves
accounts analysis, review of business plans
and projections, scrutiny of regulatory and
audit reports, comparison of performance
indicators and an assessment of
management capabilities. A bespoke credit-
scoring model has been implemented which
ranks all current and prospective borrowers
against a number of parameters. This model
enables internal ratings to be derived for each
borrower and a default probability to be
estimated. The assumption of a loss given
default ratio allows the likely maximum loss in
any financial year to be assessed. This
exercise is an integral part of the credit
assessment process and a necessary step in
the maintenance of THFC’s credit rating.
Credit scoring together with review of credit
information and customer visits provide the
basis for regular credit monitoring and reports
to the board on the health of the portfolio.
New or increased credit exposures are
reviewed and approved or rejected by THFC’s
Credit Committee, an executive committee
comprising senior executives of THFC and
one nominated non-executive board member. 

The financial health of registered social
landlords continues to be under pressure
from a number of factors. The underlying
demand for social housing remains stronger
than ever but the heightened desire of the
government to increase the production of
new social housing and improve older stock,
at the same time as insisting on internal
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Group Report
continued

efficiencies in delivery from RSLs, has
caused pressures on cash flow generation.
This most commonly impacts the debt
service capability in RSL business plan
forecasts. That underlines the need for
THFC to maintain a strong internal credit
function to complement the regulatory
function of The Housing Corporation.
Additionally THFC remains one of the few
lenders in the sector to have an asset
specific net income cover of at least 100%
as a core covenant for all its loans. 

UK Rents (No.1) PLC (‘UK Rents’) and
T.H.F.C. (Capital) PLC (‘THFC Capital’) 
These Group entities were structured
differently from the issuing subsidiaries. 
UK Rents is a special purpose vehicle
established in 1994 solely for the purpose 
of issuing bonds, with a ‘AAA’ rating
achieved through a rental securitisation, and
making the funds raised available to housing
associations as direct loans. THFC Capital
was established in March 2001 to act as 
a conduit for funds raised for the transfer 
of housing stock from Sunderland City
Council to the Sunderland Housing Group.
The loans to Sunderland are structured on 
a non-recourse basis and the property
security is held by a Security Trustee for the
benefit of the bank lenders and investors. 

T.H.F.C. (Funding No.1) Plc 
(‘Funding No.1’)
Funding No.1 is a non-consolidated orphan
company. The entire issued share capital of
its holding company, T.H.F.C. Funding
(Holdings) Limited, is held by T.H.F.C.
(Services) Limited under a declaration of trust.
It was incorporated in November 2004 to act
as the issuing company for secured bonds
carrying a AA- rating from Standard & Poor’s
rating agency. Funding No.1’s rating is linked
to the general obligations rating of THFC and
is achieved partly through the addition of a
bespoke liquidity facility. Should this facility no
longer be available to draw, or the rating of
the liquidity provider (ABN Amro Bank) be
downgraded then, and to the extent an
alternative liquidity facility is not substituted,
Funding No.1’s bonds could be downgraded.

All the funds raised are lent to THFC at cost
for on-lending by it to RSLs. Like all other
lenders to THFC, Funding No.1 has a pari
passu floating charge over THFC’s assets.

Reserves
THFC and its issuing subsidiaries each
covenant to their respective investors that
they will maintain total operating expenditure
within total operating income on a rolling
three-year basis. They have all successfully
complied with this covenant since
incorporation. 

By generating fee income, investing ‘month-
early’ interest payments, investing reserves
and exercising tight cost control the Group
has now accumulated non-distributable
reserves amounting to £6.0 million (2004:
£5.8 million).

Taxation
Under existing UK law and practice,
payments of interest on debenture stock
and Eurobonds issued by THFC, its issuing
subsidiaries and managed companies may
be made gross to UK resident stockholders.

Administration Services
Since October 1999 THFCS has provided
loans administration and company secretariat
services to Haven Funding PLC and Haven
Funding (32) PLC which as at 31 March
2005 had, in total, issued £429.9 million in
loans to 21 registered social landlords
arranged by RBC Capital Markets.

Since March 2001 THFCS has provided
management services to the Sunderland
Housing Group in administering Sunderland
(SHG) Finance PLC and its parent company.

In August 2003 THFCS was appointed loans
administrator to Harbour Funding plc, a
special purpose vehicle that issued bonds
into the UK market and lent the proceeds of
£256 million to four large scale voluntary
transfer RSLs.

THFCS also provides administration for all
THFC group companies.

Public Debenture Stock

Private Debenture Stock

Bank and Other Loans

Pari
Passu
Floating
Charge

THFC

Floating
and Fixed
Charges
providing
covenanted
Asset and
Income
cover

HA Loan 1

HA Loan 2

HA Loan 3

HA Loan 4

HA Loan x



Analysis of Group Loans Portfolio

Geographical distribution
£000

North East 397,940
London 372,564
Midlands 237,108
South East 127,494
North West 122,414
National 120,128
South West 77,381
East Anglia 54,028
Wales 34,318
Scotland 7,607

Total 1,550,982

Scotland
Wales
East Anglia
South West
National
North West
North East

South East
Midlands
London

Instrument structure
£000

Fixed Rate (Bullet) 678,376
T.H.F.C. (Capital) PLC 325,250
Index Linked 177,442
Fixed Rate (Annuity) 160,690
Discounted 78,902
Variable 56,665
Stepped Coupon 37,514
Rental Securitisation 36,143

Total 1,550,982

Rental Securitisation
Stepped Coupon
Variable
Discounted
Fixed Rate (Annuity)

Fixed Rate (Bullet)
Index Linked
T.H.F.C. (Capital) PLC

Outstanding loan terms
£000

21 years and over 455,428
16-20 years 673,238
11-15 years 350,606
6-10 years 40,349
0-5 years 31,361

Total 1,550,982

0-5 years
6-10 years
11-15 years

21 years and over
16-20 years

The Housing Finance Corporation Limited
Annual Report and Accounts 200509



The Housing Finance Corporation Limited
Annual Report and Accounts 200510

Directors’ Report

Principal Activities
The Housing Finance Corporation Limited
(THFC) was incorporated in Great Britain in
1987, with limited liability under the Industrial
and Provident Societies Acts 1965 to 2002.
Its principal objective is to lend money to
registered social landlords. It has established
a number of wholly owned subsidiaries to
cater for the varying interests of stockholders
and bank lenders in different forms of financial
instrument and the reports and accounts for
all companies within the THFC group (the
Group) are available separately on request
from T.H.F.C. (Services) Limited, 4th Floor,
107 Cannon Street, London EC5N 5AF. 

Results
The consolidated operating surplus before
taxation for the year ended 31 March 2005
was £376,000 (2004: £189,000). 

Under its rules, THFC cannot ‘trade for
profit’. It is, however, the intention of the
directors that it will continue to make
operating surpluses each year. Any such
surpluses may not be distributed either
directly or indirectly to shareholders and are
accumulated as reserves to act as an
additional protection for investors. On a
winding up of THFC the reserves must be

passed back to borrowers from THFC in 
a manner and with an allocation to be
determined by the board of THFC.

The reserves are held as cash deposits. 
Our investment strategy remains broadly
unchanged from prior accounting periods.

In the year THFC made a donation of £500
to a specific VSO project working in Sri
Lanka in the wake of the Asian Tsunami
disaster. THFC makes no political donations.

Directors and Shareholders
Details of directors, their service periods for
the year and the shareholders of THFC are set
out in the table below. The biographies of the
current directors appear on pages 14 and 15.

One third of the independent directors are
required under THFC’s rules to retire each
year in rotation and may offer themselves for
re-election.

Accordingly, at the forthcoming Annual
General Meeting, Pam Alexander and 
Sadru Visram are resigning and offer
themselves for re-election. As a director
appointed during the year, Shaukat Moledina
resigns and offers himself for re-election.

THFC Shareholdings
Director Period Served 31 March 2005

Pam Alexander Full Year £1

Michael Boohan Full Year £1

Jon Rouse 1 April 2004 to 1 September 2004 NIL

Jim Coulter Full Year NIL

David Creed Full Year £1

Shaukat Moledina Since 1 September 2004 NIL

Sadru Visram Full Year £1

Piers Williamson Full Year NIL

Other Shareholders

The Housing Corporation £1

National Housing Federation £1

Total Shareholdings 

31 March 2005 £6
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Since Jim Coulter retires at the meeting his
replacement representative from the National
Housing Federation, David Orr, is offering
himself for election.

Chief Executive and Company Secretary
Piers Williamson and Colin Burke, chief
executive and company secretary
respectively, held those positions throughout
the year. The chief executive has defined
powers of authority and responsibility which
are delegated to him by the board of THFC,
and the company secretary is responsible
for ensuring board procedures are followed.

Directors’ Remuneration
The directors’ remuneration is established 
by the board in the light of periodic advice
from financial advisers. None of the current
directors receives pension benefits, bonuses
or benefits in kind with the exception of the
chief executive who is paid a salary, pension
benefits and certain other employee benefits
in accordance with guidelines determined by
the board. The remunerations of Jim Coulter,
Jon Rouse and Shaukat Moledina were
remitted to their employers. The fees of 
the non-executive directors were increased
by 3.2% on 1 April 2005.

Board 
The directors as set out above (all of whom
are non-executive with the exception of 
the chief executive) comprise the board of
THFC and its subsidiaries, with the
exception of T.H.F.C. (Capital) PLC which
has an additional director, John Shinton of
RBC Capital Markets. Shaukat Moledina is
nominated by The Housing Corporation and
Jim Coulter represents the National Housing
Federation (to be replaced by David Orr on
20 June 2005). The board is responsible for
the overall direction and strategy of THFC
and its subsidiaries, establishing an
adequate control framework within which
the executive can operate effectively,
monitoring performance, ensuring adequate
resources are available and taking all
borrowing and lending decisions.

The board meets a minimum of six times per
year to conduct its regular business with
further meetings as required to approve and
execute all new loan transactions. The board
has established two sub-committees:

Nominations and Personnel Committee
Considers potential nominees to the board
and personnel matters including
recommendations to the board on senior
executive remuneration and appointments. 
It comprises David Creed (chairman), Pam
Alexander and Jim Coulter.

Audit Committee
Reviews internal controls, financial reporting,
annual financial statements, the performance
and recommendations of external auditors
and compliance with laws and regulations. 
It considers financial and operational risks as
a precursor to these matters being reviewed
by the full board at its scheduled meetings.
Members comprise Michael Boohan
(chairman), Shaukat Moledina and Sadru
Visram. Piers Williamson and senior
members of staff attend when required. 

There are no other permanent committees
of the board and all matters reviewed in
committee are reserved for decisions to be
considered by the board at one of its
scheduled meetings. Matters of board
governance are considered only by the
board. Directors are entitled to take
independent professional advice.

Principles of Tenure for Non-executive
Board Members 
Board members of THFC and its subsidiaries
are appointed under the following conditions
which were established in 2002:

• Individuals who had not served on the
board prior to 2002 may be appointed
to the board for no more than three
successive terms, each term being of
three years’ duration, unless they are
nominated board members (those
nominated by The Housing Corporation
or the National Housing Federation).
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Directors’ Report
continued

• Nominated board members will be
allowed to serve any number of
successive terms provided they have the
consent and continuing support/approval
of their sponsoring organisations
(however, it has been agreed by those
organisations that the normal practice
will be for nominated members to follow
the nine-year limit that applies to the
other non-executive directors). 

• No board member (other than a
nominated board member) may serve on
the board for a cumulative total of more
than 15 years.

• No board member will be permitted to
serve after the age of 70 unless by
unanimous agreement of the board, such
agreement to be reconfirmed annually.

• Following retirement or resignation from
the board, an ex-board member cannot
submit him/herself for re-election until
three years have elapsed from the date
such member last served on the board.

• No board member can serve as chairman
of the board for a continuous period in
excess of five years. The board will select
each chairman in accordance with the
Rules of THFC, under which the chairman
must stand for re-election every year.

Management
The management and administrative
functions of the Group are carried out by
T.H.F.C. (Services) Limited (THFCS) which 
is itself a wholly owned subsidiary of THFC
with the same board membership. 
THFCS employs the Group’s executive and
administrative staff for this purpose and
carries out its functions under management
agreements with each of the other
organisations. THFCS also provides
administrative and consultancy services to
third parties.

Combined Code
THFC complies with the Combined Code
issued by the Financial Services Authority
except in relation to the requirements
regarding institutional shareholders which
are not applicable to THFC as an Industrial
and Provident Society.

Internal Control
The board is responsible for the Group’s
system of internal control and for the regular
review of its effectiveness. It should be
recognised that the internal control system
has been designed to manage rather than
eliminate the specific business risks faced by
the Group and can only provide reasonable
and not absolute assurance against material
misstatement or loss.

The board discharges its responsibilities for
internal control through the following key
procedures:

• the establishment of an organisational
structure with clearly defined levels of
authority and division of responsibility;

• a comprehensive system of reporting,
budgeting and planning against which
performance is monitored;

• the formulation of policies and of
approval procedures in key areas such
as loan administration and treasury
operations.

Key business risks, and their likelihood and
potential impact, have been considered by
the board during the year and appropriate
controls and mitigating action implemented.
All loans to borrowers are matched in terms
of their maturity, interest and repayment
profile to the equivalent bond issue or bank
loan. Therefore primary operating risks relate
to the credit monitoring of borrowers, the
completion of appropriate loan security,
timely collection of all payments due and the
achievement of a secure return on
investment income. Quarterly reports on
these areas are made to the board.

The board has decided that the
establishment of a staffed internal audit
function would not be appropriate for an
organisation with a total staff complement of
nine. The internal audit function is
undertaken by Michael Boohan, a non-
executive director, who reviews adherence
to financial controls and the collation of
management accounts on a quarterly basis.
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The directors considered a report on the
adequacy of internal controls during the
period to 20 June 2005 and no significant
weaknesses have been identified which
resulted in material loss or require
disclosure.

Continuing Resources
After making enquiries, the directors have
formed a judgement at the time of approving
the financial statements that there is a
reasonable expectation that THFC has
adequate resources to continue in
operational existence for the foreseeable
future. For this reason, the directors
continue to adopt the going concern basis
in preparing the financial statements.

Statement of Directors’ Responsibilities
The Industrial and Provident Societies Acts
1965 to 2002 require the directors to
prepare financial statements for each
financial year which give a true and fair view
of the state of affairs of THFC and the Group
and of the surplus or deficit of THFC and the
Group for that period. In preparing those
financial statements the directors are
required to:

• select suitable accounting policies and
then apply them consistently;

• state whether applicable accounting
standards have been followed subject to
any material departures disclosed and
explained in the financial statements;

• make judgements and estimates that are
reasonable and prudent; and 

• prepare the financial statements on the
going concern basis unless it is not
appropriate to presume that THFC will
continue in business.

The Group’s financial statements are
published on THFC’s website
(www.thfcorp.com) and the directors are
responsible for the maintenance and
integrity of that website. However there is
currently uncertainty regarding the legal
requirements in publishing information on
websites, compounded because information

published on the internet is accessible in
many countries with different legal
requirements relating to the preparation and
dissemination of financial statements.

The directors are responsible for keeping
proper accounting records which disclose
with reasonable accuracy at any time the
financial position of THFC and the Group
and to enable them to ensure that the
financial statements comply with the
Industrial and Provident Societies Acts 1965
to 2002 and with the Companies Act 1985.
They are also responsible for safeguarding
the assets of THFC and the Group and
hence for taking reasonable steps for the
prevention of fraud and other irregularities.

Auditors
PricewaterhouseCoopers LLP have been
engaged by the board as auditors of all
Group companies, and a resolution for their
reappointment will be proposed at the
Annual General Meeting.

By order of the board

Colin Burke
Company Secretary
The Housing Finance Corporation Limited
20 June 2005
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Directors

David Creed retired in 1998
from the position of group
treasurer at Tate & Lyle PLC
where he had responsibility 
for worldwide treasury, tax
and insurance matters. He
was chief executive of The
Association of Corporate
Treasurers until his retirement
in April 2002. He is a non-
executive director of F&C
Emerging Markets Investment
Trust PLC, and has been 
a THFC board member 
since 1992.

Pam Alexander is the chief
executive of the South East
England Development Agency
and was the chief executive 
of English Heritage from 1997
to 2001. Prior to this she was
deputy chief executive of The
Housing Corporation from
1995 to 1997 after holding
several senior posts in the
Department of the
Environment. Pam is chair of
the Peabody Trust and of the
Joseph Rowntree
Foundation’s Mixed Income
Communities programme and
is an associate of the New
Economics foundation. Pam
was appointed to the THFC
board in 2002.

Michael Boohan is a chartered
accountant. He practices as 
a business consultant and acts
as a CEDR (Centre for Effective
Dispute Resolution) Accredited
Mediator. He is a former
partner in Grant Thornton and
has been a THFC board
member since 1995.

Jim Coulter has been chief
executive of the National
Housing Federation, the
membership organisation 
for over 1400 non-profit
housing associations,
companies and trusts in
England, since 1988. He 
was previously director of
Leeds Federated Housing
Association for nearly 12
years. He has been the 
NHF’s representative on the
THFC board since 1988 and
he will be retiring at the
Annual General Meeting on 
20 June 2005.

The board meets a minimum of six times per year to conduct its
regular business with further meetings as required to approve and
execute all new loan transactions.

Dr David Creed
Chairman

Pam Alexander Michael Boohan Jim Coulter
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Shaukat Moledina is 
the deputy chairman of 
The Housing Corporation and
was appointed to the board of
THFC as its nominee in 2004.
He is also a Trustee and main
board member of Save the
Children, and vice president of
United Response.

Until recently he was the major
shareholder and chairman 
of a successful start-up
national group of companies
which he formed to provide
healthcare and management
consultancy in areas of
change management and
business turnarounds.

His previous voluntary and
public services appointments
have included sitting on
boards of NHS Trusts,
Housing Associations and
Regulatory Authorities.

Sadru Visram was appointed
to the board of THFC in 2002. 
He manages a company
providing consultancy and
training to the RSL sector and
until 2000 was group finance
director at London &
Quadrant Housing Trust. He is
chair of the Governing Body
of ASRA, a leading housing
association that specialises in
meeting the needs of the
Asian community and is also 
a board member of Ridgehill
Housing Association.

Piers Williamson was appointed
chief executive of THFC in
October 2002 and joined its
board in 2003. Piers has 20
years of experience of the
financial markets having
previously worked as treasurer
and then as director of corporate
finance for HFC Bank. Prior to
this he was assistant group
treasurer at the Mortgage
Funding Corporation, a
centralised residential mortgage
lender run by Kleinwort Benson,
and prior to this he worked at
Nat West International in a variety
of roles, including the structured
finance group. He holds
professional qualifications in both
treasury and banking.

With the agreement and support
of the board of THFC, Piers has
accepted an invitation to
become, with effect from July
2005, a non-executive director 
of the Co-operative Bank, 
Co-operative Insurance Services
and their holding company CFS.

Shaukat Moledina Sadru Visram Piers Willamson  
Chief Executive
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Group Loans
Loans Portfolio as at 31 March 2005

The Housing T.H.F.C. T.H.F.C. T.H.F.C. T.H.F.C. T.H.F.C.
Finance (Indexed) (Indexed 2) (First Variable) (Social Housing (Capital) UK Rents Total

Corp Limited Limited Limited Limited Finance) Limited PLC (No.1) PLC Loan
Association borrower Loans Loans Loans Loans Loans Loans Loans Value
(legal entity) Area £000 £000 £000 £000 £000 £000 £000 £000

Accent Homes Limited National – 12,932 – – – – – 12,932
Acton HA Limited London 39,674 – – – – – – 39,674
Agudas Israel HA Limited London 209 – 606 – – – – 815
Axiom HA Limited East Anglia 5,359 – – – 8,000 – – 13,359
Beaver HS Limited London 12,000 1,096 – – – – – 13,096
Beth Johnson HA Limited Midlands 4,000 – – – – – – 4,000
Bethnal Green & Victoria Park Limited London 1,250 – – – 7,560 – – 8,810
Cambridge HS Limited East Anglia 4,200 – – – – – – 4,200
Cardiff Community HA Limited Wales – 307 – – – – – 307
Cherwell HT Limited South East 7,000 – – – 3,000 – – 10,000
Cheviot HA Limited North East – – – – 3,000 – – 3,000
Clwyd Alyn HA Limited Wales 2,000 2,740 – – – – – 4,740
Clwyd Cymdeithas tai Wales 1,500 – – – – – – 1,500
Contour Homes North West 2,500 – – – 9,328 – – 11,828
Community HA Limited London 12,568 – – – – – – 12,568
Cotman HA Limited East Anglia 4,620 – – – – – – 4,620
Dartington HA Limited South West 650 – – – – – – 650
De Montford HS Limited Midlands 5,550 – – – – – – 5,550
Downland HA Limited South East 12,000 6,718 4,241 – – – – 22,959
Ealing Family HA Limited London 4,431 1,425 – – – – – 5,856
East Thames Group Limited London 22,989 – – – – – – 22,989
Eildon HA Limited Scotland – – – – 3,900 – – 3,900
Eryri Cymdeithas tai Wales 2,500 – – – – – – 2,500
Estuary HA Limited East Anglia 7,975 712 – – – – – 8,687
Family HA Limited London 9,492 – – – – – – 9,492
Family HA (Manchester) Limited North West – – – – 2,234 – – 2,234
FCH Housing and Care Limited Midlands 2,000 – – 2,859 5,500 – – 10,359
Focus HA Limited Midlands 5,856 – – – – – – 5,856
Grampian HA Limited Scotland – – – – 3,707 – – 3,707
Granta HS Limited East Anglia 1,500 – – – – – – 1,500
Gravesend Churches HA Limited South East – – – – 1,750 – – 1,750
Hastoe HA Limited South East 5,475 – – – – – – 5,475
Heantun HA Limited Midlands 2,500 – – – – – – 2,500
Hexagon HA Limited London 1,500 274 4,241 – – – – 6,015
Hightown Praetorian HA Limited South East 1,100 1,096 – – – – – 2,196
Home Group Limited National 2,837 10,893 11,812 – – – – 25,542
Hyde HA Limited South East – – 11,725 – – – – 11,725
Innisfree HA Limited London 3,000 – – – – – – 3,000
Irwell Valley HA Limited North West – – 2,423 – – – – 2,423
Islington & Shoreditch HA Limited London 2,000 – – – 4,553 – – 6,553
John Grooms HA Limited National – – – – 3,000 – – 3,000
Johnnie Johnson HT Limited North West 3,500 767 – – – – – 4,267
Knightstone HA Limited South West 9,303 11,777 – – – – – 21,080
Kush HA Limited London 4,000 – – – – – – 4,000
Leicester HA Limited Midlands – – – – 4,822 – – 4,822
Liverpool HT Limited North West – – – – 6,822 – – 6,822
London & Quadrant HT Limited London 7,985 – – – – – – 7,985
Longhurst HA Limited East Anglia 9,400 – – – – – – 9,400
Manchester Methodist HA Limited North West 2,250 – 606 715 10,249 – – 13,820
Manningham HA Limited North East 6,000 – – – 2,000 – – 8,000
Mercian HA Limited Midlands 2,602 – – – 3,000 – – 5,602
Mid Wales HA Limited Wales – – 1,333 – – – – 1,333
Midland Area HA Limited Midlands 2,200 1,206 – – – – – 3,406
Minster General HA Limited East Anglia 1,080 – – – 1,500 – – 2,580
Moat HS Limited South East 3,500 6,871 – – – – – 10,371
Mosaic Housing Association Limited London 4,124 1,863 – – – – – 5,987
Mosscare Housing Limited North West – – – – 13,583 – – 13,583
Nene HS Limited East Anglia 1,865 – – – – – – 1,865
Newlon HT Limited London 5,070 – – – – – – 5,070
Nomad Housing Group Limited North East – – – – 5,500 – – 5,500
North British Housing Limited National 30,922 – – – – – – 30,922
North Cheshire HA Limited North West 2,311 – – 3,098 – – – 5,409
North London Muslim HA Limited London 1,000 – – – 1,500 – – 2,500
North Wales HA Limited Wales 2,500 438 – – 5,000 – – 7,938
Nottingham Community HA Limited Midlands 17,101 – – – – – – 17,101
Octavia Housing and Care Limited London 2,000 – – – 3,500 – – 5,500

Fixed Charge Security
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The Housing T.H.F.C. T.H.F.C. T.H.F.C. T.H.F.C. T.H.F.C.
Finance (Indexed) (Indexed 2) (First Variable) (Social Housing (Capital) UK Rents Total

Corp Limited Limited Limited Limited Finance) Limited PLC (No.1) PLC Loan
Association borrower Loans Loans Loans Loans Loans Loans Loans Value
(legal entity) Area £000 £000 £000 £000 £000 £000 £000 £000

Oxford Citizens HA Limited South East – – – 715 – – – 715
Paddington Churches HA Limited London 2,500 – – – 2,000 – – 4,500
Patchwork Community HA Limited London 1,727 – – – – – – 1,727
Pembrokeshire HA Limited Wales 1,000 – – – – – – 1,000
Penwith HA Limited South West 5,993 – – – – – – 5,993
Sadeh Lok HA Limited North East 650 – – – – – – 650
Sanctuary HA Limited National – – – – 15,437 – – 15,437
Shaftesbury HA Limited National – 1,973 – – – – – 1,973
SLF HA Limited London 28,500 15,900 – – – – – 44,400
Soho HA Limited London – – – – 1,500 – – 1,500
South Yorkshire HA Limited North East 1,500 – – – 3,634 – – 5,134
Southern Housing Group Limited London 2,604 3,222 – – 18,036 – – 23,862
Springboard HA Limited London 6,000 – – – – – – 6,000
Staffordshire HA Limited Midlands – – – – 5,300 – – 5,300
St Pancras & Humanist HA Limited South East 5,600 – – – – – – 5,600
St Vincent's HA Limited North West 1,750 – – – 4,000 – – 5,750
Sutton HS Limited South East 250 – – – – – – 250
Swaythling HS Limited South West 10,500 – – – – – – 10,500
Taff HA Limited Wales 500 – – – 1,000 – – 1,500
Thames Valley Charitable HA Limited South East 14,974 – – – – – – 14,974
The Ridings HA Limited North East – – – – 5,000 – – 5,000
Three Rivers HA Limited North East – – – – 1,783 – – 1,783
Touchstone HA Limited Midlands 14,175 8,735 – – – – – 22,910
Toynbee HA Limited London 500 – – – – – – 500
Trident HA Limited Midlands 5,000 2,959 – – – – – 7,959
Two Castles HA Limited North East 7,000 – – – – – – 7,000
United Welsh HA Limited Wales 4,500 – – – – – – 4,500
Venture HA Limited North West – – – – 3,250 – – 3,250
Walbrook HA Limited Midlands 2,490 – – – – – – 2,490
Wales and West HA Limited Wales 9,000 – – – – – – 9,000
Wandle HA Limited London 26,722 – – – – – – 26,722
Waterloo HA Limited Midlands 6,000 – – – – – – 6,000
West Pennine HA Limited North West 3,000 – 3,518 – 2,000 – – 8,518
William Sutton HA Limited National – – 2,423 – – – – 2,423
Wiltshire Rural HA Limited South West 1,200 – – – – – – 1,200
Winchester HA Limited South West 2,500 – 2,423 – – – – 4,923
Wirral Methodist HA Limited North West 1,200 – – – – – – 1,200
Womens Pioneer Housing Limited London 1,000 – – – – – – 1,000

Total Fixed Charge Security 477,283 93,904 45,351 7,387 175,948 – – 799,873

Fixed Charge Security continued
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Group Loans
Loans Portfolio as at 31 March 2005

The Housing T.H.F.C. T.H.F.C. T.H.F.C. T.H.F.C. T.H.F.C.
Finance (Indexed) (Indexed 2) (First Variable) (Social Housing (Capital) UK Rents Total

Corp Limited Limited Limited Limited Finance) Limited PLC (No.1) PLC Loan
Association borrower Loans Loans Loans Loans Loans Loans Loans Value
(legal entity) Area £000 £000 £000 £000 £000 £000 £000 £000

Aldwyck HA Limited South East 18,482 1,425 6,058 – – – – 25,965
Arena HA Limited North West 5,000 – 8,481 – 6,000 – – 19,481
Asra Greater London HA Limited London 10,000 – – 4,766 – – – 14,766
Barnsbury HA Limited London – – – 1,191 – – – 1,191
Black Country HCSG Limited Midlands 7,000 – – – – – – 7,000
Bromford Carinthia Limited South West 4,500 – 1,817 – – – – 6,317
Cheviot HA Limited North East 10,504 2,082 – – – – – 12,586
Circle 33 HT Limited London 1,085 – – – – – – 1,085
De Montford HS Limited Midlands 6,250 767 – – – – – 7,017
Devon & Cornwall HA Limited South West 2,837 5,881 – – – – – 8,718
East Midlands HA Limited Midlands 15,354 – 1,393 1,906 – – – 18,653
English Churches HG Limited National 20,673 767 – – – – – 21,440
Family HA (Birmingham) Limited Midlands 6,000 – – – 3,910 – – 9,910
Family HA (Manchester) Limited North West 5,500 – – – – – – 5,500
Focus HA Limited Midlands 22,637 – – – – – – 22,637
Granta HS Limited East Anglia 6,000 – 1,817 – – – – 7,817
Habinteg HA Limited National 6,459 – – – – – – 6,459
Harden HA Limited Midlands 5,500 – – – – – – 5,500
Heantun HA Limited Midlands – – – – 3,300 – – 3,300
Islington & Shoreditch HA Limited London 1,085 – – – – – – 1,085
Leeds Federated HA Limited North East 3,000 – – – – – – 3,000
Leicester HA Limited Midlands 22,365 767 – 1,334 – – – 24,466
Manningham HA Limited North East 4,000 – – 1,001 – – – 5,001
Mercian HA Limited Midlands 11,734 1,096 – – – – – 12,830
Metropolitan HT Limited London 23,384 2,521 – – – – – 25,905
Midland Area HA Limited Midlands 4,750 – – – – – – 4,750
Moseley & District Churches HA Limited Midlands 3,050 – 2,931 1,906 – – – 7,887
Mosscare Housing Limited North West 11,500 – – – – – – 11,500
North Cheshire HA Limited North West 1,000 384 – – – – – 1,384
Oxford Citizens HA Limited South East 1,500 – – 715 – – – 2,215
Portsmouth HA Limited South East 7,231 – – – – – – 7,231
Stadium HA Limited London 31,480 – – – – – – 31,480
Staffordshire HA Limited Midlands 3,800 – – – – – – 3,800
Swaythling HS Limited South West 12,000 – – – – – – 12,000
The Ridings HA Limited North East 2,750 – – – – – – 2,750
Three Rivers HA Limited North East 6,000 – – – – – – 6,000
Threshold Housing and Support Limited London 5,000 – – 2,859 – – – 7,859
Ujima HA Limited London 6,604 – – – – – – 6,604
Westcountry HA Limited South West 6,000 – – – – – – 6,000
Wycombe Friendship HA Limited South East 627 – – – – – – 627

Total Floating Charge Security 322,641 15,690 22,497 15,678 13,210 – – 389,716

Beaver HS Limited London – – – – – – 7,563 7,563
Cheviot HA Limited North East – – – – – – 7,286 7,286
Contour Homes North West – – – – – – 5,445 5,445
Kelsey HA Limited London – – – – – – 4,905 4,905
Mercian HA Limited Midlands – – – – – – 5,503 5,503
Portsmouth HA Limited South East – – – – – – 5,441 5,441

Income Cover – – – – – – 36,143 36,143

Sunderland Housing Company Limited North East – – – – – 325,250 – 325,250

Total – – – – – 325,250 – 325,250

Grand Total 799,924 109,594 67,848 23,065 189,158 325,250 36,143 1,550,982

Floating Charge Security

Income Security

T.H.F.C. (Capital) PLC
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Group Source of Funds
Debenture Stocks, Eurobonds, Bank and other Loans as at 31 March 2005

Outstanding
Nominal Principal
Amount Amount

Date £000 £000

THFC Debenture Stocks
Discounted: Zero Coupon 2012 8.12.87 93,502 40,349

5% 2027 8.12.87 50,954 26,192
7% 2009 (series I) 20.5.88 10,114 8,671
7% 2009 (series II) 8.7.88 4,350 3,690

Stepped Coupon: 6.58% to 19.60% 2019 2.3.89 10,000 15,541
7.91% to 19.75% 2019 28.6.89 4,630 6,992
7.55% to 17.61% 2019 17.8.89 7,860 11,227
8.44% to 15.98% 2019 11.10.89 2,900 3,754

Conventional Fixed Rate: 12.04% 2021 (Annuity) 2.7.91 14,190 14,190
11.5% 2016 (Bullet) tranche 1 27.11.91 82,000 82,000

tranche 2 27.5.92 41,500 41,500
tranche 3 20.10.92 80,000 80,000

8.625% 2023 (Bullet) tranche 1 13.10.93 136,600 136,600
tranche 2 24.5.94 31,500 31,500
tranche 3 16.6.99 12,200 12,200
tranche 4 29.2.00 9,500 9,500
tranche 5 5.12.01 19,800 19,800

8.8% 2023 (Annuity) 6.1.94 7,673 7,673
10.0938% 2024 (Annuity) 14.7.95 12,894 12,894
9.625% 2025 (Bullet) tranche 1 4.7.95 45,850 45,850

tranche 2 12.11.97 21,100 21,100

THFC Bank Loans
5 year £5 million variable 2000 – extended to 2010 21.3.95 5,000 5,000
5 year £5 million variable 2000 – extended to 2010 29.3.95 5,000 2,000
10 year £2.75 million variable – option to fix repayable 2005 1.5.95 1,500 1,500
25 year £2.75 million variable repayable 2021 8.3.96 1,700 600
5 year £6 million revolving evergreen facility 24.7.97 6,000 3,000
25 year £26.5 million fixed rate loan 2023 – EIB (Annuity) 26.11.98 17,894 17,392
25 year £10 million fixed rate loan 2024 – EIB (Annuity) 2.9.99 9,351 9,108
25 year £20 million fixed rate loan 2025 – EIB (Annuity) 8.9.00 19,104 18,619
5 year £10 million revolving credit facility variable, repayable 2006 6.3.01 10,000 6,000
25 year £9.35 million fixed rate loan – ANTS (from Sep 2003) (Bullet) 2.4.01 9,350 9,350
5 year £5 million revolving credit facility variable, repayable 2006 1.10.01 5,000 1,500
25 year £17 million variable repayable 2026 9.11.02 17,000 11,000
25 year £9.86 million facility repayable 2028 (Annuity) 8.9.03 9,860 9,260
25 year £15 million fixed loan 2029 (Annuity) 16.06.04 15,000 4,000
25 year £15 million revolver into term 2010 14.03.05 15,000 3,000

THFC Loan from T.H.F.C. (Funding No.1) Plc
Long-term loan – 5.125% due 2035 (Bullet) 23.12.04 67,376 67,376

T.H.F.C. (First Variable) Limited Bank Loans
30 year variable 2023 (Annuity) tranche 1 30.4.93 3,334 3,334

tranche 2 21.7.93 7,570 7,570
tranche 3 17.12.93 7,382 7,382
tranche 4 30.6.94 4,762 4,762

T.H.F.C. (Indexed) Limited Index Linked Debenture Stocks
5.65% 2020 (Annuity) tranche 1 13.11.90 42,734 65,756

tranche 2 31.3.93 28,490 43,837

T.H.F.C. (Indexed 2) Limited Index Linked Debenture Stocks
5.50% 2024 (Annuity) tranche 1 16.12.94 29,025 37,862

tranche 2 28.12.95 22,988 29,987

T.H.F.C. (Social Housing Finance) Limited Debenture Stocks
8.75% Debenture Stock 2016/21 (Bullet) tranche 1 5.12.96 32,800 32,800

tranche 2 9.6.97 11,000 11,000
tranche 3 11.9.97 12,900 12,900
tranche 4 3.12.97 34,750 34,750
tranche 5 1.7.98 28,650 28,650

T.H.F.C. (Social Housing Finance) Limited Bank Loans
25 year £17.7 million fixed rate loan 2023 – EIB (Annuity) 26.11.98 15,636 15,636
25 year £40 million fixed rate loan 2024 – EIB (Annuity) 2.9.99 35,907 35,907
25 year £18.9 million fixed rate loan 2025 – EIB (Annuity) 8.9.00 17,515 17,515

UK Rents (No.1) PLC Rental Securitisation
9.10% 2025 (Eurobond) 6.1.95 36,143 36,143

T.H.F.C. (Capital) PLC Loans
Long-term loan – 6.38% due 2042 26.3.01 239,500 239,500
Variable rate loans 26.3.01 375,000 85,750

Total at 31 March 2005 1,899,338 1,550,969
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Auditors Report

Independent Auditors’ report to the members of 
The Housing Finance Corporation Limited (THFC)
We have audited the financial statements which comprise
the profit and loss accounts, the balance sheets, the
cash flow statement and the related notes.

Respective responsibilities of directors and auditors
The directors’ responsibilities for preparing the Annual
Report and the financial statements in accordance with
applicable United Kingdom law and accounting standards
are set out in the statement of directors’ responsibilities. 

Our responsibility is to audit the financial statements in
accordance with relevant legal and regulatory
requirements and United Kingdom Auditing Standards
issued by the Auditing Practices Board. 

This report, including the opinion, has been prepared for
and only for THFC’s members as a body in accordance
with the Industrial and Provident Societies Acts 1965 to
2002 and for no other purpose. We do not, in giving this
opinion, accept or assume responsibility for any other
purpose or to any other person to whom this report is
shown or into whose hands it may come save where
expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the financial
statements give a true and fair view and are properly
prepared in accordance with the Industrial and Provident
Societies Acts 1965 to 2002. We also report to you if, 
in our opinion, the Directors’ Report is not consistent with
the financial statements, if THFC has not kept proper
accounting records, if we have not received all the
information and explanations we require for our audit, 
or if information specified by law regarding directors’
remuneration and transactions is not disclosed.

We read the other information contained in the Annual
Report and consider the implications for our report if we
become aware of any apparent misstatements or material
inconsistencies with the financial statements. The other
information comprises only the Directors’ Report, the
Chairman’s Report and the Group Report.

We also, at the request of the directors (because the
Company applies the Financial Services Authority listing
rules as if it were a listed company), review whether the
corporate governance statement reflects the Company’s
compliance with the nine provisions of the 2003 FRC
Combined Code specified for our review by the Listing

Rules of the Financial Services Authority, and we report if
it does not. We are not required to consider whether the
board’s statements on internal control cover all risks and
controls, or form an opinion on the effectiveness of the
Group’s corporate governance procedures or its risk and
control procedures.

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

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

Opinion
In our opinion the financial statements give a true and 
fair view of the state of affairs of THFC and the Group at
31 March 2005 and of their profit and the cash flows of
the Group for the year then ended and have been
properly prepared in accordance with the Industrial and
Provident Societies Acts 1965 to 2002.

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
London
20 June 2005
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Group Consolidated Profit and Loss Account
For the year ended 31 March 2005

2005 2004
NOTES £000 £000

Income

On loans to registered social landlords

Interest 112,078 112,088 

Discount 11 4,623 4,161 

Income from securitised assets 15 3,289 3,289 

Indexation on investments 11 5,342 5,206 

Premium receivable 17,830 6,459 

Other interest 733 656 

Fees receivable and other income 1,089 999 

144,984 132,858

Expenditure

On debenture stocks, bonds and bank loans

Interest 10 115,022 115,261 

Discount 14 4,623 4,161 

Indexation on loans payable 14 5,342 5,206 

Premium payable 18,141 6,557 

Operating expenses 1,480 1,484 

144,608 132,669 

Profit on ordinary activities before taxation 2 376 189 

Tax on profit on ordinary activities 8 (113) (47)

Profit for the year 263 142 

Retained profit brought forward 5,780 5,638 

Retained profit carried forward 17 6,043 5,780 

The Group has no recognised gains and losses other than the profit for the year. 

Income and operating surplus derived from continuing activities. 

There were no movements in shareholders’ funds other than the profit for the year.
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Group Consolidated Balance Sheet
at 31 March 2005

2005 2004
NOTES £000 £000

Fixed assets

Tangible assets 9 140 14 

Investments 11 1,509,534 1,446,551 

1,509,674 1,446,565 

Current assets

Investments 11 41,448 41,595 

Debtors 12 25,291 25,213 

Short-term deposits 9,664 9,857 

Cash at bank and in hand 2,457 2,056 

78,860 78,721 

Creditors: amounts falling due within one year 13 70,454 70,490 

Net current assets 8,406 8,231 

Total assets less current liabilities 1,518,080 1,454,796 

Creditors: amounts falling due after more than one year 14 1,510,244 1,447,275 

Provision for liabilities and charges 7 1,793 1,741 

Capital and reserves

Called up share capital 16 – –

Profit and loss account 17 6,043 5,780 

1,518,080 1,454,796 

Approved by the Board of Directors on 20 June 2005 and signed on its behalf by:

David Creed Michael Boohan Colin Burke
Chairman Director Company Secretary
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Group Consolidated Cash Flow Statement
For the year ended 31 March 2005

2005 2004
NOTES £000 £000

Net cash inflow from operating activities 18 3,623 3,429 

Returns on investments and servicing of finance

Interest received on loans to registered social landlords 111,872 112,357 

Interest paid on debenture stocks, bonds and bank loans (115,078) (115,593)

(3,206) (3,236)

Net cash inflow from operating activities, 
returns on investments and servicing of finance 417 193 

Taxation paid

Corporation tax paid (51) (7)

Capital expenditure and financial investment

Loans to registered social landlords 11 (145,975) (87,210)

Repayment of loans from registered social landlords 11 93,353 94,287 

Acquisition of tangible fixed assets 9 (143) (3)

Net cash (outflow)/inflow from investing activities (52,765) 7,074 

Net cash (outflow)/inflow before financing (52,399) 7,260 

Management of liquid resources

Payments from short-term deposits 193 927 

Financing

New loans 14 145,975 87,210 

Repayment of amounts borrowed 14 (93,368) (94,287)

Net cash inflow/(outflow) from financing 52,607 (7,077)

Increase in cash 19 401 1,110 
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Profit and Loss Account
For the year ended 31 March 2005

2005 2004
NOTES £000 £000

Income

On loans to registered social landlords

Interest 67,151 68,241 

Discount 11 4,623 4,161 

Premium receivable 13,854 6,459 

Other interest 526 493 

Fees receivable and other income 681 571 

86,835 79,925 

Expenditure

On debenture stocks, bonds and bank loans

Interest 10 66,914 68,152 

Discount 14 4,623 4,161 

Premium payable 14,090 6,557 

Operating expenses 1,045 996 

86,672 79,866 

Profit on ordinary activities before taxation 2 163 59 

Tax on profit on ordinary activities 8 (49) (9)

Profit for the year 114 50 

Retained profit brought forward 3,544 3,494 

Retained profit carried forward 17 3,658 3,544 

The Company has no recognised gains and losses other than the profit for the year.

Income and operating surplus derive from continuing activities.

There were no movements in shareholders’ funds other than the profit for the year.
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Balance Sheet
at 31 March 2005

2005 2004
NOTES £000 £000

Fixed assets

Investments 11 767,950 715,817 

Current assets

Investments 11 31,974 32,786 

Debtors 12 19,621 20,695 

Short-term deposits 5,272 5,445 

Cash at bank and in hand 582 371 

57,449 59,297 

Creditors: amounts falling due within one year 13 51,982 53,993 

Net current assets 5,467 5,304 

Total assets less current liabilities 773,417 721,121 

Creditors: amounts falling due after more than one year 14 767,954 715,821 

Provision for liabilities and charges 7 1,805 1,756 

Capital and reserves

Called up share capital 16 – –

Profit and loss account 17 3,658 3,544 

773,417 721,121 

Approved by the Board of Directors on 20 June 2005 and signed on its behalf by:

David Creed Michael Boohan Colin Burke
Chairman Director Company Secretary
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Notes to the Accounts

1. Accounting policies
The following accounting policies have been applied in relation to the financial statements of The Housing Finance
Corporation Limited (“THFC”) and of THFC together with its subsidiary undertakings (“the Group”).

a) Basis of preparation
The financial statements are prepared under the historical cost convention and in accordance with applicable
accounting standards. THFC is incorporated in Great Britain with limited liability under the Industrial and Provident
Societies Acts 1965 to 2002. Although THFC’s constitution is not governed by the Companies Act 1985, these financial
statements have been prepared so as to comply with the requirements of that Act as well as those of the Industrial and
Provident Societies Acts 1965 to 2002.

b) Basis of consolidation
The Group accounts consolidate the results of THFC and all its subsidiaries drawn up to 31 March each year. UK Rents
(Holdings) Limited (“UKRH”), UK Rents (No.1) PLC (“UKR1”) and UK Rents Trustee Limited (“UKRT”) have financial 
years ending 6 April, and therefore transactions for the period 1-6 April in each year have been reversed as part of 
the consolidation.

T.H.F.C. (Indexed) Limited (“THFCIL”), T.H.F.C. (Indexed 2) Limited (“THFCIL2”), T.H.F.C. (First Variable) Limited
(“THFCFV”) and T.H.F.C. (Social Housing Finance) Limited (“SHF”) are incorporated in Great Britain with limited liability
under the Industrial and Provident Societies Acts 1965 to 2002. All the shareholders of THFCIL, THFCIL2, THFCFV and
SHF have executed deeds of trust in favour of THFC and thus THFCIL, THFCIL2, THFCFV and SHF are treated as
wholly owned subsidiaries of THFC.

T.H.F.C. (Services) Limited (“THFCS”), UKRH and UKRT are private limited companies; UKR1 and T.H.F.C. (Capital) PLC
(“THFCC”) are public limited companies, all being incorporated under the Companies Act 1985.The majority of the
shares of THFCS are owned by THFC with the remaining shareholders having executed deeds of trust in favour of
THFC. THFCS owns all of the shares of THFCC and UKRH and UKRH owns all of the shares of both UKRT and UKR1
so THFCS, THFCC, UKRH, UKRT and UKR1 are treated as wholly owned subsidiaries of THFC.

Haven Indexed PLC (“HAVIND”), and Haven Indexed Holdings Limited (“HAVH”) were incorporated in March 2001.
HAVIND and HAVH have not commenced trading. 

c) Structured loans to registered social landlords
The terms of the loans to registered social landlords (“RSLs”) are matched to those on which the funds have been
raised and hence both are accounted for on a similar basis as set out below:

(i) Discounted debenture stocks Loans to RSLs are stated at cost plus accrued discount which is credited to the profit
and loss account on a basis that, together with the interest receivable, gives a constant rate of return on the investment. 

Debenture stocks are stated at issue price plus accrued discount which is debited to the profit and loss account on a
basis that, together with interest payable, gives a constant rate of return on the amount outstanding at any one time.

(ii) Stepped coupon debenture stocks Loans to RSLs are stated at cost plus deferred interest which is credited to
the profit and loss account on a basis that, together with the interest receivable, gives a constant rate of return on the
investment. Debenture stocks are stated at their nominal value plus deferred interest.

Deferred interest is the difference between interest calculated on the basis of the yield to redemption and the actual
interest paid. 
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Notes to the Accounts
continued

(iii) Index linked debenture stocks The loans to RSLs and the debenture stocks are stated at the indexed value of
the outstanding loan and stock respectively. The indexation is calculated by reference to the Retail Price Index applying
to the period and a base Retail Price Index.

Prior to indexation, the total of each semi-annual repayment of principal and payment of interest is a constant amount
over the term of the stock or loan. The total amount of payment due in any interest period is calculated by reference to
the Retail Price Index as above.

d) Interest
Interest receivable on loans to RSLs and interest payable on debenture stocks, bonds and bank loans is accounted for
on an accruals basis.

e) Premiums on redemption
Premiums receivable and payable on prepayment of debenture stocks are taken to the profit and loss account in the
period in which the prepayment takes place.

f) Securitised assets and related income 
Securitised assets are recorded in the accounts at cost. Income arising from the assets is accounted for on an 
accruals basis.

g) Fees receivable
Front-end fees and annual administration fees are taken to income as they fall due.

h) Fixed assets and depreciation
Tangible fixed assets are stated at cost less depreciation calculated on a straight line basis to write-off the assets evenly
over their estimated useful lives. 

Fixtures, fittings and equipment: 25% per annum

i) Deferred taxation
Deferred taxation is provided using the liability method on all timing differences to the extent that it is probable that an
actual liability will crystallise in the foreseeable future. 

j) Pension fund
THFCS participates in the Social Housing Pension Scheme (“SHPS”). SHPS is a multi-employer, defined benefit scheme.

Due to the nature of the Scheme, the profit and loss account charge for the period under both SSAP24 and FRS 17
represents the employer contribution payable.
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2. Profit on ordinary activities before 
taxation is stated after charging:

Group Group
2005 2004
£000 £000

Depreciation of tangible fixed assets 17 13

Fees paid to auditors – for audit 49 58

– for other services 41 17

Operating lease rentals – plant and machinery 6 6

– other 58 60

All administrative services for the Group are provided under management agreements with THFCS.

3. Staff numbers and cost
Group Group 

2005 2004

Average number of persons (including directors) 
employed during the year (monthly average):

Directors 7 7

Management and administrative 8 7

£000 £000

The aggregate employee costs amounted to:

Directors’ fees 92 89

Salaries 610 641

Social security costs 72 62

Other benefit costs 66 38

840 830

THFC employed no staff during the year and so had no employee related costs.
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Notes to the Accounts
continued

4. Directors’ remuneration
2005 2004
£000 £000

Non-executive directors:

Fees 92 89

Executive and highest paid director:

Salary 136 130

Pension contributions 12 10

Bonus 21 20

Benefits 8 9

Total directors’ remuneration 269 258

The fees of the Chairman were £22,400. Each non-executive director received £14,000 per annum. No costs were borne
directly by THFC. No pension contributions were made by the Group in respect of non-executive directors. There are no
long-term incentive schemes.

5. Directors’ consultancy services
The Group procures the services of one of its directors, M.Boohan, in a financial consultancy capacity. Payments for the
service provided are made to a private limited company of which the director is the sole shareholder. During the year the
Group was charged £9,179 (2004: £2,717) in relation to this arrangement. None of this cost was borne directly by THFC.

6. Interest rate hedging instruments
The Group enters into certain hedging transactions as part of its normal treasury activities in order to protect its
investment income against a possible drop in interest rates. The current arrangements protect income on reserves until
September 2006.

7. Provision for liabilities and charges
Group THFC Group THFC

2005 2005 2004 2004
£000 £000 £000 £000

Deferred taxation

The potential liability for deferred taxation is as follows:

Difference between accounting and taxation treatment of discounts 3,063 3,063 3,063 3,063

Less: taxation losses available for future relief (1,270) (1,258) (1,322) (1,307)

Amount provided 1,793 1,805 1,741 1,756
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8. Taxation
Group THFC Group THFC

2005 2005 2004 2004
£000 £000 £000 £000

UK corporation tax at 30% (2004 – 30%) 61 – 53 –

Deferred taxation 52 49 (6) 9 

113 49 47 9 

9. Tangible fixed assets
Group

2005
£000

Fixtures, fittings and equipment

Cost

At beginning of year 142

Additions 143

At end of year 285

Depreciation

At beginning of year 128

Charge for the year 17

At end of year 145

Net book value at 31 March 2005 140

Net book value at 31 March 2004 14

None of the above tangible fixed assets was held by THFC.

10. Interest payable
Group THFC Group THFC

2005 2005 2004 2004
£000 £000 £000 £000

On debenture stocks, bonds, bank loans and loan
from T.H.F.C. (Funding No.1) Plc

Repayable wholly in more than five years

Interest payable 84,732 58,311 85,930 59,200

Interest deferred 249 249 374 374

Repayable within five years 30,041 8,354 28,957 8,578

115,022 66,914 115,261 68,152
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Notes to the Accounts
continued

11. Investments
THFC
2005

Shares held in subsidiary undertakings

THFCIL – 3 ordinary shares of £1 each (2004 – £3) £3

THFCFV – 3 ordinary shares of £1 each (2004 – £3) £3

THFCS – 92 ordinary shares of £1 each (2004 – £92) £92

THFCIL2 – 3 ordinary shares of £1 each (2004 – £3) £3

SHF – 4 ordinary shares of £1 each (2004 – £4) £4 

Group THFC
2005 2005
£000 £000

Loans to registered social landlords

At beginning of year 1,452,003 748,603 

Loans repaid during the year (93,353) (38,277)

Loans advanced during the year 145,975 84,726 

1,504,625 795,052 

Discount for the year 4,623 4,623

Interest deferred for the year 249 249

Indexation for the year 5,342 –

At end of year 1,514,839 799,924 

Less: repayable within one year (41,249) (31,974)

1,473,590 767,950

Securitised assets

At beginning and end of year (Note 15) 36,143 –

Less: repayable within one year (199) –

35,944 –

Total falling due after more than one year at 31 March 2005 1,509,534 767,950 

Total falling due after more than one year at 31 March 2004 1,446,551 715,817

THFC beneficially owns directly or indirectly 100% of the share capital of THFCIL, THFCIL2, THFCFV, SHF, THFCC, HAVIND,
HAVH, THFCS, UKRH, UKRT and UKR1 which are incorporated in Great Britain and registered in England & Wales.

Loans have been made to RSLs on similar interest rate and repayment terms as those on which the Group was able to
raise the finance.
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11. Investments continued

Each loan is secured by a combination of:

(a) either a floating charge secured on the undertakings of the relevant RSL, or a fixed charge on other assets to provide
a minimum of one and a half times cover (except in the case of SHF where the minimum is 1.15 times cover), and

(b) a first fixed charge over cash and investments representing monies lent by the Group pending investment in assets
and a first fixed charge over any assets acquired by the relevant registered social landlord with those monies, and for
discounted loans 

(c) a sinking fund comprising monies paid by the relevant RSL and held by a trustee (Law Debenture Trustees Limited)
towards the payment to THFC of the amount required to redeem the loan. 

Other investments
(a) The group holds the entire issued share capital of T.H.F.C. Funding (Holdings) Limited. The share is held under an
instrument of trust dated 13 December 2004 and therefore the company and its subsidiary, T.H.F.C. (Funding No.1) Plc, 
are not consolidated.

(b) The group also holds the entire issued share capital of Harbour Funding (Holdings) Limited. The share is held under
an instrument of trust dated 26 August 2003 and therefore the company and its subsidiary, Harbour Funding plc, are 
not consolidated.

For securitised loans see Note 15.

12. Debtors
Group THFC Group THFC

2005 2005 2004 2004
£000 £000 £000 £000

Accrued interest income 24,700 19,285 24,805 19,120 

Other debtors 591 331 408 1,575 

Amounts due from subsidiary undertaking – 5 – –

25,291 19,621 25,213 20,695 
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Notes to the Accounts
continued

13. Creditors – falling due within one year
Group THFC Group THFC

2005 2005 2004 2004
£000 £000 £000 £000

Debenture stocks (Note 14) 7,421 714 6,519 544 

Bank loans (Note 14) 34,027 31,260 35,076 32,242 

Corporation tax payable 63 – 53 – 

Other creditors 93 3 65 2 

Accruals and deferred income 28,850 19,510 28,777 19,243 

Amounts due to subsidiary undertakings – 495 – 1,962 

70,454 51,982 70,490 53,993 

14. Creditors – falling due after more than one year
Group THFC

2005 2005
£000 £000

Eurobond

At beginning and end of year (Note 15) 36,143 –

Debenture stocks

At beginning of year 1,201,464 653,296 

Repaid during the year (43,414) (26,946)

Discount for the year 4,623 4,623 

Deferred interest 249 249 

Indexation 5,342 – 

At end of year 1,168,264 631,222 

Less: falling due within one year (Note 13) (7,421) (714)

1,160,843 630,508

Bank loans

At beginning of year 250,540 95,311 

Loans during the year 78,600 17,350 

Repaid during the year (49,954) (11,331)

At end of year 279,186 101,330 

Less: falling due within one year (34,027) (31,260)

245,159 70,070 
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14. Creditors – falling due after more than one year continued

Group THFC
2005 2005
£000 £000

Loan from T.H.F.C. (Funding No.1) Plc 

At beginning of year – –

Loans during the year 67,376 67,376

At end of year 67,376 67,376

Less: falling due within one year – –

67,376 67,376

Subordinated loans 

At beginning and end of year (Note 15) 723 –

Total falling due after more than one year at 31 March 2005 1,510,244 767,954 

Total falling due after more than one year at 31 March 2004 1,447,275 715,821

The above are repayable as follows:
Group THFC Group THFC

2005 2005 2004 2004
£000 £000 £000 £000

Between one and two years 17,630 2,366 13,131 3,616 

Between two and five years 65,277 15,499 51,694 7,509 

In five years or more 1,427,337 750,089 1,382,450 704,696 

1,510,244 767,954 1,447,275 715,821 

The debenture stocks and bank loans are secured by floating charges over all the assets of THFC, THFCIL, THFCIL2,
THFCFV, SHF or THFCC respectively. The Eurobonds are secured by a first ranking fixed security interest over UKR1’s
beneficial interest in UKRT together with further security over all of UKR1’s other assets. The interest and repayment terms
of bonds, debenture stocks and bank loans are matched to the income and repayment terms of the related investments.

15. Securitisation transaction 
UKR1 owns a pool of rent receivables of six RSLs which it purchased in January 1995. The cost of the rental pool was
£36.143 million. To finance the purchase of the rent receivables UKR1 issued £36.143 million of Eurobonds. The RSLs
are obliged to repurchase part of the rental stream, starting in October 2005 and concluding in 2025.

Each RSL which sold rent receivables has provided UKR1 with a subordinated loan to act as a reserve for its obligations.
The total of such loans outstanding at 31 March 2005 was £723,000 (2004: £723,000).

Under the terms of the transaction each RSL undertakes to collect rent from and to manage and maintain the portfolio of
rent receivables sold to UKR1. As security for these performance obligations and the repurchase obligations each RSL
has given first fixed charges over the underlying properties.
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Notes to the Accounts
continued

15. Securitisation transaction continued

UKRT receives the rental flow and holds it on trust for UKR1 and thereafter the RSLs so that rent is firstly used to meet
the interest and administrative expenses of UKR1 with any surpluses (after meeting the obligations of UKR1) returned to
the RSLs.

THFCS provides all management and administrative services to UKR1 and monitors the performance of the RSLs in
meeting their obligations under the terms of the various agreements.

16. Called up share capital
2005 2004

Authorised, allotted, called up and fully paid 6 (2004 – 6) ordinary shares of £1 each £6 £6

17. Reserves
Group THFC Group THFC

2005 2005 2004 2004
£000 £000 £000 £000

Opening reserves 5,780 3,544 5,638 3,494 

Profit for the year 263 114 142 50 

Closing reserves 6,043 3,658 5,780 3,544 

Under its rules THFC may not distribute its accumulated reserves either directly or indirectly to its shareholders. The
consolidated reserves of the Group shown above include the aggregation of the reserves of THFC’s subsidiaries which, in
the case of THFCIL, THFCIL2, THFCFV and SHF (being companies incorporated under the Industrial and Provident
Societies Acts 1965-2002), are not available for distribution. The aggregated reserves of these subsidiaries at 31 March
2005 were £1,558,000 (2004: £1,524,000).

18. Reconciliation of operating profits to net cash inflow 
from operating activities

Group Group
2005 2004
£000 £000

Income before interest and taxation 3,631 3,460 

Depreciation charges 17 13 

Amortisation of investment – 5 

(Increase)/decrease in debtors (183) 75 

Increase/(decrease) in creditors 158 (124)

Net cash inflow from operating activities 3,623 3,429 
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19. Analysis of changes in net debt
Other

At non-cash At
1 April 2004 Cash flows changes 31 March 2005

£000 £000 £000 £000

Cash in hand and at bank 2,056 401 – 2,457 

Debt due after 1 year (1,447,275) – (62,969) (1,510,244)

Debt due within 1 year (41,595) 93,368 (93,221) (41,448)

Short-term deposits 9,857 (193) – 9,664 

(1,476,957) 93,576 (156,190) (1,539,571)

20. Commitments
Group Group

2005 2004
£000 £000

At the end of the year the Group had annual commitments under 
non-cancellable operating leases as follows: 

Operating lease expiring:

Within 1 year 2 56

In the 2nd to 5th year inclusive 72 7

74 63

21. Disclosures under FRS 13
Group Group

2005 2004
£000 £000

Details and maturity profile of financial assets

Loans to RSLs 1,514,839 1,452,003 

Securitised assets 36,143 36,143 

1,550,982 1,488,146 

Due within one year 41,448 41,595 

Due between one and two years 17,630 13,131 

Due between two and five years 65,277 51,694 

Due in over five years 1,426,627 1,381,726 

1,550,982 1,488,146 
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Notes to the Accounts
continued

21. Disclosures under FRS 13 continued

Interest rate risk profile of financial assets and financial liabilities
2005 2005 2004 2004

Financial Financial Financial Financial
Liabilities Assets Liabilities Assets

£000 £000 £000 £000

Fixed rate 1,403,312 1,403,312 1,370,423 1,370,422 

Floating rate 147,657 147,670 117,724 117,724 

No interest payable 723 – 723 – 

1,551,692 1,550,982 1,488,870 1,488,146 

The effective interest rates during the year were between 0% and 18.31%. The weighted average interest rate
on both fixed financial liabilities and fixed financial assets is 8.11%. The weighted average period for which interest rates
are fixed is 17.73 years.

The interest rates on those Group borrowings which are at floating rates are determined by the prevailing Sterling LIBOR
(London Interbank Offered Rate) for the relevant maturity at the time of determination plus an agreed margin.

The fair value of the net of financial assets and liabilities is nil.

All assets and liabilities are denominated in £ sterling.

The financial liability of £723,000 represents the subordinated loan disclosed within Note 15. The liability is matched by
an equivalent level of short term deposit with the interest thereon being returned to the RSLs.

The Group’s undrawn committed borrowing facilities are as follows:
2005 2004
£000 £000

Within one year 4,000 –

Between one and two years – 4,000 

Over two years 324,350 335,590 

328,350 339,590 

Facilities will be drawn only when corresponding drawdowns are requested by the RSLs.
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22. Disclosures under FRS 17: Accounting for Pensions
THFCS participates in the Social Housing Pension Scheme (“SHPS”). SHPS is a multi-employer, defined benefit scheme.
The Scheme is funded and contracted out of the state scheme.

The last formal valuation of the Scheme was performed at 30 September 2002 by a professionally qualified actuary using
the “projected unit credit” method. The market value of the Scheme’s assets at the last valuation date was £650 million.

THFCS paid contributions at the rate of 11.7% during the accounting period. Member contributions varied between
3.1% and 6.1% depending on their age. 

It is not possible to identify the share of underlying assets and liabilities belonging to individual participating employers.

Owing to the nature of the Scheme, the profit and loss account charge for the period under both SSAP24 and FRS 17
represents the employer contribution payable: the costs for the year were £54,133 (2004: £38,037).

Financial assumptions:

The financial assumptions underlying the 2002 valuation were as follows: % pa

Rate of return on future contributions 6.6

Rate of return on accumulated assets 7.2

Rate of salary increases 4.5

Rate of pension increases 2.5

Rate of price inflation 2.5

The accumulated assets of the Scheme were assumed to earn the same return as if they had been invested in a portfolio
comprising 100% UK equities for non-pensioner liabilities and 25% UK equities/75% gilts for pensioner liabilities.

The valuation revealed a shortfall of assets compared with the value of liabilities of some £117 million (equivalent to 
a past service funding level of 85%). The long-term joint contribution rate required from employers and members to meet
the cost of future benefit accrual was assessed as 15% of pensionable salaries.

Following consideration of the results of the actuarial valuation and with effect from 1 April 2004 the standard employer
contribution rate which the Group pays was increased from 10.6% to 11.7% of pensionable salaries and member
contributions were increased by 1.1% from 2.0%-5.0% to 3.1%-6.1% of pensionable salaries depending on age.

If the valuation assumptions are borne out in practice this pattern of contributions should be sufficient to eliminate the
past service deficit by 31 March 2017.

The next valuation will be as at 30 September 2005.
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THFC Group Structure

The Housing Finance Corporation Limited

T.H.F.C. 
(Indexed) 
Limited

T.H.F.C. 
(Indexed 2)

Limited

T.H.F.C. 
(First Variable) 

Limited

T.H.F.C. 
(Social Housing Finance)

Limited

T.H.F.C. 
(Services) 
Limited

T.H.F.C. 
(Capital) PLC

UK Rents 
Trustee Limited

UK Rents 
(Holdings) Limited

Haven Indexed 
(Holdings) Limited

UK Rents 
(No.1) PLC

Haven Indexed 
PLC

T.H.F.C. (Services) Limited
provides management
services to all the above
companies except the
dormant companies, Haven
Indexed (Holdings) Ltd and
Haven Indexed PLC.

THFC Managed Companies

T.H.F.C. (Services) Limited

Haven Funding 
(Holdings) Limited

Haven Funding 
PLC

Haven Funding 
(Holdings) (2) Limited

Haven Funding 
(32) PLC

Sunderland (SHG)
Finance PLC

Sunderland (SHG)
Finance Holdings Limited

Harbour Funding 
(Holdings) Limited

Harbour Funding
plc

T.H.F.C. Funding
(Holdings) Limited T.H.F.C. (Funding No.1) Plc
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