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Peter Redfern - Group Chief Executive 

Good morning, thank you for joining us on what I know is a particularly busy day, not just in the 
market generally, but in our sector as well, if you include Rightmove and Travis Perkins. We 
thought about 15 minutes ago we weren’t going to have anybody and there was Ryan and I sat 
there, but it looks like most people made it here in the end. 

I’m very conscious that with the very full trading statements we tend to give around the turn of 
the half-year that actually most of the operating results, you’ve already seen, so we will touch on 
them, but I suspect that will be an even quicker run through than it normally is, and hopefully 
spend quite a lot of time on cash, land, current trading for the last few weeks and our view of the 
market going forward, which hopefully is most helpful. But Ryan and I will pick up on all of those 
themes through all of these three sections. 

First of all, just a quick operating review. As I say, I think most of these numbers you’ve kind of 
pretty much pencilled in from the update that we gave earlier on this month, but we are 
particularly focused still on that operating margin improvement of 300bps to 16%. 

If you remember, last year we saw a fairly flat first half/second half operating margin movement, 
largely because the first half performance was very strong; this was helped by the particular mix 
that we brought through. I think we’d expect to see in 2014 a bit more of a step up in the second 
half because we haven’t got quite the same mix dynamics, and also because you’ll continue to 
see some of the upside we’re seeing through price come through in the second half, so we’d 
expect to sort of beat that 300bps step up in the second half, which is what’s led to our overall 
guidance for the year. 

We’re also pleased with the progression on the return on net operating assets. As we’ve flagged 
with the Capital Markets Day, we expect that to hit about 20% for this year, which will be the first 
time that we’ll have got to that point this cycle.  

And probably the main news from today is that we have increased the cash return that we plan 
in 12 months’ time to £250m from £50m. I won’t talk too much about that now because I’ll come 
back to it during the course of the presentation. 

Just some brief operational highlights, and I won’t pick out all of these six numbers, but they’re 
things that we think particularly stand out from the half-year. 

The first one I will pick out is the increase in the average selling price in the private order book, 
by 21%. In some ways you would say, ‘Well we kind of knew that because you told us it was 
about 20% six months ago,’ but the fact that the year-on-year increase is still running at 20% as 
we’re into a period where we’re comparing with a slightly more difficult comparative, where you 
start to see some of the selling price inflation come into the order book, I think is a particularly 
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strong performance, and I’m sure we’ll talk about some of the underlying movements in selling 
price during the course of the presentation and in Q&A. 

Another number that I’ll pick out from there is the 11,500 plots added to the short-term 
landbank, roughly twice what we used. A key theme for us is that that takes us at about 75,000 
plots to roughly the level of short-term landbank that we see as the right steady state for us 
going forward, and again, something that we’ll explore a little bit more during the course of the 
presentation. I’ll come back to most of the others in some way or other over the next few 
minutes. 

Standing back and looking at the market; first of all, mostly historically, because we’ll end with 
the outlook on current trading, but you can see on this graph some elements of current trading. 
You can obviously see in the course of 2013, sales rates and customer interest, the visitor 
levels particularly, the sort of step up with Help to buy, but you can see over the second half of 
last year/first half of this year, what we would see as a more normal seasonal pattern coming in, 
the strongest part of the market, sales rate wise, being February, March, April, and May/June 
being a little bit slower. We saw that to some extent last year, we were flagging, if you 
remember, at this time of year, we’d expect a slower summer sales rate and we’ll see that 
today. But you’ll see when we put up the trading over the last few weeks that actually that’s 
fairly consistent with last year and certainly not something that we’re particularly concerned 
about. 

If you look at our market performance against that sort of backdrop, we’ve had just over 300 
outlets open on average. Our outlet numbers are broadly flat with last year, about 2% below. 
We still believe we’ve got potential to increase them during the course of this year, but as you 
know, with faster sales rates we do tend to close them a little quicker, again, very much in line 
with where we want to be.  

You’ll have seen in the statement that we talked about 0.7 being what we see as probably a 
relatively normal, in a steady market, average sales rate during the course of the year for our 
strategy. And that’s not to say it will be 0.7 every month, and I’m not saying every year we’ll be 
bang on that sort of level, but a range between perhaps 0.65 and 0.75, with an average of about 
0.7 in a normal year, is how we’re planning to run the business. And you can easily work back 
from the sorts of levels of volume at 14,000 units that we’ve talked about, and that 0.7, just to 
remind you, is a private sales number, so you add on the affordable housing on the top, but we 
see that as being a pretty sensible and sustainable level. 

You can obviously see in those sales, and remember this is sales reservations and not 
completions, the step up in the private sales price. I said with the trading update that we’d seen 
about 8% -10% underlying market inflation over the course of 12 months. Obviously that doesn’t 
all come through in one average period; it comes in in a sort of a phased way, which Ryan will 
talk about when he reconciles our margin performance for you.  

I would stand here today, about a month on, saying roughly the same sort of level, which 
doesn’t mean we haven’t seen any movement; we’ve continued to see sales price growth, but 
still a trend where the markets outside London and the South East are now probably growing as 
strongly as London and the South East, and that overall selling price inflation is probably not as 
high per month as we’ve seen at the back end of last year and the first few months of this year, 
probably running more like 0.3-0.4 a month rather than the 0.75-0.85 a month that we were 
seeing in the peak months of growth. Cancellation rates have remained low and have remained 
low into the next few weeks. 
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Just talking briefly about the land market, no major new news, so in many ways just reassuring 
you that things haven’t changed. It is still competitive, but the extra competition that we see 
comes almost entirely from our medium-sized and larger competitors that are opening new 
offices. Actually we’ve seen less of that incrementally, although it’s still an activity that’s going 
on, but less new offices opened in the last few months than we saw the back end of last year 
and the beginning of this year.  

We haven’t really seen any measurable new activity from smaller house builders. We’re all 
aware, as I know you are, that there’re various government initiatives, or planned future 
government initiatives, to improve their ability to compete. We don’t see that as a problem, we 
do see it as something that’s very difficult for the government to achieve, because most of these 
smaller house builders either don’t have an operating model that works, or often don’t have staff 
and businesses, they have a few residual old sites and not a lot else. So we still believe it’s 
going to be a long time before we see the resurgence of a competitive group from the smaller 
housebuilders. It’s difficult to reconcile that with overall sector volume goals, but from a 
competitive point of view, for us obviously, it does help. 

Short-term land prices are broadly following the trend of house price inflation, which means that 
the acquisitions in the short-term market that we have made in the first six months of this year 
have continued to be at the roughly 19% or 20% operating margin level that they’ve been at 
over the course of the last two years, which is incredibly high by long-term standards. We’ve not 
seen that trend dip off. We’ll talk a little bit about the fact that that’s a lower number in that six 
month period in terms of numbers of plots added. You could argue that’s a little bit to do with the 
strength of strategic land performance, a lot of it’s just to do with coincidence of when sites 
happened to crystallise, so I don’t think it’s a major shift, but you’ll probably see us less active in 
terms of plot numbers in the short-term land market over the next 12 or 18 months than you’ve 
seen over the last two or three years. 

The planning environment remains better than the previous cycle, and better probably than any 
planning environment we’ve seen over the last 20 years or so. It still remains quite difficult to get 
through the final stages of getting sites open but it is happening, and certainly is a major 
underpin of the strategic land success that we’ve had. 

I do think we have to look ahead to the General Election; it does create some uncertainty, 
although I think it’s relatively benign at this point. The early stages of the Lyons Review had lots 
of commentary about landbanking and some of the normal sorts of issues that politicians raise 
before they’ve gone into the detail of what they plan to do. We’ve seen a lot of that drop away 
over the course of the last six months, but obviously we’ll be watching that with some interest in 
the autumn because it will be a key form formation of Labour planning policy. 

Looking now at our regional businesses; and the North first of all, again I just want to pick out a 
couple of stats. First of all you will see that the short-term landbanking in the North of our 
business is pretty static, which will tell you, which you’ll see in a second, that the growth has 
been in the South, and particularly that strategic land conversion has been almost entirely 
weighted towards the South. A lot to do with our investment policies over the last few years 
about where the weighting has been, and largely not London, but largely South East, down into 
the South West, up the M1 corridor, so some good bank of sites for us coming through that sort 
of profile.  

But in the North, probably the single most important statistic through the whole presentation that 
I want to draw your attention to is the average cost of land, that’s the percentage of the average 
selling price, and the fact particularly that that has reduced from the full-year to today from 
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15.7% to 14.9%. The fact that at a point when house prices are rising, getting on for double 
digits over the course of 12 months, that our cost of land in the landbank, which is a pretty big 
universe of plots, is actually falling relative to the average selling price of land is very unusual 
because it shows that the additions that we’re making, both strategically and through the short-
term landbank, are of a high quality. It’s not a great measure on an individual site basis but 
across a whole region it’s a pretty good steer of the quality of the land. And if you look back at 
the previous cycle and you look at the peak areas of the markets, those stats for the business 
as a whole, we’re getting to about 25% over the landbank and into the 30s over new additions. 
So the fact that that’s stayed in a pretty sensible place we think is a very good signal of the 
future. 

Then talking about the South, as I say, you can see that’s where the majority of the growth in 
the short-term landbank has come, because that’s where the strategic conversions have come, 
but you see the same trend, that even in the South, where the land market is that bit more 
competitive, you’re seeing the average cost of percentage of selling price fall in this sort of 
period, which is a good sign of the quality of the investments that we’ve been making. And 
actually also the cost per plot falling in the same period, which doesn’t get the benefit of that 
price uplift, so both of those should give you a good sense of the quality of investments. 

Looking at that short-term landbank overall, you can see the growth to 75,000 plots. We do think 
that’s about the right place for us. We’re not saying ‘Right, that’s it, we won’t buy another site 
and we’ll absolutely keep it at that level.’ I think there is some chance it will grow a little because 
of the weight of future strategic land gains, but that does mean that our short-term additions can 
be less if we chose them to be so. That gives us about a 5.3 year landbank for 14,000 
completions; somewhere between 5-5¼ is about right, so we feel pretty comfortable with the 
level that we’re at. 

If we do continue to be as successful as we’ve been over the strategic land conversions, we 
don’t think that has particularly adverse balance sheet impacts. The structure of most of those 
deals, even when we crystallise the planning permission, we tend to then draw them down in 
tranches rather than secure the whole site and pay for it upfront. So actually the balance sheet 
dynamics remain pretty healthy, even once those larger strategic sites come on to the balance 
sheet. 

And then I’m not going to spend too much time on the 7,200 plots of strategic land conversion 
because we’ve talked about those a lot over the last six months. The number I am going to pull 
out from this slide is the new additions, which we haven’t really talked about. In this environment 
we’ve been able to continue to add nearly 10,000 new strategic plots to that pipeline, pretty 
broadly spread geographically, very much the same kind of mix that we’ve talked about in the 
past and with the same kind of financial dynamics. We’ve got some scope changes in this 
period, and that’s sites where we’ve lost them through the planning process or we’ve taken a 
view that the actual outcome might be lower. You normally expect that level to be maybe 2,000 
or 3,000 units, 2%-3% over the course of 12 months, but we haven’t in this period reviewed 
sites for potential uplifts, so I wouldn’t be at all surprised to see that turn into a positive in the 
second half of the year, so we’re not too concerned about that. But a strong year for 
conversions, but as I say, particularly a strong year, or a strong six-month period, for continuing 
to invest in new strategic sites to make sure that we continue that strength. 

We remain very confident in our level of 40% of completions coming from that strategic pipeline, 
the 37% in the first half is a record for us. 
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And finally, I think, on the operating part of the business, looking at costs, we have seen in our 
national deals and our central procurement around a 4.5% level of inflation, and that’s a good 
indication of the level of annual inflation we’re seeing on the bill cost side. Heavily weighted 
towards a couple of commodities, you’re well aware of bricks and blocks, lower in other areas, 
but about 4%-5% overall, and we think 4%-5%, even once you include the labour sub-contract 
side of the equation, is also a reasonable guestimate of inflation that we’ll see 1st January this 
year to the 31st December. We tend, particularly on the material side, to see a majority of that 
inflation come either in January/February or in March/April, because those are the two annual 
anniversaries of the deals that we tend to strike with suppliers.  

You can see that coming through completions, as you see in the table at the top. We have some 
mix changes and part of our selling price growth is a move towards higher quality locations, 
towards higher average selling prices, and towards selling more customer options, so not all of 
that growth in build costs per plot is inflation, it’s about half and half, but about that 4.5% of 
inflation on build costs. 

Looking forward, don’t think that trend is likely to change while the market remains as strong as 
it is, and I think that’s a reasonable indication of the forward drive. Security of supply is also key, 
it’s not just about price, but it gives you a good sense of where we are as a business and this is 
a lot easier for the larger companies in the industry. Our brick supply is a good example of 
probably the most challenging commodity and is secured until the end of next year, and in doing 
that, again it gives you a good indication. We’re taking about 5% of our brick needs as imports. 
We could probably get away without those, we’re probably securing about 105% of what we 
need, but we feel in the balance of risk and reward that actually that mix is about right, and that 
5% cost as order of magnitude, £900,000/£1m, which across a £2.7bn business is not a 
particularly big issue for us. But actually being able to manage supply, make sure that we don’t 
have interruptions on sites, make sure that we actually provide a good level of customer service, 
because actually our build programme is not interrupted, is key. So we feel that’s actually got to 
a reasonable level of balance over the last few months and feel pretty comfortable with how it’s 
operating. 

Our internal logistics business, which is pretty unique in the industry, does help us both in that 
price negotiation, because we have a direct relationship with suppliers, particularly some of the 
smaller categories, not so much the bricks and the blocks, but some of the wood products and 
the heating products. But it also gives us a vehicle to bring in supply from different routes and 
then move them on into our business units.  

Ryan Mangold – Group Finance Director 

Thanks Pete, and morning ladies and gentlemen. It’s my pleasure to be talking about our first-
half performance in 2014, but also most importantly the strength and quality of the business 
going forward in terms of delivery of our medium-term priorities, which is the 20% operating 
profit through ’15 and ’17, a return on capital employed in excess of 20% through that same 
period, adding 15% to net assets prior to any dividend distributions to shareholders and 
converting 65% of operating profit into cash.  

So, looking at the first-half performance, revenues up by 18% in the period, which is driven by 
both pricing as well as our value-focused volume growth. Gross profit at just short of £260m, 
translates to a gross margin of 21.8%, which is up 2.2% on the prior year. Just a reminder, we 
had some pretty material write-backs of inventory during the course of 2013, and those write-
backs of inventory during the course of 2013 have taken approximately 1.3% out of our gross 
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profit, and operating profit year-on-year, because it was recognised as an exceptional gain last 
year. So, gross margins up by 3.5% year-on-year demonstrates good progress.  

Profit before tax and exceptional items at £178m is reflecting a much more direct flow down 
from profitability through to profit before tax. You recall we bought back the bonds at the end of 
2013, which has reduced our interest cost quite substantially. And with the tax rate largely 
reflecting the statutory tax rate it means that our adjusted basic earnings per share at 4.3p, are 
up 59% year-on-year. And, as Pete noted before, we’re very pleased with the progress we’re 
making on return on net operating assets at 17.8%. This is despite more significant investment 
and increase in the landbank over the period, from 65,000 units to 75,000 units; so well on track 
for the 20% target.  

If we look at the UK performance summary, legal completions up in the period 11.1%. This is 
despite our value-focused volume growth. As Pete indicated for us a more normal sales rate of 
about 0.7 or so gives us the right tension between the buyer and the seller. That’s driven our 
average selling price in total up 9.6 percentage points, with private pricing up 9.3%, reflecting 
both the mix from better quality locations as well as being able to capture some of the market 
growth we’ve seen.  

UK operating profit at £194,000 translates to operating margin of 16.4%. The Spanish business, 
which we’re not going to be reporting on separately, had only a few completions in the first half 
of the year; but the strength and the quality of the order book places them very well to make 
some very good progress year-on-year by the time we get to the full-year results.  

We like to judge ourselves not only on our absolute performance year-on-year but trying to 
understand some of the drivers: so to the extent if the market has moved, how have we 
benefited or how have we performed against the market move; how have we benefited or how 
have we performed against our own investment thesis; how have we performed against our 
short-term aspirations without any market assistance. And in this slide, it’s something you will 
have seen with the full-year results announcement, what we try and compare is our relative 
performance to markets and our relative performance overall, giving us an indicative margin or 
absolute margin movement of 2.9%, but indicative of the key drivers.  

For us, for our developments that we have been selling and through the half-year period, we 
think that market inflation, which is an average of two house price indices in the places that we 
operate, have increased by about 8% year-on-year. We think that that’s translated to an impact 
to our profit and loss account in 2014 first half of 4.8%, and that difference is simply due to the 
fact that we have a stronger order book coming into the start of the year, so if you aren’t able to 
capture any growth that may have happened slightly earlier; but also that 8% is an average of 
year-on-year and obviously we’ll only harvest some of it as we progress during the year – but 
positions us very strongly for second-half completions.  

As Pete noted before, we think build costs have increased by approximately about 4% from 
market inflation perspective that has impacted our result by about 1.8%. But it means that we 
have been able to capture 3% in the margin due to market growth, as opposed to just simply 
letting some of that being not delivered upon.  

The positive market environment has resulted in us doing the write-backs of our net realisable 
value of inventory during the course of last year. And that’s taken about 1.3% out of the gloss, 
because it’s slightly higher land values being amortised to the P&L. So, overall the net market 
impact to the results from a margin perspective is 1.7%.  
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Our improvement in land mix is 2.6 percentage points and that’s us trading from newly acquired 
and better quality locations relative to the previous year, giving an overall net land improvement 
of 0.9%, and we expect to continue to make progress in this regard in the second half.  

Other income and overheads just slightly lower year-on-year in terms of cost impacting at 0.4%; 
but affordable housing some positive price momentum there of 0.7%, translating to the margin 
improvement in the UK of 2.9%.  

In terms of our goal of adding 15% to the net assets year-on-year before dividend distribution, 
as you can tell in this chart we’ve added 11.5% to closing net assets. And this is a comparison 
on a 12-month basis back to June of last year. Most of that gain is driven by operating profits 
post tax during the period; a small amount by the exceptional items in terms of a net write-back; 
offset marginally by some of the actuarial losses that have been incurred on the pension 
scheme relative to the original assumptions. But as you can see, in the first half those worked in 
our favour, but in the second half of last year worked against us.  

So, overall net assets have increased 8.2% year-on-year, including the accrual for the dividend 
of £50m that we paid on 3rd July; but excluding the dividend distributions, which is in line with 
our 15% target of increase in net assets. And we are at 11.5%, so we’re well on the path to 
delivering the 15%.  

If you look at our return on net operating assets, and if you look at specifically the landbank 
movement that we mentioned before, the landbank has increased by approximately 10,000 
plots year-on-year. Some of that has been funded by land creditors, that has grown period on 
period; but the majority of that has actually been funded by shareholders’ equity in terms of 
being invested back into the business. And despite that we’re able to deliver that very strong 
growth in return in net operating assets.  

From the land credit perspective, we expect approximately £355m to be flowing over the next 
two years. We do continue to use land creditors very selectively, and we use them where it 
makes the most commercial sense for ourselves.  

The UK asset turnover, despite this increased investment for future delivery, increased to 1.20x, 
which positions us very well for delivering on that 20% return on net operating assets in the 
medium-term.  

What gives us the confidence of delivery of all of these metrics is the quality of the short-term 
owned and controlled landbank. And as Pete noted before, the average for the UK owned 
landbank to have a land cost average selling price of 16.5% is the best it’s been I think in the 
history of this Group. And if you look at that chart in terms of the transformation of the closing 
landbank at the end of the first half 2013 to the closing landbank at the end of the first half 2014 
the dynamic and the shift of the significantly greater contribution from strategic land, as well as 
newly sourced land, has put us in a very, very strong position in terms of the overall landbank 
now being priced post downturn.  

And Pete will cover later on in the presentation about how we’ve actually performed against our 
investment thesis. So, the way that we judge ourselves is not only based on absolute margin, 
but how we’ve actually performed relative to the investment thesis and how we’ve performed 
relative to the marketplace.  

And just as a reminder, we’ve got approximately £35bn in our landbank, and with the medium-
term target of a 20% operating margin – you can do the math – that translates to approximately 
£7bn worth of future operating profit that is largely in our control.  
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In terms of turning operating profit into cash clearly 2014 is a bit of a transitional year as we 
execute our strategy, where we’ve been a net investor in the business. And if you take the 
movements in work in progress, land and land capital creditors and other working capital 
demands we’ve invested approximately £195m of cash over the last 12 months into the 
business. We’ve paid a reasonable amount into the pension scheme, and as you might be 
aware the tri-annual valuation following the merger of the scheme last year is going to be based 
on December 2013 valuation. And we are in positive dialogue with the trustees at the moment, 
given the fact that the deficit has more than halved over that same period and we’d expect to 
make some very good progress on the cash contributions.  

We spent about £22m in dividends; and we’ve also bought about £25m worth of our own shares 
for satisfying share scheme awards, both for during the course of 2013-14, but also positioning 
ourselves for the future.  

So, overall I think that we have made excellent progress in the first half of 2014. I think the 
quality of the business positons us very well to deliver on our medium-term targets. If you look 
at all of the metrics at the bottom in terms of what we’ve articulated in our approach we’ve made 
today positions us very well for the future. And I’ll hand over to Pete to talk more about that.  

Pete Redfern 

Thank you Ryan. The first chart that I’m going to show you is new. And if you remember when 
we were all together at the Olympic Park or near the Olympic Park a number of people asked 
questions about the level of security of supply of land for future years. And also we’ve talked a 
lot about the proportion of strategic land. So, we thought we’d give you a pretty open view of 
where we sit today for the next few years. So, I’m going to spend a little bit of time on this slide 
because I think it needs some explanation.  

First of all just let me talk about the volume assumptions in here. You can see roughly the level 
we’re assuming for this year: I don’t think we’re too far off where your consensus forecasts are, 
as 12,400 give or take. If you look at next year we talk about roughly 6% or 7% volume growth, 
and this reflects that. And then after that you’ve got three years of steady state of 14,000 units. 
We think that’s about right, but don’t take this as a statement that we absolutely going to be at 
14,000 units; somewhere in a range between 13,700 and 14,200 is where we feel comfortable. 
But you’ve got to fix the level somewhere.  

The blue bar is our existing short-term owned and controlled land that’s been bought in the 
short-term market. So, you can see that that makes up well over 50% of this year’s business. 
And the 100% on that blue bar means 100% of that has detailed implementable planning. All of 
it has outline planning, but not all of it for future years will necessarily have a detailed 
permission.  

So, as you look into future years you can see the declining percentage gives you a sense of the 
degree of control we have with detailed planning. So, even in 2018, 57% of that short-term land 
already has detailed planning; the balance is at outline stage and will gradually move through. 
But you can see that if we’re as successful as we have been on strategic land that the 
proportion of that short-term land drops away. And I’ll talk about that overall and what we think 
will happen in practice in a second when I’ve gone through this strategic land piece.  

The red bar shows you strategically-sourced land that’s currently in our short-term landbank. 
So, it’s originally come from the strategic pipeline, but we already have an outline planning 
permission on it. And the numbers on that show the same sort of trend of the proportion of that 
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that has a detailed permission. So, again, a pretty significant proportion: basically all of next 
year’s business we have in the short-term landbank it already has an outline permission. And 
you can see from the average, the 84, 87, about 85%, 86% of it has a detailed permission; the 
balance we just need to get to the final stages. If you go into 2016 that level is still very high. 
Into 2017, we become more dependent on the silver bar.  

The silver bars are sites that are already under our control, are already going through the 
planning system in some form or another, but are currently in our strategic pipeline. So, they are 
the things that we’ll be bringing through the strategic pipeline into the short-term landbank over 
the next six or nine months for completions in 2017. So, you can see that it’s only in 2018, that 
very small dark grey bar at the top, that we actually need, at least on paper, to be bringing in 
new sites today to deliver completions actually three or four years out.  

Now, it won’t actually work out quite like that in practice. Many of you will remember that Fergus 
put up for you the sort of level of strategic land planning permissions that we were going to try to 
achieve. And we don’t expect to achieve all of those, so we will probably need to swap some 
sites around and to bring forward a few more short-term sites than this assumes. But it gives 
you more than anything else a sense of the degree of supply and flexibility and reliability we 
have and the choices that that will give us as we bring forward those strategic sites.  

Now, this will lead you, if you assume we actually hit every single planning permission that we 
reasonably could, to a much higher level of strategic land that we talked about. That’s not 
impossible; the 40% target could be exceeded. We wouldn’t change that target today, but it 
does give us a lot of choices and flexibility, and particularly a lot of flexibility in the short-term 
land market that we’ve not had before.  

If I then stand back – and we’ve talked a little bit about this before, but again this gives you a 
slightly different sense of the data – look at the average selling prices in our short-term owned 
and controlled landbank. You can see the movement period-on-period. Now, I talked a little bit 
before about the plot cost and the fact that we’re pleased the plot cost has continued to come 
down even as the market has been going up. But you can also see that we’re capturing the 
value we see in the improving market in the landbank. Now, you’d expect some of that to 
happen naturally; but if actually our new additions were not heading in the right direction you 
would not see growth in the average selling price in UK landbank of 16%. About half of that has 
come from the growth we’ve seen in the market, about 8% or so, and about half of it has come 
from the net quality of additions over the sites that we’re completing. We’re continuing to buy 
land in high-quality areas.  

This is a chart that you’ve seen before, and it’s one we’re committed to showing you, which 
shows you the actual performance on acquisitions that we’ve made since the downturn, from 
2009 onwards. And so, you can see, and you’ll remember I showed you a growth of just under 
2%, over and above the assumptions that we made when we bought the land, that growth has 
now risen to 3.3% for this period. You’d have expected it to have risen. In fact six months ago, I 
told you it would rise in this period because of the improvement in the market. But the fact  that 
we’re still managing to increase the gap and increase the scale that we’re adding and also the 
fact that you can see the underlying acquisition contribution margins, the level that we assume 
when we bought the land is also rising because we’re now delivering land from a period when 
we were assuming higher margins in the acquisition, because the land market was more 
favourable to us, should give you a high sense of confidence in the deliverability of some of the 
targets that we’ve set. 
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And then moving onto cash and talking just a little bit about the sense of why we think now is 
the right time to increase from £200m to £250m, and also to give you a sense of what’s 
happening in the business around some of the cash targets. Because we’ve moved, as Ryan 
said, during the course of the last six months, from a phase where we’ve been mostly focused 
on making the right land acquisitions, and knowing that it was going to be right to create cash, 
where actually we’re now running the business in a way that we believe over the next six, 18, 24 
months we’ll actually start to drive out significant amounts of cash flow. 

That’s very much embedded in our local businesses. It will be embedded in their performance 
targets, both short and longer-term from the beginning of next year, but it’s already embedded in 
their thinking and their targets for the second half of this year. It does, the 65% conversion 
target we’ve set does allow for reasonable flexibility around some of the strategic land 
purchases we’re talking about, and the timing of large sites. But we do expect from the second 
half of this year onwards that the cash requirement, particularly for short-term purchases, is 
reduced. So that sense of where the landbank is, has given us increased confidence over what 
we had six months ago about the level of cash generation. Also – and it’s not mentioned on the 
slide – but I think the fact that after the prelims we had an extension of Help to Buy, to 2019, 
2020, which we do get the sense is supported quite strongly by the Opposition as well as by the 
current Government, has given us additional confidence in our ability to continue consistently to 
drive out that level of cash. 

But the level of strategic performance that we’ve seen in the first half in planning permissions, 
could create some additional future options over and above that, in terms of both cash 
generation, but also what we do with land. I will state it clearly in case anybody reads anything 
else from the words, we are not changing our 14,000 unit target. That is not what I’m saying. 
Actually it gives us choices within that. We can reduce short-term purchases further, if we’re as 
successful as the earlier chart showed and converting those silver bars from the strategic 
landbank, and also we can become, on some of our larger strategic sites, a more active and 
tactical land seller than we’ve been in the past. If that’s the best way of realising value at the 
right time, then we’re certainly flexible to be able to do that. 

But that combined, both the operating performance over the last six months, where the 
landbank has got to, and our view of the future, means that we can progress our dividend 
strategy. Obviously we’ve actually completed the first stage of it with a payment of a £50m cash 
return in July, but also to increase the cash payment next year to £250m. Sorry, I should also 
comment – again not on the slide – I think many of you have taken, I think quite rightly, from the 
wording in the statement, a more definitive commitment that the level beyond that is of at least 
£200m. Now we’ve said that verbally before, but that’s the first time I think that we’ve said it in 
black and white. 

So going onto the outlook, we see the housing market as reasonably steady. We’ve definitely 
seen a slightly slower pace, as I’ve said before, of sales growth and price over the last few 
weeks, but nothing that will concern us. In fact, and if you remember my comments in the 
trading update, I think it’s reassuring that Government actions, both the political and non-
political ones, have all been to limit future growth rather than to try and affect today’s market, 
have been healthy. 

It’s worth just thinking about what our average customer actually focuses on. I mean they have 
an average loan to value of about 80%, but that's quite heavily influenced by Help to Buy. If you 
took that out it would probably be higher than that in terms of the loan to value level, they’re 
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about a 3.75% to 4.25% income multiple, and actually in a broadly lower interest rate economy, 
we think that’s about right. We have very few customers that are over 4.5x. We never have had 
many customers who are over that sort of income multiple level. So the areas that people focus 
on as being a significant concern are not where our particular customers are. 

We also think that overall level of affordability, because of where interest rates are but also 
where interest rates are likely to go, is reasonable compared to the equivalent point in the 
previous cycle. But if you look at what’s happened to a core part of our customer base over the 
last six months, the interest rates that they are actually paying, have already grown, and that 
has not materially impacted on the market. So a lot of what people fear in terms of future 
interest rate rises, actually is to some degree with a big part of our customer base already 
factored in. For most of the Help to Buy equity loan customers, interest rates have gone up by 
about 0.5% over the last six months, and actually that’s factoring in future potential interest rate 
rises. Most of our customers price their decision to buy a home off the two to three year fixed 
rate, they’re not really that interested in what the variable rate that they’ll be paying is. So we do 
think you’ve seen already some of the impact of future interest rate rises. And if you look at the 
structure of the lending market, it has gradually become broader based and more competitive 
than we have seen in the years post the downturn.  

To bring our own sales performance up-to-date, and this is to the end of last week, the final 
column, the left-hand column on this slide, looks at just that period, so not including the first half 
of the year at all. We have private sales rates of 0.54. To give you a sense of perspective, the 
equivalent for the equivalent period last year was 0.57, so very much in the same sort of level. 
Private sales prices are £248,000, so you can see the trend has continued to grow. That’s not 
particularly mix-distorted, there’s no particular sort of slug of sales or reservations from our 
London business. In fact, the site that many of you visited at Chobham Manor isn’t included in 
there, we haven’t actually booked in our reservation sales through most of those customers yet.  

Cancellation rates have remained low, and the private order book is for this time of year again at 
an all-time record high. Although, and I think I’ve said this many times over the last two or three 
years, but you can really see it in the statistics now, we do see that private order book relative to 
the scale of business getting to a plateau. Pushing it much beyond that doesn’t create value and 
isn’t the right thing to do from a customer point of view. In fact, if you look at one of the key 
performance stats in the actual statement, you will see the private order book as a percentage 
of the business has gone from about 63% to about 60%, and that’s us hitting that top level 
where we think actually we’re selling far enough ahead. But the private average selling price in 
that order book at £265,000 is again at an all-time high. 

So conclusions: as we expected, I think probably more accurately to say as we hoped, the 
housing market performance is stable. After a very strong H1 it’s not quite as heated, which I 
think is a healthy place to be.  

The landbank and the strategic pipeline is in an incredibly strong and unprecedented position, 
excellent quality but the right quantity, and it gives us choices within that to continue to improve 
the quality and to reinvest in continually better sites.  

The operational performance is strong, probably particularly that performance on sites we’ve 
bought since the downturn, and the margin performance, I think is a key measure for us and 
shows that we’re capturing the value and maintaining the discipline. We believe the strategy is 
correct. And outperformance, particularly in strategic land, gives us choices about where we 
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invest in the future, and that makes us confident of the medium-term targets and particularly see 
over the course of the next 18 months significant cash generation.  

Thank you. Questions? 

Question 1 

Chris Millington - Numis Securities 

I just wanted to ask two first. First one’s just really on the cash conversion target of 65%. You 
kind of make comments the landbank’s maybe where you want it to be, I don’t withstand it may 
move around a little bit. Plot costs aren’t increasingly a great deal at the moment. I’m just 
wondering where the working capital drain’s going to be on that cash conversion? 

Pete Redfern 

As we said when we announced the target, it is at least 65%, so like many of the targets we can 
easily create a model in a world where it can be better, but we have to allow some flexibility so 
that we have, within any period, the opportunity to deliver it, and not everything to go perfectly 
right. There will be some increase in work in progress. We do think our outlet numbers will 
slowly climb, particularly as we now hit a level of sales rate that we see as being a reasonably 
steady state. It’s not huge but it’s sort of £50m, it might be £75m, it’s that sort of order, probably 
particularly weighted towards London.  

The plot cost is stable, but I think in an inflating market we don’t assume in our modelling that it 
will stay stable forever. We do think this has been a particularly purple patch over the last 
couple of years in terms of land investment, and I think we have to allow for there being some 
land inflation, and as you all know that can draw in cash. So those numbers are not huge, but 
actually we’ve also got – and I’m not trying to fill in all the numbers – a pension fund contribution 
to make, which Ryan can talk about, so there are other bits. But we wouldn’t argue that 65% in 
the end can be exceeded, but as I say we’re setting a target that we think underpins the cash 
commitments that we’ve made. We’re not expecting the balance sheet to grow dramatically. 

Chris Millington 

And the second ones really just on your margin reconciliation, you’ve got a benefit from 
affordable housing pricing of 0.7%. I just wondered if you could tell us more about that and 
whether or not that’s likely to leave the system as we move forward? 

Ryan Mangold 

Yeah I think that the comparative stat, if you go back to the chart before that, was quite a weak 
first half for 2013 due to some specific deals that were done over that period, so it’s not 
necessarily a sign that it’s going to continue trend upwards at that kind of pace. But we would 
expect to make some progress on affordable housing, but it’s more difficult for us to judge 
because they’re much longer-term contracts. 
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Chris Millington 

And the state of the HAs at the moment, do they seem more or less competitive? 

Pete Redfern 

I would say not materially different. I think Ryan’s right on that stat, that it’s more of a reconciling 
difference than a trend, that last period it was weak, this period relatively therefore strong. But 
generally the housing associations are in a reasonable financial place. They’re not able to 
massively grow the level of stock they’re able to buy, but to be honest there’s not the level of 
stock being constructed in the market for them to able to grow it at the moment, because it 
tends still to run more or less at 20% of the overall business, and I think that’s shown broadly 
across the sector depending on your geographical bias. So we're not expecting any big 
changes. 

I think if you get two things that will change the proportion: one is overall level of Government 
funding, which may change as is well speculated upon; but also if you get a broader drive 
towards higher levels of affordable housing through the planning process, then that will impact 
on it. But that’s a slow burn, that builds up over three or four years, not overnight. So if you look 
at 2014 full year and 2015, I don’t think you’ll see it being much different, both total levels of 
affordable housing built and proportion of a business like ours. 

The one thing you will see is, I don’t think that the relative margin on affordable housing can 
move forward as far as the private housing. It’s stating the blindingly obvious, but you do have 
to be careful to strip that out, because obviously you don’t get the price growth. As Ryan said, 
the contracts are longer, but also you don’t get inflationary selling price growth in the same way, 
and it does get impacted by cost movements, so actually affordable margins might get 
squeezed a little. I don’t think overall it will make a big difference to the bottom line, but if you’re 
modelling it in detail it’s worth having it in your mind. 

Question 2 

Gavin Jago - Peel Hunt  

I’ve got a few. First one’s on the operating margin, the 20% you’re looking for over 2015 to ’17. 
Can you give us an idea of how you expect that to trend, and also maybe remind us of the JV 
contribution expected over those three years?  

The second one was on build costs, you’ve given us the guidance for 2014. What are you 
expecting for 2015 and beyond, and how’s that impacting at all on your land acquisition and 
appraisals?  

And finally, cancellation rate of 15% in the last few weeks. It is a little bit of a step-up from the 
first half rate. What should we be reading into that, if anything? Have any of the policy changes 
over the last few months had an impact? 
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Ryan Mangold 

On the operating margin trend, we expect to continue to make positive progress. As you know, 
our guidance for the year we haven’t changed that with the statement that we issued of at least 
300bps, but the fact that we’ve actually delivered that in the first half but the strength the quality 
of the order book suggests we’re going to make some solid progress in the second half.  

Can that trend continue upwards beyond the 20%? I think this might be a bit more on a call on 
the market as opposed to necessarily our ability to deliver. As you saw from Pete’s analysis in 
terms of our performance versus our investment thesis where we’re outperforming our 
contribution margins, then you can have a broad level or sense in terms of what our overhead 
structure is. In theory it should translate to us being above that 20% through 2016 and 2017, but 
to average 20% over a three year period is what I would possibly put into the modelling for now. 

Joint ventures are going to become more and more of a significant contribution going forwards, 
particularly through Chobham Manor that some of you had the benefit of seeing when we had 
the Capital Markets’ Day. As Pete said, we’ve taken none of the reservations just yet in terms of 
the stats that we’ve released, and those will be coming in the second half the year, but they 
have built up a very, very solid order book to date, and that will be a joint venture accounting 
and that will further enhance the operating margins. 

Gavin Jago 

Any idea of the quantum of those over the next three years, what you’d expect? 

Ryan Mangold 

There are one or two other joint ventures that we would be considering. I don’t think that they’re 
ever going to be a very material feature relative to the total profitability going forward. 

If those types of deals can be struck with government type land in the future then that is 
something that we would look at because we quite like the structure, the returns are fantastic 
that provides quite a reasonable amount of protection on any of the downside risk but also gives 
us some upside potential. So it has the potential to grow, we will continue to look at these few 
options and alternatives, but I don’t think it’ll ever be a really significant part of our total home 
completions relative to the total of the Group.  

And then on build cost trend, I think that broadly speaking we’re trading on just slightly more 
than 70% of our developments now including our standardised house type range, and so the 
benefits of that kind of repeatability is largely coming through the system and so we’re down 
now to more procurement and market-related trends as opposed to as we said we ought to take 
anything more out of the system from an efficiency point of view, a small amount to go but not a 
huge amount, and so I think a reasonable guide will probably be 2% to 3% I think on a go 
forward basis. And as far as land procurement’s concerned to the extent that we are aware of 
build cost increases those will be factored into determining the land price in terms of the 
operating margins we’re wanting to deliver from investment.  

I mean it is very pleasing on the build cost side, a couple of the larger manufacturers from a 
brick point of view are bringing capacity back on, some fairly significant capacity back on and 
our own confidence in the housing market is being translated into the underlying supply chain 
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which I think there could be more capacity brought back which would mitigate some of the short-
term inflation pressures we’ve seen over the last six to 12 months.  

Pete Redfern 

And the final question on cancellation rates, no you shouldn’t be concerned at that at all. If you 
looked at the equivalent period for July last year you’d see a similar sort of trend, what you tend 
to find in January and July you have quite a lot of completions in December and in very early 
January and very early July you clear out what’s in absolute terms a relatively small number but 
percentage of sales has a slight impact on cancellation rates of people who were not able to 
complete, who had a mortgage problem or whatever. And so if you look at that trend in July it’s 
no different to January or July last year, it just tends to mean that that particular period has a 
bigger weighting of cancellations, so I’d expect over the course of the next few months that to 
kind of normalise back. So whether it’ll be the 11% because that’s incredibly low but in the 12% 
or 13% kind of level would be a kind of gut feel.  

And just going back to the margin point, not a direct answer to the question but just reminding 
people of what’s in our assumptions, we’re certainly not assuming in our sort of view of 20% 
margins averaging over those three years the level of selling price inflation we’ve seen over the 
last 12 months, there’s a sort of underlying assumption there that build and cost inflation will 
more or less offset themselves, so actually it’s the margins that we can see in our order book 
and our landbank today without any further benefit or impact of inflation is our underlying 
assumption. 

Question 3 

Will Jones - Redburn  

Three from me I think, mainly on land, perhaps you could give us an indication of the number of 
sites that were brought across the 11,000 if possible, just to have an idea of site size.  

And just coming back on a couple of the slides, I think it was slide 25, the one you talked 
through around the percentage of short-term versus strategic going forward, reading that at face 
value it could look like something as low as a quarter of completions potentially in ’18 from the 
short-term market, but I assume that’s only if you don’t buy any more short-term plots and in 
reality you are going to so that percentage would be higher.  

And then just two further, on slide 27, the 3.3% variation versus acquisition margin, last year 
that was 1.6% and then you saw I think about three percentage points of price cost positive in 
this half, so I would have thought that might add together to give closer to four and a half, five as 
a difference rather than 3.3%. Just anything there? Thanks.  

Pete Redfern 

If I take the last one first, the difference is the 3.3% is a weighted average between private and 
affordable and you don’t get the gain on the affordable at all, or not to any meaningful extent so 
actually the two become very close and you can fairly easily reconcile between the two. You’re 
right, and it was what I was trying to stress talking about the slide, I’m going backwards through 
the questions now, on short-term versus strategic, it would imply the level of short-term land in 
sort of 2018 is very low, it is far more likely that we will buy a reasonable amount of short-term 
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land in that period, what we’re trying to stress is that that’s a choice rather than something that 
we have to do and so it’s a case of taking whichever the best option is in the land environment 
at the time.  

I think we tend to be, at least when we look out beyond the next six months, always slightly 
more bearish about where the land market will go than current performance because we 
continue to be pleasantly surprised about how well it’s behaving. So yes, we kind of continue to 
build in the sort of chance that that becomes overheated and therefore we’re more inclined to 
pull back out of it.  

And in terms of the number of sites, I can’t give you the exact number, there’s no particular 
reason why, apart from the fact with a bigger strategic land mix, that the number has changed, 
but we’ll have to come back to you with the exact number. I can tell you the short-term number 
is order of magnitude average site size of 120, the strategic number is probably about 300 but 
that’s a bit of a guess so if you want a precise number we’ll have to come back to you.  

Will Jones 

Could I just come back perhaps on price inflation as well please, you made the comment of kind 
of 0.8, 0.9 easing to 0.3, 0.4 which probably is a better level, but do you think you’re on a path to 
zero or do you think, as best you can judge, based on market and the strategy, hold that current 
level? 

Pete Redfern 

I don’t think we’re on a path to zero, I mean there are anecdotal pieces within the trend, so for 
instance if you go to the London market one of the key things for me is what’s actually 
happening site by site, because we’ve got 17, 20 sites operating, that sort of order, and you can 
really get a sense of where the dynamics are actually changing and why, and on none of those 
sites are we getting any pushback on price, we’re just not sensing that there’s the same 
opportunity to move things forward. So we’ve got no sites in London that have stopped selling or 
that we’ve had to reduce prices to keep things going, that to me is a fairly key sign, it’s just a 
general view that actually the market isn’t as able to absorb price increases as it was able to 
over the course of the last 12 months. 

And if you look across the rest of the UK, outside the southeast the trend hasn’t changed very 
much and so it certainly doesn’t feel if you look at the graph that we’ve kind of turned the corner 
and are going to head south, it just feels like a combination of some of the actions of sort of the 
mortgage market review, all the various little bits, none are having a dramatic effect, but that 
and an overall sense that you pick up from people that house prices have been a bit too strong 
for the last year and they can’t keep going just means that the environment is calmer. But I think 
that’s a healthy thing, I mean we’ve said consistently and we fundamentally believe it that if we 
can get to a point where we get 2% or 3% price growth then that’s a perfect environment for us. 
I think it’s still more likely it will outperform that over the next 12 months than it’ll be under it, but 
maybe by a percent or two, not by the 5% or 6% that we’ve seen over course of the last year.  

Question 4 

Glynis Johnson – Deutsche Bank 
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Four if I may. The first one in terms of the cost per plot relative to ASP, usually when you’re 
buying more land in the south or better placed land is it tends to increase the plot cost relative to 
the ASP, so I’m wondering if you could just give us a bit of colour on perhaps what you’re giving 
as a net effect and has there been any kind of bigger change within that?  

The second one is in terms of just the selling rates in the second half, and I appreciate it’s only a 
few weeks, but particularly you noted that private has been relatively flat but I notice in the 
appendix that actually if you look at the total it’s gone down. Affordable is obviously very, very 
lumpy, I just want to make sure there’s nothing we need to be concerned about there.  

The third one is actually coming back to that slide 25. Can I just check, the strategic that you 
have coming through in that, that’s just working on 6,000 pull through per year, there’s no sort of 
figure variability in that?  

And then lastly, on slide 27, forgive me, I may be a little slow today, you talked about the input 
of marginal acquisitions being flat and has been flat, yet that shows it increasing, I’m probably 
just misunderstanding the slide but if you could just inform me on that? 

Pete Redfern 

Okay, I might need to come back to you on the final question because I’m not totally sure I 
understood the question, but let’s try and do the others and then come back to that one. You’re 
right on the cost per plot relative to the average selling price, you would in this set of market 
conditions with the mix of land we’ve been buying, both in terms of quality which you can see in 
the average selling price and in terms of geography which you can see in the north, south split 
that we gave you expect cost per plot to be rising. That’s why I stress so hard that it’s quite 
something that it isn’t.  

Now, it’s not all because we’re doing an amazing job of buying land, more strategic land will 
always lead you to a lower cost per plot, partly because of the extra value that’s inherent in it 
with higher margins and partly because you do tend to have a slightly bigger skew towards 
infrastructure costs. Not enough to make the sort of difference that we’re seeing, but that 
definitely has an impact. 

I think going the other way though, in that period we still continue to add sites in London and so 
we are particularly pleased with that statistic, but there isn’t anything really unusual under the 
surface that’s driving it, the average quality and the average land deal is better than we have 
historically seen, and particularly at this phase in the market so that’s why I think it’s so good.  

On affordable selling rates I don’t think there’s anything to be concerned about, they are really 
lumpy, the only reason we’ve put the slide in the appendix is we think they’re always distracting, 
you end up with too many numbers on the slide, there’s nothing sinister in there. The challenge 
in the affordable market is more supply than demand at the moment, I’m not aware of any sites 
where we have any problem selling them, it’s just we’re quite well sold ahead and we haven’t 
got new plots to sell. So we actually think sales rates on affordable housing is a completely 
misleading statistic so that’s why we’ve just put it in the appendix so it’s there if people are 
interested.  

Strategic pull through, no those numbers do assume, in the way that that is put together, a 
slightly higher conversion rate than the 6,000 plots, and it’s why I say that actually it’s useful to 
have choices, we don’t expect necessarily for the mix to be, and it goes back to Will’s question, 
to be as strategic weighted as that, that would be consistent with our performance in the first 
half but we wouldn’t flag that as being the performance that we expect to see every single year, 
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it just gives you a sense of the control that we potentially have and the options that we have, 
rather than it being a forecast of the actual split four years out which as you can imagine is very 
difficult to do.  

And then your question on margins on slide 27, as I say I didn’t quite understand the question? 

Glynis Johnson 

Slide 27 has acquisition contribution margin of 23%, that’s up from the 22% of the second half 
last year, 21%, yet you’re saying the margin on land that you’re buying in is staying consistent 
so it’s proper timing but if you could just cover that. 

Pete Redfern 

Yes, it’s about historic timing, if you remember back in 2009 and ’10 when we were re-entering 
the land market after the downturn we were generally talking about acquisition operating 
margins of 16%, 17%, and then over the course of 12 or 18 months, certainly by the beginning 
of 2012, that was more like the 19%, 20% we’re now talking about. What you see here in this 
period is sites coming through first of all from the 16%, 17% universe and gradually increasing 
through. So the acquisition contribution margin of 23% probably has got another percent to go 
gradually over the course of the next 12 months as we get to the short-term sites that have been 
bought over the last two or three years, it’s just timing. But you would expect to see both a rising 
trend of the acquisition margins and a rising trend of the sort of variance to those acquisition 
margins, over the course of the next 12 or 18 months and then it stabilises.  

Ryan Mangold 

And it’s also supported to a certain extent by strategic land acquisitions that have been 
converted, because the 53% is the total completion for newly acquired sites post downturn and 
the strategic land at a higher margin than short-term land buying because that’s the advantage 
of us getting the planning consent which also influences the result.  

Question 5 

Aynsley Lammin - Citigroup 

Just on the cash increase to £50m, obviously there’s a lot of flexibility built in with the kind of 
operating cash flow percentage coming through. Should we assume that the £50m could be 
higher or is that fixed now, and going forward will you fix it this time each year for the following 
year?  

Pete Redfern 

No, you should assume that’s fixed now and that we will fix it, roughly, well not roughly, 12 
months in advance for future years, because with the length of order book, the strength of the 
landbank it just gives us a very clear idea of what’s going to happen in the next 12 months of 
both operating cash creation and investment plans. 

Aynsley Lammin 

And then just secondly on the site, I think you mentioned it, but did I hear right, site numbers 
average around 306 for the second half as well?  
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Pete Redfern 

Yes, it’s on the slide. I said we have the potential to grow them but sort of as ever I would not 
place too much store on an outlet forecast that’s depending on planning permission. So it’s not 
going to go down dramatically, my internal forecast would say it’s going to increase, I’m telling 
you it might increase but flat’s a fairly safe assumption.  

Ryan Mangold 

Most of the volume growth expected for next year is due to output growth as opposed sales rate 
growth, if that makes sense, because we’re running at an optimal level of sales rate growth, 
broadly speaking.  

Question 6 

Andy Murphy – Merrill Lynch 

Morning, just one question, you haven’t spent too much time talking about London, I just 
wondered if you could sort of just give us a little feel for the volume profile that you’re likely to 
see, what the sort of level of visitors is and what you’re seeing on pricing, whether you’re seeing 
any sort of pushback and just a general sort of comment around that market please. Thanks.  

Pete Redfern 

Yes, I think on price, as I say, across our London sites we haven’t seen any pushback on price, 
there’s not a single site where we’ve reduced the prices, I don’t think there’s any sites where 
actually we haven’t continued to grow prices slightly, it’s just the pace of that growth has been 
less. And if still, even against that, you look at some of the new sites, particularly outside prime 
central London and that price growth is still continuing, and again it’s dangerous to focus on one 
site but the price performance at Chobham since say you were there has been as we kind of 
said it would be, significantly better than the guys were telling you.  

So we haven’t really found any negative reaction on price, there’s just not quite the same 
environment of sort of very high price rises month on month on month that we’ve seen. And so 
sales rates in London, and actually I don’t think I’ve got my notes to hand, so let me give you the 
number but I might have to check it, I think sales rates in London within the period that we’ve 
focused on, the second half, are something like 0.86. The sales rates in the first half in London 
are something like 0.96 so you've got a broadly similar seasonal relationship between sales 
rates in London and sales rates across the UK but July is sort of slightly lower than the first half 
but you would always expect it seasonably to be so it’s certainly nothing there that you would 
naturally worry about. I think we tend to see, not a lack of sales, but certainly more uncertainty 
around the prime markets and it’s relatively calm and just things continuing to tick over. 

Question 7 

Kevin Cammack - Cenkos Securities 

Three questions really firstly just you obviously I think you were hinting that going forward there 
could be a reduction in the annual pension fund commitment I wonder if you could, and it may 
be too early, but if there's anything more you can say on that? 
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Secondly one thing that quite interests me is you've made a real point about the choices that the 
business now has because of how you've positioned it in the last few years and I just wonder 
why you've sort of committed yourself to a 12 to 18 months certainty on cash return which sort 
of goes against the principle of that sort of flexibility and choice that you've built into the 
business and I’d just be interested in your thoughts as to why you feel you wanted to make that 
commitment so far forward? 

And the last, I'm not sure it’s a question, coming back to the land issue it’s an incredibly good 
performance on the average plot cost in nominal terms and I just wanted to be really clear when 
you were talking about the relationship of land price to house price you weren't suggesting that 
the two percentages were equal, you were suggesting the same ratio relationship is true. 

Peter Redfern 

But the residual calculation is equivalent not that the absolute percentage is the same yeah. 

Kevin Cammack  

That being the case obviously it’s been asked before but it’s genuinely almost a miraculous 
figure isn’t it to keep that, in nominal terms to have that number coming and if there's anything 
more you could say to give us. 

Ryan Mangold 

Just on the pensions we’re in discussion at the moment with the trustees on the valuation. All 
indicators are that it’s a significant reduction to the last time round but it’s too soon to comment 
on the level but we’re expecting the make very good progress. I mean it is still a deficit just to 
remind you from an accounting point of view if you have to take into consideration the show 
home structure that we’ve got in place that facilitated the merger, the accounting deficit is 
actually only £46m, you know the way the accounting presents on the balance sheet, it’s the 
£146m is the pension deficit but you've got £100m of show homes that are sitting in work in 
progress so the actual deficit is £46m relative to an accounting basis where on the last tri-
annual valuation of an excess of £260m. So just to give you a kind of order of magnitude.  

Now clearly the trustees are massively risk-averse and would baulk on the fact of money going 
down which is inherent in their nature and so it is a bit of a negotiation with it, it’s not quite as 
symmetrical as £240m down to £46m but we are making good progress. 

Peter Redfern  

I’m not sure I can answer the question about why 12 to 18 months of certainty on cash is right 
except just to talk around the subject and hope that answers the question, we don’t find that a 
particularly painful degree of certainty to give. We struggle to construct a market environment 
and a trading and land environment where that wouldn’t be something we’d be very happy to do 
and so we don’t see that as being a painful commitment. We’ve said, I think pretty clearly, that 
we don’t think the long, long-term commitments of five to ten years on something like that are 
particularly real or healthy but actually giving a commitment of the cash we believe we will 
sensibly generate over the course of the next 12 months and then what we’ll do with that and 
how we’ll pay it back. With the flexibility that we have in our land positions we think is a relatively 
easy give and we do recognise that shareholders have a right to certainty and also to the sense 
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of confidence that being able to say that in advance gives to people. So it’s not something that 
is in any sense painful or uncomfortable for us.  

I think when we’ve talked in the past about flexibility around some of these things it can be 
misconstrued. We’re not saying we need and want flexibility to suddenly double our land 
investment in any period, what is incredibly important for a business like ours is timing and so 
actually making sure that you’re going to do the right things in the land market at the right time is 
the most value-creating thing that we can do. So it’s that kind of flexibility around timing. But 
actually given where we are today having that sort of commitment is not a constraint or an issue 
for us particularly given the other choices. 

We don’t have a problem in saying in principle what we do beyond that in the market conditions 
that we expect, we just don’t think it adds a lot to pin it down to an absolute number too much 
further out. So we don’t find that a painful choice I think is probably the easiest answer Kevin it’s 
something we’re very confident in and there's lots of other areas of flexibility. 

It’s hard for me not to contrast where we are today with an equivalent point to the previous cycle 
and the reason why there's so much emphasis on flexibility today is probably that contrast. The 
short-term land market was something we were utterly dependent on and if you look back to 
2004 and ’05, we were trying to change that land strategy but actually you can't do that in the 
short-term and so if today the land market heated up massively or we felt concerned about 
trading performance we could pull back out for six months and it will make almost no difference 
to our operating performance and our flexibility. We could not have done that in previous cycles.  

Now I'm not saying that’s what we expect in the next 12 or 18 months but retaining that flexibility 
because there will come a point where we have those concerns, that to me is the key strength 
that we now have and need to hold on to and so actually giving cash back to shareholders 
doesn’t reduce that we don’t think. 

And then that land performance again it’s hard to give an explicit answer, it is a surprising 
statistic, there's no individual sites that distorts it, it is part of the general trend of more strategic 
land, a discipline around land buying, there's quality of mix, even in the short-term market we’re 
able to stand back away from the most heated deals. So it’s all of those coming together but as I 
said before it is a little bit flattered by that strategic mix as well because you will generally have 
on the average strategic side just higher infrastructure costs, just because of the nature of the 
structure of the sites so there is a little bit of a dampening effect there but overall I think it’s a 
factor of the land buying strategy that we have. 

Kevin Cammack  

Is the actual as you report it, or as you show it in the slides does the average plot costs basically 
allow for any deferred elements, any commitments that there might be or is it simply what you've 
paid for what’s been bought in, in that period? 

Peter Redfern 

The plot cost that's quoted in those slides absolutely allows for any land creditors and deferred 
elements so it’s one of the reasons why you'll see we normally quote those numbers on the 
owned landbank because it’s harder on the controlled landbank because you don’t necessarily 
know the final number, so it gives you a fair reflection. The only two things which go in opposite 
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directions that it sometimes doesn’t include and they’re relatively small in proportion to the 
number of sites they effect, is if there's an overage calculation the assumption that we make in 
the landbank is the current selling price on those sites. So actually if there is an overage then 
the land cost will naturally go up. But the two are consistent so if we relate it to an average 
selling price we always get the two at the same point, so the proportion is always right. 

And going the other way a lot of conditional contracts on land, which can be in those landbank 
numbers allow for flexibility around final Section 106 costs so sometimes when we acquire the 
plot we’ll actually quote the higher number which is the maximum land value that we can pay 
because there's a deductible for those costs which will tend to then reduce the actual. But 
overall those are relatively small pieces so you would expect to see that being the trend come 
through the landbank, those completions over the course of the next two or three years. 

Question 8 

Clyde Lewis – Peel Hunt 

Three if I may please Peter. In terms of your comments about the land market and planning 
obviously getting a lot easier, albeit some caveats within there, but you made a comment that 
this is the best land market that you've seen in the last 20 years and others have been saying a 
similar sort of point, the bit I suppose I'm struggling with is the asset turn of the industry and the 
asset turn of your business and how much land and the need to have, you know, you’re talking 
about 5.3 years’ worth of landbank is that really necessary in a non- PPG3 type environment? 
And I suppose tacked within that question there's a debate between the owned versus 
controlled, how much of that balance of 25%/75% between owned and controlled is going to be 
influenced by your strategic land? Is it going to be influenced by that need to have as much land 
as you previously wanted to or needed to, needed to more than wanted to I suppose, within the 
question? 

And the second one is I'm sitting here and I'm going through Ryan’s slides and it’s a long, long 
time since I've not seen a gearing or a net debt number within your slides, or within many slides 
from finance directors and that tells me that it’s not an issue for you guys and it isn’t because 
the balance sheet’s improved so much but the question I've got is what really is the right optimal 
structure for your balance sheet now in this environment given what’s happened, given your 
history, given what you think might be coming in the next five to ten years? Nobody’s really 
talking about this as an issue right now it’s very much about growth and returns but is there a 
need to be carrying 15%, 20%, 25% debt as part of your capital structure to be optimal? 

Peter Redfern 

Lots of questions in there. Can I have a first go at the gearing question Ryan and then hand that 
one on to you and then I’ll come back on to the asset turn and the land piece? 

My first go at the gearing question is gearing’s too low, gearing’s too low across the sector for 
where we are in the current cycle and it’s certainly too low for the structure of landbank that we 
actually have. Now if you take into account land creditors which are a bit higher at this point 
than they were earlier, which you would have expected given the nature of the land acquisitions 
we’ve made it’s not a million miles off but structural gearing’s on the low side. We’re not 
particularly about to change that because we don’t think there's a huge amount of appetite out 
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there and from an investor point of view but strategically and tactically gearing is on the low side 
of where it should be. I don't know what you think Ryan? 

Ryan Mangold 

I would concur with that, I mean it’s most peculiar at the time when the land market’s been the 
most benign it should almost be leveraging up to deliver future profitability, but I think through 
the downturn and the kind of trauma that the sector went through between overleveraged at the 
time that the market corrected. I think investors have almost forced us to do the inverse and 
almost forcing us to become deleveraged. I don't think that we would use, in terms of the link to 
your question, where we are in the cycle and what is the optimal size or scale of any debt or 
balance sheet structure. I mean the fact that we now have the balance sheets in terms of 
optimal scale in the landbank that's been fully paid for by shareholders’ equity essentially, a little 
bit through land creditors and trade payables, but fundamentally are funded by equity. I think the 
surplus cash that simply gets returned to equities are for regenerating 15% growth in net assets, 
the majority of that gets returned in cash and some of that goes back to growing net assets, a 
little bit more as the scale of investment continues to increase marginally from an inflationary 
point of view. Whether that's the right answer or the wrong answer, I think it’s probably the 
wrong answer but it’s the right answer for where we are now based on the history of the last five 
years.  

But would it be the same for the next cycle? I think probably not, because I think the sector 
might be more encouraged to go and invest at the time that it corrects, because they’ve got the 
capacity to do so. So for right now, I think it’s the right thing for us to do. I think for us to 
leverage up, basically I mean if you look at the math of a balance sheet and the flows of 
profitability and dividends and net investment for us to actually leverage up, to return value to 
shareholders doesn’t make too much sense from our perspective, given the fact that we’ve 
made so many hard yards to get to the position we are right now. I’d rather return that 15% to 
shareholders either in capital growth or in cash. 

Clyde Lewis  

But I keep coming back to the 14,000 being the hard number as a ceiling in terms of volumes 
and I think I understand that and most people understand that in terms of the diseconomies of 
scale. So there is a real likelihood that you can be running with a very inefficient balance sheet 
structure. 

Peter Redfern 

Well that's why and let me come back to the other elements of the question which come back to 
that because you could be from an equity and debt perspective, although as I say I do think you 
take land credits into account, from a risk point of view as at least at that, I think we reinforced 
what we said over the last few years, we don’t mind land creditors as long as you view them as 
a cheap way of sourcing debt from a risk perspective rather than as a trade creditor because of 
their ability to stop short when the market turns down and you then need to suddenly find the 
cash to fund them at the worst possible time so they're a sensible thing to have at the moment 
but you do have to be careful and have a watching eye on how large they grow. 

Going back to your underlying question about balance sheet efficiency around the asset side of 
the business rather than just how it’s funded, you may be right: in three of four years’ time it may 
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be right to run with a shorter landbank than five and a quarter years. It’s very difficult to get to 
that point. And actually the planning environment can change incredibly quickly. If we see a 
consistency of planning environment and planning performance through Conservative 
Government, Coalition Government, a new Government of whatever form that takes in the next 
election, and get a real sense of consistency, we might be in a position where we stand back 
and re-examine the need for the amount of land that we have to hold.  

At the same time to really make a material difference to that number of years you’ve got to up 
the sales rate. And actually we do believe market absorption wise that about 0.7 is about right 
for a normal market. So, it’s not just about planning; it’s about the balance between planning 
and sales rates. And the bigger impact of the planning is not how fast you actually work through 
those sites when you got them; it’s how much land you have within your landbank that you’re 
still trying to get an implementable permission on. And that, as I said in the presentation, still 
isn’t shortening that much because it’s taking longer to get from an outline to a fully 
implementable detail. So, although the planning environment is a bit more reliable, you’re able 
to get more sites into the hopper with a reasonable chance of getting them through, the time, 
which is what impacts on the landbank numbers, isn’t that great.  

But going back to the second part of your question I do think on the owned and controlled piece 
you will see our controlled numbers as a proportion of that overall landbank gradually grow. It’s 
a natural consequence of more strategic land that sites are generally bigger; you don’t want to 
bring them all onto the balance sheet in one go. There’s always a trade-off between value and 
funding in doing that; but it does mean and that’s why I say I think the short-term landbank might 
end up being a bit bigger than we thought because of the success of the strategic land strategy, 
but it doesn’t have particularly negative balance sheet consequences.  

So, there’s a trade-off between efficiency in terms of balance sheet and controlled flexibility with 
an uncertain planning environment and uncertain trading environment, particularly on planning. 
We want to see a very consistent prolonged period of delivery at a certain level before we’re 
prepared to change fundamentally the strategic view we’ve got of that balance. And we haven’t 
seen that yet. There’s an awful lot of noise still politically, and uncertainty. And I worry slightly 
with a potentially Labour Government that actually in trying to do the right things around the 
planning environment there will be at least a brief period post-election where they slow down the 
land market. And that’s when actually you want to be as strong in sites that you can bring 
forward within your own control as possible.  

Ryan Mangold 

And on the asset turnover point, 2014 has been a transitional year in execution of our strategy 
and taking the landbank to the optimal scale of roughly 75,000 plots. There’s not too much more 
of a capital requirement to maintain the scale of business, to execute the strategy with volumes 
that will grow from 12,000 to 14,000, as well as better quality in terms of actual revenue price 
point we’re selling at. So, I think that we’ll make some very, very positive progress on the asset 
turnover side – which then begs the question is our return on capital employed aspiration of only 
20% quite low, because operating margins are only 20% and mathematically they should be 
closer to 25%. And the answer to that is probably yes.  

It’s one thing I didn’t pick up on my slides, but you might have picked up, is that our return on 
capital employed in land approvals year-to-date 2014 in the UK is north of 30%. That is the level 
that we’ve been investing at.  

Question 9  
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Charlie Campbell – Liberum Capital 

Based on the politics really, you’ve made it pretty clear I think that 14,000 is a hard target, 
clearly the Government and the Opposition want more houses built. You’ve also said that 
smaller builders are not really in a position to deliver volume growth; the majors don’t 
particularly seem to want to deliver volume growth either. So, is there a risk that governments or 
oppositions in setting out higher housing volume targets start to make the support they’ve given 
to the industry conditional on growth? I just wonder what your reading of all of that is and how 
you can stand in the political situation with a hard volume ceiling.  

Pete Redfern 

I think there is clearly political risk around that topic. It’s one we’re very happy to and do talk to 
Government about at all sorts of levels, as you can imagine, both as an industry and as a 
company. There’s no doubt to a degree that some of the support for the industry has been 
conditional on growth. Mark Clare, Mike Farley and I sat and said this is what we will plan to do 
if you do this on Help to Buy and some of its predecessor schemes. And actually it’s what we’ve 
done. So, I think if you look at the overall industry growth over the course of the last 12 or 18 
months it’s actually been at the upper end of what anybody could reasonably have expected.  
Nobody was promising it was go at 30% plus a year for five years. So I think there’s always 
been a degree of conditionality in that.  

But I think from a company specific point-of-view, our argument, which we feel very comfortable 
with, is we’re not going to stop anybody else from growing. We’re not taking lots more land and 
just sitting on it, all of the sites that we’re bringing forward we’re going to build and develop, and 
actually if we have an excess of land, and you see it in these slides, we’re prepared to sell it to 
those smaller builders if it’s a sensible economic thing for us to do, we’re not just going to sit on 
it. So we’re not stopping that growth.  

But you’ve always got to keep fighting against the misconception you have a fixed market share 
and if you’re X then it can only be X. At the end of the day the constraints on the industry are 
enough planning permissions, in the short to medium-term enough people and raw materials to 
build at a certain pace, but it’s also consistency in market absorption, and that’s where those 
Government demand sized schemes make a difference. That actually a lot of the problem for 
the smaller builders is all the things, it is for the larger builders but just multiplied many times, it’s 
not the larger builders keeping people out of the market. The land market, if you can afford to 
pay the price of land, it’s not that difficult a market to get into. It’s being able to have a business 
model that can make those schemes work when you have to invest quite a lot upfront in 
planning costs and consultants’ time, and actually having quite a lot of capital to deal with the 
complexities that the current planning and regulatory environment involves.  

So yes it is not without risk, but most of the risk is in irrational action rather than rational action, 
so the best thing we can do is be pretty open about what we think is right for us and talk about 
why we think it’s right and what we’re doing. It’s a bit different to the Tesco scenario where, let’s 
be honest, there was the trend of buying up sites so other people wouldn’t use them, we just 
don’t do that, not under any circumstances, and that does make it a little bit easier. 

Question 10 

Glynis Johnson - Deutsche Bank 
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This one might be a very, very quick no actually, so may be very, very short. Previously on your 
65% cash conversion you talked about wanting the flexibility, and you gave the example of a big 
site in London, for example Fetter Lane in previous years. The fact that you’ve upped the cash 
return for next year, can we read into that, that there’s anything in terms of less likelihood of a 
big site in London, and if so is there anything in terms of central London that we should be 
thinking about? 

Pete Redfern 

No, you shouldn’t read that into it. It’s purely and simply that of the £50m extra we’re committing 
to next year, probably £25m - £30m of it is already sitting in the bank and the rest of it is 
absolutely in the order book relative to our assumptions when we set out that plan. We still want 
that flexibility, it’s just the bar’s moved up, so we still have that same flexibility within that new 
level of cash return.  

Thank you very much. 

 

 

 


