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Clarion Funding PLC

STRATEGIC REPORT

Clarion Funding PLC ("CFP"), registered company no. 10922187, presents its annual report
and audited financial statements for the year ended 31 March 2023.

Principal Activities

CFP is 100% owned by Ciarion Housing Group Limited (“Clarion Housing Group").

CFP is a special purpose funding vehicle, ("SPV") which is used to secure funding for Clarion
Housing Group through its Euro Medium Term Note (EMTN} Programme. Funding is obtained by
CFP directly from the capital markets which is then on-lent to Clarion Treasury Limited ("CTL",
another SPV) and from there to Clarion Housing Association Limited (“the Association").

Principal Risks and Uncertainties

As CFP on-lends ali of its proceeds from capital market transactions to CTL {which in turn on-lends
these proceeds to the Association), the main risk facing CFP is the recoverability of interest and
principal payments from CTL and/or the Association as they fall due.

This risk is mitigated in a number of ways:

1. CFP on-lends funding to CTL under a secured loan agreement, which is backed by
housing assets of the Association. If there are any payments which are not made to CFP
(or ifCTL is in breach of its loan agreement with CFP), then CFP can enforce the security
under theloan;

2. The obligations of CTL are guaranteed by the Association; and

CFP takes comfort from the strong investment grade credit ratings of Clarion Housing
Group assigned by Moody's Investors Service (A3 with a negative outlook) and S&P
Global Ratings (A- with a stable outlook]).

As CFP is not obliged to provide incremental funding to CTL, CFP is not at risk if it cannot obtain
furtherfunding for CTL. All of CFP's costs related to the provision of funding services are also billed
to CTL. :

CFP borrows funds on a fixed-rate basis from the capital markets and then on-lends these funds
to CTL on a fixed-rate basis. As such, the company does not bear any interest-rate risk and so
does not undertake any hedging activities, nor does it hold any derivatives.

Section 172 Statement

$172 of the Companies Act requires the directors of a company to act in the way they consider,
in good faith, would be most likely to promote the success of the company for the benefit of its
members as a whole, and in doing so have regard (amongst other matters) to:

o the likely consequences of any decision in the long term;
¢ theinterests of the company's employees;

« the need to foster the company's business relationships with suppliers, customers and
others;

o theimpact of the company's operations on the community and the environment;

+« the desirability of the company maintaining a reputation for high standards of business
conduct; and

o the need to act fairly as between members of the company.
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STRATEGIC REPORT (CONTINUED)

CFP is owned by Clarion Housing Group, a registered provider of social housing. When fulfilling
responsibilities in accordance with s172, the Directors have regard to what is in the best interests
of the company and Group, including the matters set out above.

Consequences
of decisions

The Board promotes a strong culture of governance within the company.
Through the Group's treasury function, the Board pursues optimum
performance within parameters agreed by the Treasury Committee and
within the contractual obligations covenanted in funding arrangements.

Long-term sustainability of the Group is one of the cornerstones in the
regulation of the Group and is embedded in the Group'sLong Term Financia
Plan and Corporate Strategy that includes the activity of its tfreasury vehicles
and related covenant compliance. A summary of the Group's Corporate
www .clarionhg.com

Employees

The company does not directly employ any staff but instead makes use of
the employees of the Association. The Group and its subsidiaries are
committed to ensuring people enjoy working with us, in an inclusive
environment where they can thrive and fulfil potential. Our people are one
of the four areas of focus in our Corporate Strategy.

Business
relationships

The company's key stakeholders are its investors and regulatory bodies. The
Directors, through the Group's freasury function, manage the principal risks
facing the company by engaging with and fostering a successful business
relationship with these key stakeholders. Engagement has included:

e Investor roadshows;

e Quarterly RNS investor updates;

¢ Dedicated investor webpage on the Clarion website;

o Interim and annuai reporting;

e Regular meetings with regulatory bodies; and

¢ Completion of returns and surveys to regulatory bodies.

The outcome from engagement on the Group's strategic, financial and non-
financial plans are a key driver for decision making and help shape the
Group's Investment Strategy and Treasury Management Policy.

The company has entered into back-to-back loan agreements with its
relevant Group members.
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Community
and
environment

Our commitment is underpinned by our mission, values and embedded
within our Corporate Strategy — our customers and homes and communities
are two of the four areas of focus. We work alongside our residents and our
partners to create and sustain communities where people can thrive.

Clarion are embedding sustainability across our organisation and
operations. We are leading the housing sector in providing homes fit for a
zero carbon future and increasing biodiversity.

From a treasury perspective, our funding policies reflect our sustainable
commitments. Our reputation of being a respected and ethical organisation
that delivers for people and their communities makes us an attractive
proposition for investors looking for more than just a financial return. This is
illustrated by the success of our sustainable bond issues to fund the
development of new affordable energy efficient homes. We have also
taken out a sustainability linked loan where the interest rate wil be
discounted as long as we reach certain ESG targets which relate to the
social value generated by our supply chain and the number of apprentices
on our construction sites.

High standard
of conduct

The Company adopts the values and culture of the Group in its decision
making process.

Clarion Housing Group is regulated by the Regulator of Social Housing,
promoting a culture of financial responsibility and corporate governance,
The Group has the highest possible rating of G1 for governance and a
financial viability rating of V2.

For 2022/23, the Group adopted the NHF Code of Governance 2020. The
Group routinely self-examines performance against the main requirements
of the Code and regularly reviews its effectiveness.

The Board of Clarion Housing Group is the ultimate governing body for the,
Group and is committed to the highest standards of business ethics and
conduct, and seeks to maintain these standards across all of its operations.
The Group Chief Executive and executive directors of subsidiaries annually
review the Group's internal control and assurance arrangements.

Act fairly
between
members

CFP is owned by Clarion Housing Group.

We encourage honest conversations between staff and managers at ollw
levels, and through these conservations we work together even more
effectively.
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Review of the Year

The 'compony's key performance indicator is the main covenant in its external funding
contracts. This is:

¢ That sufficient security is in place.
This covenant was met at the year-end and the company expects that compliance to continue.

CFP has made £1,750 million of bond issuances and note issuances (often referred to as a "tap")
on the capital markets through its EMTN programme:

1. On 19 April 2018, a £250 million, 30-year, fixed-rate bond with a coupon of 3.125%, due

2048;

2. On 18 January 2019, a £250 million, 10 year, fixed-rate bond with a coupon of 2.625%,
due 2029;

3. On 23 July 2019, a further issue of notes from the 3.125% bond series, due 2048, of £100
million;

4. On 22 January 2020, a £350 million, 15-year, fixed-rate bond with a coupon of 1.875%,
due 2035;

5. On 18 February 2020, a further issue of notes from the 2.625% bond series, due 2029, of
£50 million;

6. On 30 July 2020, a further issue of notes from the 3.125% bond series, due 2048, of £100
million;

7. On 13 November 2020, a £300 million, 12-year, fixed-rate bond with a coupon of 1.250%,
due 2032;

8. On 18 January 2021, a further issue of notes from the 3.125% bond series, due 2048, of
£50 million; and

9. On 7 September 2021, a £300 million, 30 year, fixed-rate bond with a coupon of 1.875%,
due 2051.

No new capital markets funding was required by Clarion Housing Group during the year. The
£1,750 million of funding raised in prior years continues to be on-lent to CTL via a secured loan.

Interest receivable and interest payable for the year were both £38.7 million (2022: £36.6 million),
and the company produced a result of £nil {2022: £nil). This break-even result is in line with the
company's role as a special purpose funding vehicle which does not seek to generate significant
financial returns.

Due to the limited nature of the company's operations, there are no other KPIs which the Board
consider to be relevant.

On 18 June 2022, Clarion Housing Group was subject to a cyber security incident. We rapidly
engaged the services of our cyber security partner and other external experts to help bring our
systems back in a safe and secure way. Restoration of our systems concluded during the
financial year. A forensic investigation into the incident has been completed and the Group is in
the process of implementing its recommendations.

The Group's treasury contingency plans operated effectively and the incident did not have any
impact on the financial performance reported in this set of financial statements.

Mark Hattersley
Chair
6 July 2023
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REPORT OF THE BOARD

Board statement on the effectiveness of the system of internal control for the period ending 31
March 2023

The Group’s System of Internal Controls Responsibility

The Board of Clarion Housing Group Limited is the ultimate governing body for the Group and is
committed to the highest standards of business ethics and conduct, and seeks to maintain these
standards across all of its operations.

The Board has overdll responsibility for establishing and maintaining a sound system of internal
control and risk management across the Group. Our internal control systems are designed to
focus on the significant risks to which the Group is exposed - those which threaten the Group's
ability to meet its objectives. The Board recognises that the controls provide reasonable - but not
absolute - assurance against material misstatement or loss.

The Board performs a review of the effectiveness of Clarion's risk management and internal
conftrol systems at least annually.

Control framework elements

The key means of identifying, evaluating and managing the systems of internal control include:
¢ Corporate governance arrangements;
. Mcnogemenf‘sfrucfures providing balance and focus within the Group;

e Adoption of the principles of the NHF Code of Governance 2020, which the Group
routinely self-examines performance against;

e A Group-wide risk management process, which enables threats to be managed so that
residual risk, after appropriate mitigation, can be absorbed without serious permanent
damage to the Group or its subsidiaries. This includes a formal risk management
approach to new business and major development initiatives and action plans to
mitigate the worst effects of the risks. Risk management is considered at each Audit and
Risk Committee meeting, with periodic reviews of individual risk areas and/or risk registers,
as well as considered regularly by the Board;

¢ A Group-wide internal Audit function, structured to provide independent and objective
assurance to the Audit and Risk Committee and the Board through the delivery of a risk
based Internal Audit plan. Regular reporting is delivered to the Audit and Risk Committee
highlighting progress on the delivery of the plan and the outcomes of internal audit
activities. Audit recommendations are tracked and followed wup, so that
recommendations for strengthened controls and improvement can be implemented

promptly;

¢ Policies and procedures for all key areas of the business, which are reviewed periodically
to ensure their continued appropriateness;

e A Group-wide Health and Safety function which provides technical guidance, support
and strategy for ongoing assurance of Clarion's safety practices;

¢ Regulatory requirements and service objectives with managers ensuring that variances
are investigated and acted upon;

¢ An anti-fraud and anti-bribery culture which is supported by a policy and procedure for
dealing with suspected fraud, bribery and whistleblowing;

o Written Group-wide financial standards framework and delegated authorities. The
internal financial standards were subject to update during the year and are reported to
the Group Executive and Board on a minimum quarterly basis, in iine with the full-year
budget and forecast updates;
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e A process to ensure all housing investment decisions-and major commitments are subject
to appraisal and approval by the Investment Committee and, when appropriate, the
Group Executive Team and the relevant Board, in accordance with the Group's financial
regulations;

s A Group-wide treasury management function reporting at least three times a year to the
Treasury Committee;

e Annual budgets and long-term business plans for the Group and its subsidiaries prepared
and regularly monitored by Boards and managers. An important tool in this process is the
Group's Balanced Scorecard which identifies performance against key performance
indicators, underpinned by supporting performance indicators and management
information. The measures are reviewed by the Group Executive Team on a monthly basis
and are reported up through the governance structure, through to the Board, as
appropriate; and

e Annual internal controls assessment of how well systems of governance, internal control
and risk management practices are operating across Clarion.

Continuous improvement

We continually keep our internal control framework under review. Further work is being
undertaken to identify, prioritise and make key enhancements to service delivery and make
positive impacts for both customers and colleagues. Furthermore, we have an ongoing
programme of work to heighten our cyber resilience and second line risk activities are being
enhanced to support Clarion in its ongoing maintenance and cssessmen'r of internal control, risk
management and governance systems and processes.

Review and status

The Board has considered a range of evidence, including the outcomes of externally-led
assessments.

The Audit and Risk Committee have reviewed the Chief Executive's annual review of the
effectiveness of Clarion's risk management and internal control systems for the year ended 31
March 2023. A report has been made to the respective Boards on the effectiveness of the
control systems in place and they would be made aware of any changes needed to ensure the
ongoing effectiveness of controls and assurance arrangements. The Audit and Risk Committee
and the Group Board have expressed their satisfaction with these arrangements

No significant weaknesses were found in internal controls which resulted in material losses,
contingencies or uncertainties that require disclosure in the financial statements, for the year
ended 31 March 2023 and up to the date of approval of the financial statements.

Statement on Business Relationships

Our default position is to be transparent, collaborate and build strong inclusive relationships.
Further detail on our business relationships is provided in the Section 172 statement.

Energy and Carbon Reporting

The company did not consume more than 4‘0,000 kWh of energy in the year and is therefore
exempt from making this disclosure.
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Going Concern

On the basis of its assessment of the company's financial position and resources, the Board

believes that the company is well placed to manage its business risks. Therefore the company's

Board has a reasonable expectation that the company will have sufficient funds to meet its

liabilities as they fall due for a period of at least twelve months from the date of approval of the
financial statements.

Directors .
The Directors holding office during the year and at the date of this report are listed on page 3.

Directors’ and Officers’ Liability

Directors' and officers' liability insurance has been purchased by the Group during the year,
and covers the company.

Dividends
~ No dividend was paid during the year and none is proposed (2022: £nil).

Charitable and Political Contributions

The company made no charitable contributions during the year (2022: £nil) and no political
contributions (2022: £nil).

Disclosure of Information to Auditor

The Board members who held office at the date of approval of this Report of the Board confirm
that,so far as they are each aware, there is no relevant audit information of which the company's
auditoris unaware; and each Board member has taken all the steps that they ought to have
taken as a Board member to make themselves aware of any relevant audit information and to
establish that the company's auditor is aware of that information.

Auditor

KPMG LLP have expressed their wilingness to continue in office as the Group's auditor.
Accordingly, a resolution to reappoint them as auditor will be proposed at the forthcoming
Annual General Meeting.

Mark Hattersley
Chair
6 July 2023
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STATEMENT OF BOARD’S RESPONSIBILITIES IN RESPECT OF THE STRATEGIC REPORT, THE REPORTOF THE
BOARD AND THE FINANCIAL STATEMENTS

The Board is responsible for preparing the Strategic Report, the Report of the Board and the
financial statements in accordance with applicable law and regulations.

Company law requires the Board to prepare financial statements for each financial year. Under
that law the Board has elected to prepare the financial statements in accordance with UK
accounting standards and applicable law (UK Generally Accepted Accounting Practice),
including FRS 102 The Financial Reporting Standard applicable in the UK and Republic of ireland.

Under company law the Board must not approve the financial statements unless it is satisfied that
they give a true and fair view of the state of affairs of the company and of the profit or loss of the
company for that period. In preparing these financial statements, the Board is required to:

o select suitable accounting policies and then apply them consistently;
e make judgements and estimates that are reasonable and prudent;

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

e assess the company’'s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern; and

e use the going concern basis of accounting unless it either intends to liquidate the
company or to cease operations, or has no realistic alternative but to do so.

The Board is responsible for keeping adequate accounting records that are sufficient to show
and explain the company's transactions and disclose with reasonable accuracy at any time the
financial position of the company and enable the Board to ensure that the financial statements
comply with the Companies Act 2006. The Board is responsible for such internal control as it
determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error, and has general responsibility for taking
such steps as are reasonably open to it to safeguard the assets of the company and to prevent
and detect fraud and other iregularities.

11



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CLARION FUNDING PLC

1. Our opinion is unmodified

We have audited the financial statements of Clarion Funding Plc (“the Company"”) for the year
ended 31 March 2023 which comprise the Statement of Comprehensive Income, Statement of
Financial Position, Statement of Changes in Equity, and the related notes, including the
accountingpolicies in note 1.

In our opinion the financial statements:

e give a true and fair view of the state of the Company's affairs as at 31 March 2023 and of
its results for the year then ended;

e have been properly prepared in accordance with FRS 102 The Financial Reporting
Standard applicable in the UK and Repubilic of ireland;and

e have been prepared in accordance with the requirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) ("ISAs
(UK)") and applicable law. Our responsibilities are described below. We believe that the audit
evidence we have obtained is a sufficient and appropriate basis for our opinion. Our audit
opinion is consistent with our report to the audit committee.

We were first appointed as auditor by the directors on 7 February 2018. The period of total
uninterrupted engagement is for the 6 financial years ended 31 March 2023. We have fulfilled our
ethical responsibilities under, and we remain independent of the Company in accordance with,
UK ethical requirements including the FRC Ethical Standard as applied to listed public interest
entities. No non-audit services prohibited by that standard were provided.

2. Key audit matters: our assessment of risks of material misstatement

Key audit matters are those matters that, in our professional judgement, were of most
significance in the audit of the financial statements and include the most significant assessed risks
of material misstatement (whether or not due to fraud) identified by us, including those which
had the greatest effect on: the overall audit strategy; the allocation- of resources in the audit;
and directing the efforts of the engagement team. We summarise below the key audit matters
(unchanged from 2022), in decreasing order of audit significance, in arriving at our audit opinion
above, together with our key audit procedures to address those matters and, as required for
public interest entities, our results from those procedures. These matters were addressed, and our
results are based on procedures undertaken, in the context of, and solely for the purpose of, our
audit of the financial statements as a whole, and in forming our opinion thereon, and
consequently are incidental to that opinion, and we do not provide a separate opinion on these
matters.

Recoverability of Long term Debtors
Debtors (amounts falling due in more than one year) £1,774m (2022: £1,775m)

Refer to page 4 to 7 for the Strategic Report, pages 21 to 23 for the accounting policy and
page 25 for the financial disclosures.

The Company's primary activity is to issue bonds, source investor financing and on-lend all of the
proceeds from capital market transactions to its immediate Parent (Clarion Treasury Limited)
which in turn onlends these proceeds to Clarion Housing Association Limited (the Association). It
therefore has long term liabilities which relate to the bonds issued and long-term intercompany
debtors whichrelate to the loans provided to the Association through its immediate Parent.

12



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CLARION FUNDING PLC (CONTINUED)

The carrying amount of the long-term intercompany debtor balance represents 99% of the
Company's total assets. Their recoverability is not at a high risk of significant misstatement or
subjectto significant judgement. However, due to their materiality in the context of the Company
financial statements, this is considered to be the area that had the greatest effect on our overall
Company audit.

Whilst financial income and financial expenses are recognised during the loan period, the risk
mainly stems from the ability of the Association to repay the loan principal in 6, 9, 12, 25 and 28
years. '

Qur response

We performed the tests below rather than seeking to rely on any of the Company's controls
because the nature of the balance is such that we would expect to obtain audit evidence
primarily through the detailed procedures described.

Qur procedures included:

i. Tests of detail: Assessing 100% of intercompany long term debtors owed by the
Associationthrough the immediate Parent (2022: 100%) to identify, with reference to the
Association's draft balance sheet, whether they have a posmve net asset value and
therefore coverage of the debt owed.

ii. Assessment of Association: Assessing the work performed by the Group audit team, and
considering the results of that work, on those net assets. This included assessment of the
fair value headroom available on those net assets, and therefore the ability of the
Association to fund repayment of the receivable. We critically assessed the directors'
going concern assessment, including the reasonableness of the key assumptions used by
the Group in its cash flow forecasts and the level of downside sensitivities.

Qur results

We found the Company's assessment of the recoverability of the long term debtor balance to
beacceptable.(2022: acceptable).

3. Our applicdﬁon of materiality and an overview of the scope of our audit

Clarion Funding Plc is part of a Group headed by Clarion Housing Group Limited. Materiality of
£17.9m(2022: £7.9m), as communicated by the Group audit team, has been applied to the audit
of the Company. This is lower than the materiality we otherwise have determined by reference to
total assets, and represents 1% of the Company's total assets (2022: 0.4%).

In line with our audit methodology, our procedures on individual account balances and
disclosures were performed to a lower threshold, performance materiality, so as to reduce to an
acceptable level the risk that individually immaterial misstatements in individual account
balances add up to a material amount across the financial statements as a whole.

Performance materiality was set at 75% (2022: 75%) of materiality for the financial statements as
awhole, which equates to £13.4m (2022: £5.9m).

We applied this percentage in our determination of performance materiality because we did
notidentify any factors indicating an elevated level of risk.

We agreed to report to the Audit and Risk Committee any corrected or uncorrected identified
misstatements exceeding £0.89m, in addition to other identified misstatements that warranted
reporting on qualitative grounds.

The scope of the audit work performed was fully substantive as we did not rely upon the
Company's internal control over financial reporting.

Our audit of the Company was undertaken to the materiality level specified above and
wasperformed by a single audit team.

13



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CLARION FUNDING PLC (CONTINUED)

4. Going concern

The directors have prepared the financial statements on the going concern basis as they do not
intend to liquidate the Company or to cease its operations, and as they have concluded that
theCompany's financial position means that this is reaiistic. They have also concluded that there
are nomaterial uncertainties that could have cast significant doubt over its ability fo continue as
a going concern for at least a year from the date of.approval of the financial statements (“the
going concernperiod").

In our evaluation of the Director's conclusions, we considered the inherent risks to the Company's
business model and analysed how those risks might affect the Group's and Company's financial
resources or ability to continue operations over the going concern period. The risk that we
considered most likely to adversely affect the Company's available financial resources over this
period was: :

¢ Recoverability of long term debtors

We considered whether this risk could plausibly affect the liquidity or covenant compliance in the
going concern period by assessing the Directors' sensitivities over the level of available financial .
resources and covenant thresholds indicated by the Company's financial forecasts taking
accountof severe, but plausible adverse effects that could arise from this risk.

Our procedures are also inherently linked with our key audit matter in relation to the
recoverability of the long term debtor; as the Association's inability to meet its obligation to the
Company would result in the inability of the Company to meet its own obligations as they fall
due. Consequently, our procedures noted above took into account the financial forecasts of the

Group and the Association.
We assessed the completeness of the going concern disclosure.
Our conclusions based on this work:

¢ we consider that the directors' use of the going concern basis of accounting in the
preparation of the financial statements is appropriate;

e we have not identified, and concur with the directors’ assessment that there is not, a
material uncertainty related to events or conditions that, individually or collectively, may
cast significant doubt on the Company's ability to continue as a going concern for the
going concern period; and

¢ we found the going concern disclosure in note 1 to be acceptable.

However, as we cannot predict all future events or conditions and as subsequent events may
result in outcomes that are inconsistent with judgements that were reasonable at the time they
were made, the above conclusions are not a guarantee that the Company will continue in
operation.

5. Fraud and breaches of laws and regulations - ability to detect
Identifying and responding to risks of material misstatement due to fraud

To identify risks of material misstatement due to fraud {“fraud risks") we assessed events or
conditionsthat could indicate an incentive or pressure to commit fraud or provide an opportunity
to commit fraud. Our risk assessment procedures included:

¢ enquiring of the Board, the Audit and Risk Committee, and internal audit as to whether
they have knowledge of any actual, suspected or alleged fraud;

¢ reading Board and Audit and Risk Committee meeting minutes; and
e using analytical procedures to identify any unusual or unexpected relationships

We communicated identified fraud risks throughout the audit team and remained alert
to any indications of fraud throughout the audit.

14



INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF CLARION FUNDING PLC (CONTINUED)

As required by auditing standards, we perform procedures to address the risk of management
override of controls, in particular the risk that management may be in a position to make
inappropriate accounting entries.

We did not identify any additional fraud risks.
We performed procedures including

¢ identifying journal entries to test based on risk criteria and comparing the identified entries
to supporting documentation. These included journal entries posted to unusual account
combinations.

Identifying and responding to risks of material misstatement due to non-compliance with laws
andregulations

We identified areas of laws and regulations that could reasonably be expected to have a
material effect on the financial statements from our general commercial and sector experience,
and through discussion with the Executive team who have delegated responsibility for the day-
to-day management of the Company (as required by auditing standards).

We communicated identified laws and regulations throughout our team and remained dlert to
anyindications of non-compliance throughout the audit.

The potential effect of these laws and regulations on the financial statements varies considerably. V

Firstly, the company is subject to laws and regulations that directly affect the financial statements
including financial reporting legislation (including related companies’ legislation), distributable
profits legislations, and taxation legislation and we assessed the extent of compliance with these
laws and regulations as part of our procedures on the related financial statement items.

Secondly, the company is subject to many other laws and regulations where the consequences
of non-compliance could have a material effect on amounts or disclosures in the financial
statements, for instance through the imposition of fines or litigation. We identified the data
protection laws which will most likely to have an effect on other laws and regulations..

Context of the ability of the audit to detect fraud or breaches of law or regulation

Owing to the inherent limitations of an audit, there is an unavoidabile risk that we may not have.
detected some material misstatements in the financial statements, even though we have
properly planned and performed our audit in accordance with auditing standards. For example,
the further removed non-compliance with laws and regulations is from the events and
transactions reflected inthe financial statements, the less likely the inherently limited procedures
required by auditing standards would identify it.

In addition, as with any audit, there remained a higher risk of non-detection of fraud, as these
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
controls. Our audit procedures are designed to detect material misstatement. We are not
responsible for preventing non-compliance or fraud and cannot be expected to detect
noncompliance with all laws and regulations.

6. We have nothing to report on the strategic report and the report of the Board

The board are responsible for the other information presented in the strategic report and the
report to the Board together with the financial statements. Our opinion on the financial
statements does not cover the other information and, accordingly, we do not express an audit
opinion or, except as explicitly stated below, any form of assurance conclusion thereon.

15



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CLARION FUNDING PLC (CONTINUED)

Our résponsibility is to read the strategic report and the report to the Board and, in doing so,
consider whether, based on our financial statements audit work, the information therein is
materially misstated or inconsistent with the financial statements or our audit knowledge.

Based solely on our work on the other information:

¢ we have not identified material misstatements in the strategic report and the board’
report;

e in our opinion the information given in those reports for the financial year is consistent with
the financial statements; and '

e in our opinion those reports have been prepared in accordance with the Companies Act
2006.

7. We have nothing to report on the other matters on which we are required to report by
exception

Under the Companies Act 2006, we are required to report to you if, in our opinion:

¢ adequate accounting records have not been kept by the Company, or returns
adequate for our audit have not been received from branches not visited by us; or

¢ the financial statements are not in agreement with the accounting records and returns;
or

e certain disclosures of directors' remuneration specified by law are not made; or

+ we have notreceived all the information and explanations we require for our audit.
We have nothing to report in these respects.
8. Respective responsibilities
Directors’ responsibilities

As explained more fully in their statement set out on page 11, the directors are responsible for:
the preparation of the financial statements including being satisfied that they give a true and fair
view; such internal control as they determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error; assessing the
Company's ability to continue as a going concern, disclosing, as applicable, matters related to
going concern; and using the going concern basis of accounting unless they either intend to
liguidate the Company or to cease operations, or have no redlistic alternative but to do so.

" Auditor’s responsibilifies

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue our opinion
inan auditor's report. Reasonable assurance is a high level of assurance, but does not guarantee
thatan audit conducted in accordance with ISAs (UK} will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if,
individually or in aggregate, they could reasonably be expected to influence the economic
decisions of users takenon the basis of the financial statements.

www . fre.org.uk/auditorsresponsibilities.
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INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF CLARION FUNDING PLC (CONTINUED)

9. The purpose of our audit work and to whom we owe our responsibilities

This report is made solely to the Company's members, as a body, in accordance with Chapter 3
of Part 16 of the Companies Act 2006. Our audit work has been undertaken so that we might
state to the Company'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 Company and the Company's members, as a
body, for our audit work, forthis report, or for the opinions we have formed.

Fleur Nieboer (Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square

London

E14 5GL

18 July 2023
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Clarion Funding PLC

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED 31 MARCH 2023

2023 2022

Notes £'000 £000

Interest receivable 5 38,719 36,607
Interest payable and financing costs 6 (38,719) {36,607}
Result on ordinary activities before taxation 7 - -
Tax charge on result on ordinary activities , 8 - -
Result for the year - -

All operations are continuing.
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Clarion Funding PLC

STATEMENT OF FINANCIAL POSITION AS AT 31 MARCH 2023

2023 2022
Notes £'000 £000
Current assets
Debtors: amounts falling due within one year 9 12,345 12,476
Debtors: amounts falling due after one year 9 1,773,980 1,774,636
Cash at bank and in hand 12 12
1,786,337 1,787,124
Current liabllities .
Creditors: amounts falling due within one year 10 (12,345) {12,476)
Net current assets 1,773,992 1,774,648
Creditors: amounts falling due after one year | 11 (1,773,942) {(1,774,598)
Net assets ' 50 50
Capital and reserves
Share capital . 12 50 50
Profit and loss account - -

Equity shareholder's funds 50 50

The financial statements were approved by the Board and were signed on their behalf by:

=z

Mark Hattersley
Chair
6 July 2023



Clarion Funding PLC

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 MARCH 2023

Profit

Share and loss Total

capital account equity

£'000 £'000 £000

At 1 April 2021 50 - 50
Result for the year ending 31 March 2022 - - -
At 31 March 2022 50 - 50
Result for the year ending 31 March 2023 - - -
At 31 March 2023 50 - 50
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Clarion Funding PLC
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2023

1. Accounting policies

The financial statements have been prepared in accordance with applicable United Kingdom accounting
standards, including FRS 102 The Financial Reporting Standard Applicable in the UK and Republic of Ireland
(January 2022) (“FRS 102") and the Companies Act 2006.

The following accounting policies have been applied consistently in dealing with items which are
considered material in relation to Clarion Funding PLC's {“the company”) financial statements.

Basls of preparation

The financial statements are prepared on an accruals basis and under the historical cost convention.
Going concern

On the basis of its assessment of the company's financial position and resources, the Board believes that
the company is well placed to manage its business risks. Therefore the company’s Board has a reasonable
expectation that the company will have sufficient funds to meet its liabilities as they fall due for a period of
at least twelve months from the date of approval of the financial statements. Thus it continues to adopt the
going concern basis in preparing the annual financial statements.

Current high inflation and the cost of living crisis, as well as the long-term impact from Covid-19 have
presented challenges for the company. The Board has considered their impact on the company and
actions have been put in place to manage these risks and the Board considers these risks to be sufficiently
mitigated.

Segmental reporting
As the company's debt instruments are publicly traded, it is required to apply IFRS 8 Operating Segments.
However, as the company's sole purpose is to obtain funding from the capital markets for on-lending to
Clarion Treasury Limited, it has only one operating segment and no further disaggregation of the company's
results, or assets and liabilities, is made.
Disclosure exemptions
The company has taken advantage of the exemptions in FRS 102 in respect of the following disclosures:
a. the requirement to present a statement of cash flows and related notes; and
b. financial instrument disclosures, including: categories of financial instruments; items of income,
expense, gains or losses in respect of financial instruments; and, exposure to, and management of,
financial risks.

Value Added Tax (VAT)

The company is not registered for VAT.
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Clarion Funding PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2023 (CONTINUED)
1. Accounting policies (continued)
Impairment

Loss dllowances for debtors are always measured at an amount equal to lifetime expected credit losses
(IIECLII).

ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the present value
of all cash shorifalls (i.e. the difference between the cash flows due to the entity in accordance with the
contract and the cash flows that the company expects to receive). ECLs are discounted at the effective
interest rate of the financial asset.

When determining whether the credit risk of a financial asset has increased significantly since initial
recognition and when estimating ECL, the company considers reasonable and supportable information
that is relevant and available without undue cost or effort. This includes both quantitative and qualitative
information and analysis, based on the company’s historical experience and informed credit assessment
and including forward-looking information.

After an impairment loss has been recognised, the recoverable amount of an asset or cash-generating unit
may increase because of changes in: economic conditions; the circumstances that previously caused the
impairment; or, the expected use of the asset(s). As a result, the carrying amount is adjusted to the lower of
the new recoverable amount and the camying amount that would have been determined had the original
impairment not occurred.

Impairment relating to debtors is included in financing costs.

Interest receivable, interest payable and financing costs

Interest receivable is only recognised to the extent that it is probable that it will be recoverable when due.

Interest payable is recognised over the term of the debt using the effective interest rate method so that the
amount charged is at a constant rate on the carrying amount.

Transaction costs relating to the refinancing of existing debt are expensed as incurred unless there is a
substantial modification of the terms.

Corporation tax

The company is liable to corporation tax, and the charge is based on the profit for the year taking into
account differences between certain items for taxation and accounting purposes.

Deferred tax is provided for in full on differences between the treatment of certain items for taxation and
accounting purposes, unless the company is able to control the reversal of the timing difference and it is
probable that the timing difference will not reverse in the foreseeable future. Deferred tax is calculated
using the tax rates and laws which have been enacted (given Royal Assent) or substantively enacted
(passed by the House of Commons, or under the Provisional Collection of Taxes Act 1968} by the reporting
date and are expected to apply to the reversal of the timing difference.:

With the exception of changes arising on the initial recognition of a business combination, the tax
charge/credit is presented either in the Income Statement, Other Comprehensive Income or equity
depending on the transaction that resulted in the tax charge/credit.

Deferred tax assets are only recognised to the extent that it is probable that they will be recovered against
the reversal of deferred tax liabilities or other future taxable profits. Deferred tax assets and liabilities are
offset only where allowed by FRS 102, and likewise they are not discounted.
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Clarion Funding PLC
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2023 (CONTINUED)

1. Accounting policies (continued)
Financlal instruments

The company applies the recognition and measurement provisions of IFRS 9 Financial Instruments, as
allowed by FRS 102.

All investments, short-term deposits and loans held by the company are initially measured at fair value plus
or minus, in the case of a financial asset or financial liability not at fair value through profit or loss,
transaction costs. The best evidence of the fair value of a financial instrument at initial recognition is
normally the transaction price.

On initial recognition, a financial asset is classified as measured at either amortised cost, fair value through
other comprehensive income (“FYOC|") debt investment, FVOCI equity investment or fair value through
profit and loss (“FVTPL").

Financial assets are not reclassified subsequent to their initial recognition unless the company changes its
business model for managing financial assets in which case all affected financial assets are reclassified on
the first day of the first reporting period following the change in the business model.

A financial asset is measured at amortised cost if it meets both of the following conditions:

i. itis held within a business model whose objective is to hold assets to collect contractual cash
flows; and

ii. its contractual terms give rise on specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding.

A debt investment is measured at FVYOCI if it meets both of the following conditions:

i. itis held within a business model whose objective is achieved by both collecting contractual
cash flows and selling financial assets; and

ii. its contractual terms give rise on specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding.

All financial assets not classified as measured at amortised cost or FYOCI as described above are measured
at FVTPL.

Where loans and other financial instruments are redeemed during the year, a redemption penalty is
recognised in the Income Statement of the year in which the redemption takes place, where applicable.

Other debtors and creditors are initially recognised at the transaction price, unless the arangement
constitutes a financing transaction and does not qualify for treatment as a concessionary loan, in which
case the present value of the future receipts discounted at a market rate of interest is used.

Cash and cash equivalents include cash balances and call deposits, as well as short-term investments with
an original maturity of three months or shorter. It also includes those overdrafts which are repayable on
demand and form an integral part of the company's cash management strategy.
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Clarion Funding PLC
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2023 (CONTINUED)

2. Significant judgements and accounting estimates

Significant judgements

With the exception of those relating to accounting estimates and uncertainty, no significant judgements .
have been made in applying the company’'s accounting policies.

Accounting estimates

The nature of estimation means that actual outcomes could differ from the estimates made. No
accounting estimates have been made which have a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities - and therefore the income and expenses recognised - within
the next financial year.

3. Employees
The company does not directly employ any staff but instead makes use of the employees of Clarion
Housing Association Limited, who then includes a proportion of the cost of these employees in the

management recharge to the company. There was no management recharge in either the cumrent or prior
year.

4. Key management personnel
Key management personnel is defined as the members of the Board.

Mark Hattersley and Clare Miller did not specifically receive remuneration in respect of their services to the
company during the year (2022: £nil). They are employees of Clarion Housing Association Limited and are
remunerated by that entity (see note 3).

5. Interest receivable

2023 2022

£'000 £'000

Interest receivable from Group undertakings 38,719 36,607
6. Interest payable and financing costs

2023 2022

£'000 £'000

Interest payable on bonds - 38,792 36,283

Other charges (73) 324

38,719 36,607

The £73,000 credit above was driven by the reversal of an accrual recognised in the prior year for EMTN
renewal costs.

7. Result on ordinary activities before taxation

Auditors' remuneration was expensed in the accounts of Clarion Housing Group Limited and not recharged
to the company; £5,000 of auditors’ remuneration relating to assurance work over the EMTN programme has
been included in other charges (see note 6) (2022: £36,000).
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Clarion Funding PLC

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2023 (CONTINUED)

8. Taxation

2023 2022
Analysis of charge in period £'000 £000
Current tax:
Current tax on income for the period - -
Recognised in profit and loss - -

The company's tax charge for the period is equal to 19% (2022: equal to 19%), the rate of corporation tax in
the UK:

2023 2022

Reconciliation of tax recognised in profit and loss £000 £000
Result on ordinary activities before taxation - . -
Tax at 19% (2022: 19%) - -

Increasing the main rate of UK corporation tax to 25% from 1 April 2023 was substantively enacted in May
2021,

9. Debtors
2023 2022
Amounts falling due within one year £'000 £'000
Amounts due from Group undertakings: loans 656 646
Amounts due from Group undertakings: interest 11,689 11,689
Amounts due from Group undertakings: other - 141
12,345 12,476
Amounts falling due after one year
Amounts due from Group undertakings: loans 1,773,942 1,774,598
Amounts due from Group undertakings: other 38 38

1,773,980 1,774,636

Amounts falling due after one year primarily relate to the on-lending of borrowings to Clarion Treasury
Limited, as described in the Strategic Report. The amounts falling due within one year primarily relate to
interest accrued on these loans, as well as accounting adjustments (see note 10}.
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Clarion Funding PLC
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2023 (CONTINUED)

10. Creditors: amounts falling due within one year

2023 2022

£'000 £000

Bonds 656 646
Interest payable and financing costs ' 11,689 11,689
Other accruals and deferred income - 141
12,345 12,476

Bonds due within one year is an accounting adjustment relating to the company's borrowings (see note 11).
The amount above represents the amount of premium or discount which will be unwound, and transaction
costs which will be amortised, in the following year.

11. Creditors: amounts falling due after one year

2023 2022

Bonds are repayable on the dates specified: £'000 £000
Series Issue: 19/04/2048 3.125% (notional £250m) 244,238 246,135
Series Issue: 19/04/2048 3.125% (notional £100m) 2nd Issue 106,859 107,059
Series Issue: 19/04/2048 3.125% (notional £100m) 3rd Issue 119,413 120,029
Series Issue: 19/04/2048 3.125% (notional £50m) 4th Issue 63,076 63,508
Series Issue: 18/01/2029 2.625% (notional £250m) 248,437 248,136
Series Issue: 18/01/2029 2.625% (notional £50m) 2nd Issue 52,467 52,961
Series Issue: 22/01/2035 1.875% (notional £350m) ) . 348,498 ' 348,374
Series Issue: 13/11/2032 1.250% (notional £300m) - annual coupon 296,862 296,520
Series Issue: 07/09/2051 1.875% (notional £300m) 292,092 291,876
1,773,942 1,774,598

All bond issuances have semi-annual coupons, unless otherwise indicated.
Bonds are secured on properties held by the Association.

The fair value of the company's long term borrowing is £1,238.46 million (2022: £1,628.6 miliion).

12. Share capital

2023 2022
£'000 £000
Shares of £1 allotted and issved
At the beginning and the end of the year ' 50 - 50

£12,500 of shares are paid up, and the remaining £37,500 is due after one year (see note 9).
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Clarion Funding PLC
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH 2023 (CONTINUED)

13. Related Party Disclosures

The company has taken advantage of the exemption in FRS 102 to not disclose transactions with other
wholly owned members of the Clarion Housing Group.

Debtor and creditor balances with other members of the Group are either debt subject to a market rate of
interest, share capital or trading balances which are non-interest bearing and are due to be settled within
one year of their recognition.

No other related party transactions require disclosure.

14. Immediate and ultimate parent undertaking

The company's immediate and ultimate parent undertaking is Clarion Housing Group Limited, a registered
society under the Co-operative and Community Benefit Societies Act 2014 and which is regulated by the
Regulator of Social Housing. Clarion Housing Group Limited's registered office is Level 6, 6 More London
Place, Tooley Street, London, SE1 2DA. Group accounts have been prepared by Clarion Housing Group
Limited and are available from www.clarionhg.com. ‘
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