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Hearthstone Investment Management Limited

Strategic report
For the year ended 31 December 2017

The directors present their strategic report on the affairs of the company for the year ended 31 December 2017,

Review of the business

Hearthstone Investment Management Limited (HIML) is established to offer investment management services to
institutional clients looking to invest in private rented residential property funds.

Actlvities have focused on the structuring and marketing of a new product, Hearthstone Residential Fund 1 (“HRF1”),
a 10-year English Limited Partnership with a strategy to invest in mainstream private residential assets across the UK,
consisting principally of clusters of houses and unbroken blocks of flats.

HRF1 had its First Close on 7 December 2017, raising £100m of commitments from five local government pension
schemes.

Busiuess review

The loss for the year after taxation is £3,898 (2016: loss £364,500).

The company became income producing from 7 December 2017, following the First Close of HRF].
Financial Pesition

. The company’s second year of trading saw net liabilities increase by £3,898 to £359,398 as set out on page 9.
Principal risks and uncertainties

The key risk facing the company is that HRFI fails to grow beyond First Close due to adverse market conditions or
competitive pressures, In either event, cost-cutting measures would need to be implemented,

Future Developments
Management are continuing to work with existing and potential investors to grow HRF1 beyond First Close.

Approved by the Board of Directors on?)lAugust 2018 and signed on its behalf by:

it

A Collett
Director

23 Austin Friars
London
EC2N 2QP




Hearthstone Investment Management Limited

Directors’ report
For the year ended 31 December 2017

The directors present their annual report on the affairs of the company, together with the strategic report, the financial
statements and auditor’s report, for the year ended 31 December 2017,

Principal activities

The principal activity of the company is the provision of fund management and property advisory services.

Going concern

Having reviewed the operational profile of the business the directors have & reasonable expectation that the company
has adequate resources to continue in operational existence for the foreseeable future. Accordingly, they continue to
adopt the going concern basis in preparing the financial statements. Further detail Is provided in note 1 to the financial
statements. -

Dividends

The directors do not recommend the payment of a dividend (2016: £nil).

Directors

The directors who served throughout the year were as follows:

R Otten

J Pulsford (resigned 20 January 2017) .
C Roceo

A Smith

M Drysdale (Appointed 28 September 2017)

A Collett (Appointed 16 March 2017)

Auditor
During the year, PKF Francis Clark were re-appointed auditors for the company.

Prior year adjustment

The prior year comparatives have been adjusted to reflect an error in the prior year, further details of which can be
found in note ! to the accounts.



Hearthstone Investinent Management Limited

Directors’ report (continued)
For the year ended 31 December 2017

Information for the Auditor
Each of the persons who is a director at the date of approval of this report confirms that:

o sofarasthe director is aware, there is no relevant audit information of which the company’s auditor is unaware;
and

o the director has taken all the steps that he ought to have taken as a director in order to make himself aware of
any relevant aundit information and to establish that the company’s auditor is aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of s418 of the Companies Act
2006.

Approved by the Board of Directors 0;17 )l’, August 2018 and signed on its behalf by

otlett
Director

23 Austin Priars
London
EC2N 2QP



Hearthstone Investment Management Limited

Directors’ responsibilities statement
For the year ended 31 December 2017

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

Company law requires the directors to prepare financial statements for each financial year, Under that law the directors
have elected to prepare the financial statements in accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable faw). Under company law the directors must not
approve the financial statements unless they are 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 directors
are required to:

¢  select suitable accounting policies and then apply them consistently;

e  make judgements and estimates that are reasonable and prudent; and
state whether Financial Reporting Standard 101 Rediiced Disclosure Framework has been followed subject
to any material departures disclosed and explained in the financial statements; and

o prepare the accounts on the going concern basis unless it is inappropriate to presume that the company will
continue in business.

The directors are 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 to
enable them to ensure that the financial statements comply with the Companies Act 2006. They are also responsible
for safeguarding the assets of the company and hence for taking reasonable steps for the prevention and detection of
fraud and other irregularities,




Independent auditor’s report to the members of
Hearthstone Investment Management Limited (continued)

Opinion

We have audited the financial statements of Hearthstone Investment Management Limited (the ‘company') for the year
ended 31 December 2017, which comprise the Profit and Loss Account, Balance Sheef, Statement of Changes in Equity,
Statement of Cash Flows, and Notes to the Financial Statements, including a summary of significant accounting
policies, The financial reporting framework that has been applied in their preparation is applicable law and United
Kingdom Accounting Standards, including Financlal Reporting Standard 101, Reduced Disclosure Framework (United
Kingdom Generally Accepted Accounting Practice).

In our opinion the financial statements:

¢ give a true and fair view of the state of the company’s affairs as at 31 December 2017 and of its loss for the
year then ended;

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

» 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 under those standards are further described in the Auditor’s responsibilities for the audit of the
financial statements section of our report. We are independent of the company in accordance with the ethical
requirements that are relevant to our audit of the financial statements in the UK, including the FRC’s Ethical Standard,
and we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion,

Use of our report

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, for this report, or for the opinions we have formed.

Conclusions relating to going concern
We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require us to report to
you where;

+ the directors’ use of the going concern basis of accounting in the preparation of the financial statements is not
appropriate; or
» the directors have not disclosed in the financial statements any identified material uncertainties that may cast

significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue.

Other information

The directots are responsible for the other information. The other information comprises the information included in
the annual report, other than the financial statements and our auditor’s report thereon. Our opinion on the financial
statements does not cover the other information and, except to the extent otherwise explicitly stated in our report, we
do not express any form of assurance conclusion thercon.

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

We have nothing to report in this regard,



Independent auditor’s report to the members of
Hearthstone Investment Management Limited (continued)

Opinion on other matter prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

+ the information given in the Strategic Report and Directors' Report for the financial year for which the financial
statements are prepared is consistent with the financial statements; and

+ the Strategic Report and Directors' Report have been prepared in accordance with applicable legal
requirements.

Matters on which we are required to report by exception
In the light of our knowledge and understanding of the company and its environment obtained in the course of the audit,
we have not identified material misstatements in the Strategic Report and the Directors' Report.

We have nothing to report in respect of the following matters where the Companies Act 2006 requites us to report to
you if, in our opinion:

+ adequate accounting records have not been kept, 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
« certain disclosures of directors’ remuneration specified by law are not made; or

» we have not received all the informatlion and explanations we require for our audit.
Responsibilities of directors

As explained more fully in the Statement of Directors' Responsibilities [set out on page 5], the ditectors are responsible
for the preparation of the financial statoments and for being satisfied that they give a true and fair view, and for such
internal control as the directors determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for 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 the directors either intend to liquidate the company or to cease operations, or have no realistic
alternative but to do so.

Auditor’s responsibilities for the audit of the financtal statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are fiee from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high ievel of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs (UK) will always detect a matetial misstatement when it exists, Misstatements can arise from fraud or error and
are considered materlal if, individually or in the aggregate, they could reasonably be expected to influence the economic
decistons of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the Financial Reporting
Council's website at www.frc.org.uk/auditorstesponsibilities. This description forms part of our auditor's report,

"Duncan Leslie (Senior Statutory Auditor)
PKF Francis Clark, Statutory Auditor

North Quay House
Sutton Harbour
Plymouth

Devon

PL4 ORA

Datc[(é]?(l 8




Hearthstone Investment Management Limited

Profit and loss account
For the year ended 31 December 2017

Year ended
Note 2017
£

Turnover 2 34,247
Operating expenses (36,491)
Operating loss 4 3 (2,244)
Interest receivable and similar income -
Interest payable and similar charges (1,654)
Loss on ordinary activities before taxation (3,898)
Taxation on loss from ordinary activities 5 -
Loss on ordinary activities after taxation (3,898)

Statement of comprehensive income

Year ended
2016
Restated
£

(364,500)

(364,500)

(364,500)

(364,500)

B

There are no recoguised gains or losses in the current or preceding year other than the loss for that year. Accordingly,
no separate statement of comprehensive income is presented. All activities derive from continuing operations,



Hearthstone Investment Management Limited

Balance sheet
As at 31 December 2017

Fixed assets
Intangible fixed assets

Investments

Current assets
Debtors
Cash at bank & in hand

Creditors: amounts falling due within one year

Net current liabilities

Total assets less current liabilities

Creditors: amounts falling due after one year
Net liabilities

Capital and reserves

Called up share capital

Profit and loss account

Shareholders’ deficit

Note

10

2017

80,000

80,004

36,825
95,261

132,086

(171,488)

(39,402)

40,602

(400,000)

(359,398)

B

9,000
(368,398)

(359,398)

2016
Restated
£

90,000

90,004

4,500

4,500

(150,004)

(145,504)
(55,500)

(300,000)

(355,500)

Trpam———

9,000
(364,500)

(355,500)

S

The financial statements of Hearthstone Investment Management Limited (registered number 09651253) were approved
by the Board of Directors on'm. August 2018,

Director



Hearthstone Investment Management Limited .

Statement of changes in equity
Year ended 31 December 2017

Restated at 1 January 2017
Loss for the year

Balance at 31 December 2017

At 1 January 2016
Loss for the year

Prior period error

Restated loss for the year

Restated At 31 December 2016

See Note 1 for further information on the prior period error,

Issued Profit Total
share & loss shareholders’
capital account funds
£ £ £
9,000 (364,500) (355,500)
- (3,898) (3.898)
9,000 (368,398) (359,398)
Issued Profit Total
share & loss shareholders’
capital account funds
£ £ £
9,000 - 9,000
- (467,031) (467,031)
- 102,531 102,531
9,000 (364,500) (355,500)
9,000 (364,500) (355,500)

10



Hearthstone Investment Management Limited

Notes to the financial statements (continued)
For the year ended 31 December 2017

Accounting policies

The principal accounting policies are summarised befow. They have ali been applied consistently throughout the
current and preceding year.

Statement of compliance

The company meets the definition of a qualifying entity under Financial Reporting Standard (“FRS”) 100:
‘Application of Financial Reporting Requirements issued by the Financial Reporting Council. These financial
statements were prepared in accordance with FRS 101 ‘Reduced Disclosure Framework” as issued by the Financial
Reporting Council.

Baasis of preparation

These financial statements have been prepared using the historical cost convention except that as disclosed in the
accounting policies certain items are shown at fair value.

Summary of disclosure exemptions

As permitted by FRS 101, the company has taken advantage of the disclosure exemptions available under that
standard in relation to business combinations, share-based payment, non-current assets held for sale, financial
instruments, capital management, presentation of comparative information in respect of certain assets, presentation
of a cash-flow statement, standards not yet effective, impairment of assets and related party transactions. Where
required, equivalent disclosures are given in the group accounts of Hearthstone Investments pic. The group accounts
of Hearthstone Investments plc are available to the public and can be obtained as set out in note 12,

Prior period errov

The canrying value of the company’s amounts owed to group companies was identified as being incorrectly
recotded in the prior period as a result of management charges recognised. The correct accounting treatment was
not applied following the misinterpretation of information available at the time.

The table below illustrates the increase/(decrease) in each financial statement line:

Relating to the prior
period disclosed in
these financial
statements

£
Operating expenses (102,531)
Creditors: amounts falling due within one year (402,531)
Creditors: amounts falling due after one year 300,000
Profit and loss account 102,531
Turnover

Turnover represents the net amounts receivable from the Hearthstone Residential Fund 1 for investment
management services.

Going concern

The company’s business activitles, together with the factors likely to affect its future development, performance
and position are set out in the Strategic which also sets outthe financial position of the company and its business
risks.

The company remains reliant on financing from its immediate parent undertaking, Hearthstone Investments PLC
which has confirmed that it will ensure that the company can meet its liabilities as they fall due for a period not
less than 12 months from the date of these accounts, Having made enquiries and reviewed the financial position of

11



Hearthstone Investment Management Limited

Notes to the financial statements (continued)
For the year ended 31 December 2017

that company, the board expects the company to be able to operate for the foreseeable future. Accordingly the
company continues to adopt the going concern basis in preparing the annual report and accounts.

Taxation

Current tax, being UK corporation tax, is provided at amounts expected to be paid (or recovered) using the tax rates
and laws that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance
sheet date where transactions or events that result in an obligation to pay more tax in the future or a right to pay
less tax in the future have occurred at the balance sheet date. Timing differences are differences between the
Company’s taxable profits and its results in the financial statements that arise from the inclusion of gains and losses
in tax assessments in periods different from those in which they are recognised in the financial statements.

A net defetred tax asset is regarded as recoverable and therefore recognised only to the extent that, on the basis of
all available evidence, it can be regarded as more likely than not that there will be suitable taxable profits from
which the future reversal of the underlying timing differences can be deducted.

Deferred tax is measured at the average tax rates that are expected to apply in the periods in which the timing
differences are expected to reverse based on tax rates and laws that have been enacted or substantively enacted by
the balance sheet date. Deferred tax is measured on a non-discounted basis.

Financial instruments
Classification
The company holds the following financial instruments:

« Short term trade and other debtors and creditors;
» Loans; and )

¢ Cash and bank batances.

All financial instruments are classified as basic.

Recognition and measurement
The company has chosen to apply the recognition and measurement principles in FRS101.

Financial instruments are recognised when the company becomes patty to the contractual provisions of the
instrument and derecognised when in the case of assets, the contractual rights to cash flows from the assets expire
or substantially all the risks and rewatds of ownership are transferred to another party, or in the case of liabilities,
when the company’s obligations are discharged, expire or are cancelied.

Except for loans, such instruments are initially measured at transaction price, including transaction costs, and are
subsequently carried at the undiscounted amount of the cash or other consideration expected to be paid or received,
after taking account of impairment adjustments.

Loans are initially measured at the present value of future payments, discounted at a market rate of interest, and are
subsequently carried at amortlsed cost using the effective interest method.

Segment information
The Company’s sole activity is that of a fund manager and all turnover will atise within the United Kingdom,

12



.Hearthstone Investmment Management Limited

Notes to the financial statements (continued)
For the year ended 31 December 2017

4.

Loss on ordinary activities

Loss on ordinary activities before taxation is stated after charging:
Year ended
2017
£
Amortisation 10,000

e

Year ended
2016
£
10,000

e

The relevant portion of the group audit fee relating to the company was borne by the ultimate holding company,
Hearthstone Investments plc, The audit fee payable by Hearthstone Investments plc was £9,500 (2016 - £9,500).

Staff costs
The average monthly number of employees (including executive directors) was:
Year ended
2017
No

Administration . 3

Their aggregate remuneration comprised:
Year ended
2017
£

Wages and salaries 13,959

Social security costs 697

14,656

Year ended
2016
No

Year ended
2016
A

274,679
33,643

308,322

CETETRT——

13



Hearthstone Investment Management Limited

Notes to the financial statements (continued)
For the year ended 31 December 2017

Directors’ remuneration and transactions

Directors’ remuneration comprised:

2017

£
Salary 13,959
Fees -
The highest paid director received £5,584 (2016 - £91,560) during the year.

5. Tax on loss on ordinary activities
The tax charge comprises:
2017
£

Current tax

UK corporation tax ‘ -

Total current tax

Total tax on loss on ordinary actlvities -

2016
£
274,679

-

2016

A deferred tax asset of £73,650 (2016: £72,900) has not been recognised in respect of the cumulative losses due

to uncertainty ovet the period in which recoverability will be achieved.

2017
£

Loss on ordinary activities before tax (3,898)
Tax credit on loss on ordinary activities at standard UK
corporation tax rate of 19.25%. (2016: 20%) : 750
Effects of:
Tax losses b/fwd 72,900
Tax loses e/fwd (73,650)

Current tax charge for year -

2016

Restated

£
(364,500)

72,900

(72,900)

14



Hearthstone Investment Management Limited

Notes to the financial statements (continued)
For the year ended 31 December 2017

6.

Intangible Assets

During 2016 the company acquired the investment business of Mill Group for an agreed fee of £100,000. The
purpose of this was to enable the company to structure and market a new product, Hearthstone Residential Fund 1
(“HRF1™), a 10-year English Limited Partnership with a strategy to invest in mainstream private residential assets

across the UK, consisting principally of residential property.

Cost
At 1 January 2017

At31 December 2017

Amortisation
At 1 January 2017
Charge for the year

At 31 December 2017

Net book value
At 31 December 2017

At 31 December 2016

Fixed asset investments
2017

Subsidiary undertakings 4

Goodwill

£

100,000

100,000

10,000
10,000

20,000

80,000
90,000

2016

The company has investments in the following subsidiary undertakings. All subsidiaries are incorporated in the
United Kingdom and operated from the same registered address as the parent company, given in note 18, The

company has a 100% holding in the following entities:
Hearthstone Investments (FP) Limited - Dormant

Heatthstone Investments (GP) Limited — Dormant

15



Hearthstone Investment Management Limited

Notes to the financial statements (continued)
For the year ended 31 December 2017

8. Debtors: amounts falling due within one year

Trade debtors

Other tax & soclal security

9. Creditors: amounts falling due within one year

Amounts owed to group undertakings
Other creditors

Accruals

Creditors: amounts falling due after more than one year

Directors’ loans

Amounts owed to group undertakings

2017

34,247
2,578

36,825

2017

154,574
14,656
2,258

171,488

2017

100,000
300,000

400,000

2016

2016
Restated
£

150,000
4
150,004

B )

2016

300,000

300,000

16



Hearthstone Investment Management Limited

Notes to the financial statements (continued)
For the year ended 31 December 2017

10.

11,

12.

Share capital

2017 2016
No £ No £
Called up and fully paid
Ordinary shares of £1 each 9,000 9,000 A 9,000 9,000
9,000 9,000 9,000 9,000

Contingent liabilities

There were no disclosable contingent liabilities at the balance sheet date or the date of signing of these accounts.

Controlling party

The directors regard Hearthstone Investments plc, a company incorporated in the United Kingdom, as the ultimate

controlling party.

Hearthstone Investments PLC is the parent company of the largest and smallest group of which the company is a
member for which group financial statements are drawn up. Copies of the financial statements are available from

the company’s registeved office, 23 Austin Friars, London EC2N 2QP.

17



