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The Bombogenesis Issue

This ominous-sounding term originated from the work of famed Swedish
meteorologist, Tor Bergeron (1897-1977), but it only entered popular vernacular this
year —and there have been ample opportunities in 2018 to use it.

The word actually comes from combining ‘bomb’ and ‘cyclogenesis’, i.e. meteorology
speak for storm formation.

Technically, a storm undergoes bombogenesis when its central low pressure drops
at least 24 millibars in 24 hours; for example, a strong, cold jet stream high in the
atmosphere interacting with an existing system near a warm ocean current (like the
Gulf Stream).

In turn, this causes already low pressure at the surface to deepen and, as the air
converges, the storm spins faster and faster, like a twirling ice skater who pulls in his
or her arms; and this leads to higher and higher wind speeds in incredibly short order.

If a storm is strong enough or deepens rapidly (aka there is a sudden drop in
pressure), its winds can reach hurricane force, i.e. 119 kilometres per hour — or
higher —together with astringent snow and rain.

And, the closer you are to the centre of the storm, the stronger the winds.
In 1Q 2018, the UK Housebuilding Sector has had to contend with a stiff breeze of
uncertainty in a Brexit Winter-now-Spring — but no tempest —i.e. it has lost 11% in

value but not more.

A rational meteorologist, however, would advise to prepare for worse; and the
zephyr change can be faster than a speeding bullet.
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Share prices in 1Q 2018

In the first quarter of 2018, the stock market value of the UK Housebuilding Sector
deflated 11% to close at £38.1bn (which compares with +16% in 1Q 2017).

This was also 13%, or £5.6bn, off its all-time high wind speed, which was recorded
on 24 October 2017 (£43.6bn), albeit still 8% above its pre-Brexit level.

Nor were there any gusts to a new peak value in 1Q.

In total, too, there were 63 weather trading days in the first quarter and the Sector
rose on 32 of them and fell on 31; and none was becalmed.

Similarly, in 13 weeks, five were up-wind and eight down - and all three months were
negative: January -8%, February -3%, March -1%.

UK Housebuilding Sector stock market value — daily —in 1Q 2018 (£bn)
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The best week was Week 10 (+2.6%) with the worst Week 5 (-4.8%).

The best day was 7" February (+2.5%) and the worst weather came a day later on 8"
February (-4.0%).

Looking back to the Sector’s trough (7" July 2008), the rise has been 1,114% or
£34.9bn and the Brexit precip from June 2016 — when Housebuilders lost 40% of
their value in two days — happily abated.

And yet, the Sector still trades on a single-digit PER a year out.

In terms of the average movement in Housebuilders’ share prices, this was -7.5% on
an actual basis and -10.7% wind-weighted by market capitalisation (in 1Q 2017,
these were a fair weather +13.2% and +16.7%, respectively).

Only three from 17 companies blew warmly positive: newcomer Springfield
(+10.6%), Abbey (+2.8%) and Inland Homes (+2.3%).

The worst was Watkin Jones (-18.4%), where the eponymous founder (first name
‘Mark’) sold shares to assist with his divorce. i.e. 1.5% (worth £7.5m at the time); but
note that the family, in total, still holds 27.64% of the issued share capital.

Others blown by double digits included Barratt, Crest, Bellway, Countryside and
Taylor Wimpey.

UK Housebuilding Sector: market value, 3Q 2008 to 1Q 2018 * (£bn)
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Share prices year-on-year

Comparing 29™" March this year with 315 March 2017, Housebuilders’ share prices
rose by an average 10% or 11% weighted by market capitalisation; comparing end-
March 2017 with the same in 2016, the gains were 3% and 1%, respectively.

Bovis was the blow-away winner on +35%, with Countryside sheltering on +30% and
all but four stocks were higher pressured year-on-year.
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The losers were McCarthy & Stone (-24%), Crest (-16%), Taylor Wimpey (-4%) and
Barratt (-3%).

For the record, McCarthy & Stone closed 1Q on 144.5p, which compares with a
November 2015 IPO price of 180p.

More broadly and looking at the last 33 quarters since 1Q 2010, the Sector has seen
share price rises in 24 of them and falls in nine.

In 1Q 2018, the Housebuilders’ share prices (-11% weighted) saw the worst of a bad
storm when compared with the principal measures of the UK equity market (which
were off in a climatic band from 6% to 8%) and the wider construction and real estate
indices.

Year-on-year, though, the Housebuilders led the way, up 11%, on the same basis as
above, which compares with the widely reported 4% fall in the FTSE 100 and
particularly poor weather in a post-Carillion-liquidation construction industry.

Housebuilding Sector: March 2018 vs. March 2017 (% change in prices)
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UK Housebuilding Sector share prices: 1Q 2010 to 1Q 2018* (% change)
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Peaks and values

At 29t March 2018, Housebuilders’ share prices were, on average, 1,807% above the
lows of 2008 and 19% up on more recent 52-week lows (weighted, these numbers
are 2,509% and 17%, respectively).

But they were also some 16% below their 2007 seasonal peaks (22% weighted) and
13% off 52-week highs (15% weighted).

Four housebuilders continue to waft through the FTSE 100: Berkeley (89), Barratt
(85), Taylor Wimpey (73) and Persimmon (54).

Together, these four represent 64% of the UK Housebuilding Sector value.

Movement against 52-week lows and highs at 29/03/18 (% change)
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Sector structure by stock market value: 17 firms worth £37.1bn at 29/03/18*
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Share prices now as % of all-time peak level at 29/03/18* (red shading)
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Price-to-book and total return

The Housebuilders’ latest average price-to-book valuation was 1.69 on 29 March
2018 and 1.93 weighted (a year ago, the valuations were 1.73 and 1.99, respectively).

Four out of 16 companies are at wind speed of 2.0 or better, with Persimmon at 2.5
(with Watkin Jones at 3.63 excluded).

The Total Shareholder Return (TSR) for the Sector in the 12 months to 29™" March
2018 was 14.4% and 16.8% weighted by market capitalisation (data are drawn by
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Bloomberg); this compares with 6.5% and 5.9%, respectively, in the 12 months to
31 March 2017.

In the last 12 months, a recuperating Bovis was the winner with a 40.5% TSR, while
both Crest (-10.5%) and McCarthy & Stone (-21.6%) were negative.

Price-to-book value at year-end/latest interim*, priced at 29/03/18
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Housebuilders’ TSR in 12 months to 29/03/18 (annual %)
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Valuation

The Sector’s prospective PERs are 9.3x in 2018, followed by 8.7x in 2019; with only a
small sample for 2020 (five companies), the potential PER is 9.7x.

Earnings growth is meteorologically forecast at 7.7% in 2018 and 5.5% in 2019 (which
we would take any day of the week), with a dip in double figures shaping in 2020.

Berkeley’s micro climate foresees earnings dropping sharply in 2019 (i.e. -30%),
which affects the average.

For the record, trailing-12-month PERs for the UK’s prime equity indices range from
12.7x to 14.7x.

Turning to income sunshine in 2018 and 2019, the UK Housebuilding Sector yields a
prospective 5.1% and 5.5%, respectively — covered 2.9x and 2.7x.

In 2020, the early indication from a small sample (five companies) is for shade in the
yield valley.

Note, too, that a number of companies has committed to enhanced dividend
forecasts, which means Crest, Barratt, Taylor Wimpey, Persimmon and Bovis are
yielding 7.9% to 8.8% in 2018E.

For the record, the UK equity market yields between 2.8% and 4.1% historically, with
average cover of 2.1x; all calculations are made at the LSE at close on 29" March
2018.

PER: 2018E (9.3x) and 2019E (8.7x) as at 29/03/18
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: 2017E (avg. 3.9%), 2018E (4.3%) and 2019E (4.1%), at 29/103/18
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Profit & Loss

Results and trading in 1Q 2018

In 1Q, there were four sets of final results, eight finals and 22 other trading-related

Sector announcements from the 17 Sector companies.

Average individual pre-tax profits for the 1Q reportees rose 11%, while EBIT margins
inched up from 19.3% to 19.4% (ex-Springfield and Inland) on revenue 9% larger at

£14.2bn.

EPS rose 16%, on average (ex-big Bovis negative). At the same time, dividends were
raised a staggering 36%; in turn, average individual cover dipped from 2.7x to 2.3x.

The average increase in orders was 5% (from a sample of six).

Average individual ROCE dipped 20 basis points to 20.0%, with Capital Turn pretty

stable at 1.05 (ex-Watkin Jones).

Date Company Event Period Pre-tax profit PBT EBIT margins (%) Revenue Orders DPS DPS cover (x)
(£m)
old New % chg. old New %chg. %chg. %chg. old New
15-Jan Watkin J. Full Year 30-Sep 40 43 7 14.2 14.1 13 - 65 3.1 2.2
24-Jan Crest Full Year 31-Oct 195 207 6 20.4 20.6 5 8 20 2.2 2.0
07-Feb Redrow* Half Year 31-Dec 140 176 26 19.5 19.7 20 5 50 5.2 4.4
19-Feb Gleeson* Half Year 31-Dec 12 14 18 18.3 17.6 23 - 38 2.6 2.3
20-Feb Springfield* Half Year 31-Dec 2.6 3.1 20 6.3 6.6 11 - na na 3.5
21-Feb Barratt* Half Year 31-Dec 321 343 7 17.8 18.0 9 2 18 3.5 3.2
27-Feb Persimmon Full Year 31-Dec 783 977 25 24.8 28.2 9 7 74 iLs 1.1
28-Feb T.Wimpey Full Year 31-Dec 733 812 11 20.8 21.0 8 -1 26 1.7 iLs
01-Mar Bovis Full Year 31-Dec 162 124 -23 15.8 12.8 -3 - 6 2.1 1.6
20-Mar Bellway* Half Year 31-Jan 248 289 17 22.0 22.2 15 8 28 4.4 4.0
28-Mar Inland* Half Year 31-Dec 5 5) 7 8.6 10.5 - - 30 3.7 3.4
TOTAL (€m) ex Inland 2,640 2,992
Individual average change (%) 11 11 5 36 2.7 2.3
Sector average change (%) 13 9 47
Individual average margin (%) 17.1 17.4
Sector average margin (%) 20.7 21.5
06-Mar  Cairn Homes Full Year in Euro -1.5 6.5 - 8.9 10.0 265 11 - - -
31-Dec In GBP -1.2 5.7

Notes: (i) Pre-tax profit numbers are adjusted where necessary and are net of exceptionals;
(ii) DPS includes specials where appropriate;

(iii) Springfield was floated on 16t October 2017;
(iv) Inland's 88% increase in revenue to £61.2m is ex-the averages;
(iv) Cairn is listed in London and Dublin and reports in Euros; it has just moved from loss to profit and is ex-the average; and
*denotes Interim Results.
Source: Hardman & Co Research
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Balance sheets

Date Company Event Period Net Assets (Em) Net (Debt)/Cash (£m) Gearing (%) ROCE (%) Capital
Old New Oold New Old New Oold New Turn (x)

15-Jan Watkin J. Full Year 30-Sep 103 126 -32 -41 31 32 36.3 30.9 2.56
24-Jan Crest Full Year 31-Oct 719 818 77 33 -11 -4 22.6 23.0 1.07
07-Feb Redrow* Half Year 31-Dec 1,123 1,343 -56 -35 5 3 23.2 24.4 1.24
19-Feb Gleeson* Half Year 31-Dec 157 174 26 27 -17 -15 14.7 15.7 0.89
20-Feb Springfield*  Half Year ~ 31-Dec 31 58 -31 -14 99 24 9.8 9.5 1.42
21-Feb Barratt* Half Year 31-Dec 3,118 3,376 180 166 -6 -5 19.6 20.0 1.11
27-Feb Persimmon Full Year 31-Dec 2,694 3,149 913 1303 -34 -41 28.9 30.7 1.09
28-Feb T.Wimpey Full Year 31-Dec 2,900 3,137 365 512 -13 -16 25.3 24.6 1.17
01-Mar Bovis Full Year 31-Dec 1,016 1,057 39 145 -4 -14 16.3 12.1 0.94
20-Mar Bellway* Half Year 31-Jan 1,977 2,324 -175 -131 9 6 23.2 23.6 1.06
28-Mar Inland* Half Year ~ 31-Dec 119 135 -78 -70 66 52 2.6 5.6 0.54

TOTAL (£m) ex Inland 13958 15696 1227 1894

Individual average change (%) 20

Sector average change (%) 12

Individual average ROCE (%) + Turn 20.2 20.0 1.19

Sector average ROCE (%) + Turn 18.3 18.5 0.85

Individual average gearing (%) 12 2

Sector average gearing (%) -9 -12
06-Mar  Cairn Homes  Full Year in Euro 664 722 -76 -159 11 22 - - -

31-Dec in GBP 542 632 -62 -140

Notes: (i) ROCE is return on capital employed and is adjusted where required for half years where appropriate;

(i) Cairn is listed in London and Dublin and reports in Euros and it has just moved from loss to profit and is ex-the averages; and
*denotes Interim Results.

Source: Hardman & Co Research
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Performance and outlook

Watkin Jones (Finals — 15™ January)

It is not every day that a 49-year-old CEO of his eponymous company steps down
“for personal reasons” — later revealed as a divorce (see earlier share sale).

And the company has done so well. It was floated in March 2016 at £1 and peaked
at 251.25p in 2017, when it was also the best performer in the Sector by a street; in
1Q, though, it closed at 179.20p.

In its fiscal year to 30" September 2017, revenue rose 13% to £302m, as did EBIT to
£42.7m. Better still, its earnings visibility is exemplary, with all 10 student
developments (3,415 beds) scheduled for delivery ahead of the 2018-19 academic
year forward-sold, plus five (from seven) for 2019-20. It is also developing a Build-
to-Rent business and a student accommodation management unit.

Sector revenue (£m) and EBIT margin (%): reported in 1Q 2018
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Source: Hardman & Co Research

Crest Nicholson (Finals — 24t January)

The year-ending 31% October 2017 was soundish for Crest, with total revenue up 5%
at just over £lbn, an EBIT margin of 20.6% (2016: 20.4%) and pre-tax profit
(management’s choice metric) rising 6% to £207m. The dividend was also raised 20%,
with cover at 2.0x (2016: 2.3x).

Total completions, however, were up just 2%, comprising a surge in PRS but a 6%
deficit on open-market sales. Similarly, as at mid-January, the value of forward sales
was 8% ahead at £576m; albeit by 22" March, forward sales, including completions,
were 15% higher at £620m.

The Group has also stuck with its target revenue of £1.4bn in 2019 (2017: £1.07bn).

9th April 2018
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EBIT profit margins (%) reported in 1Q 2018*

PSN

BWY*

WIJG
INL*
Sore —
0.0 5.0 10.0 15.0 20.0 25.0 30.0

W Latest M Previous

*denotes interim results
Source: Hardman & Co Research

Redrow (Interims — 7t February)

The company ended its half year on 30" December 2017 and it was all about records
in revenue (+20% to £890m) and completions (+14% to 2,811); and yet its interim
statement ran to just 1,118 words i.e. less is more and the share price agreed.

EBIT was also 22% to the good at £175m, although margins remained mired at sub-
20% i.e. 19.7 this time versus 19.5% previously. The dividend, however, was raised
50% with cover still at 4.4x (versus 5.2x).

Yes, the order book, at 31 December, was 5% up at £1.05bn. However,
“reservations in the first five weeks of the second half have been in line with the
strong comparable period last year”.

The latter is a negative, but the shares rose 5.5% to 625.5p on the figures (although
on 29" March, they were at 595.5p).

Gleeson (Interims — 19t February)

Revenue rose 23% to £77m in the six months to 31°' December 2017, with an
operating margin of 17.6% (2016: 18.3%). Meantime, pre-tax profit was struck at
£13.7m, up 19% and the dividend was increased by 38.5%.

By division, Gleeson Homes’ revenue rose 35% to £73.7m, with an operating margin
of 16.7% (2016: 15.5%). No order book data, however, were promulgated.

Gleeson Strategic Land, however, had a poor 1H, with operating profit 43% lower at
£2.3m, albeit the Group still sees “strong demand from medium and large
housebuilders for good-quality sites in the South of England”. It added: “The Board
is confident that the Group will deliver a result for the full year in line with
expectations”.

9th April 2018
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Springfield Group (Interims — 20" February)

Having floated in October 2017 at 106p (29" March: 120p), these were the
company’s maiden 1H results to 30" November.

Springfield operates in Scotland, only, delivering both private (78% of revenue) and
affordable housing — and 1H revenue rose 11% to £55m, with a 15.4% EBIT margin
(2016: 14.5%) and pre-tax profit 20% ahead at a clean £3.1m.

The company sold 184 (-6%) private units in the half, at an average price 13% higher
year on year at £234,000 plus 96 (2016: 68) affordable units at £122,000 (-1%).

It has “a strong order book of contracted revenues” and “anticipates revenue and
profit for full year 2017-18 to be 5-10% ahead of market expectations”.

EPS growth* (% change) reported in 1Q 2018
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Barratt (Interims — 215t February)

In the six months to 31t December 2017, total completions inched up 2% to 7,324,
with revenue ahead 10% at a touch under £2bn. The operating margin was virtually
unchanged at 17.9% (2016: 17.8%), with pre-tax struck at £343m (+7%) and the
dividend increased 18% and covered 3.2x (2016: 3.5x).

There was little more excitement when it came to Total Forward Sales, which were
up just 2.0% at £3.08bn as at 18™ February 2018 (driven by the affordable sub-
sector). By units, the orders were 4.4% up at 13,285. Barratt spoke of “continued
headwinds in the high end central London market”. It added: “overall our net private
reservation rate was 0.68 (2016: 0.68) per active outlet per week in the half year
period, in-line with a strong prior year”.

Persimmon (Finals — 27" February)

The Group promulgated a 15,000-plus word preliminary statement. This is thesis
length and no one actually reads it (other than sad people like me); and then there
is the trees/paper used in the printing.

This is a pity, too, because the results were very good, with unit sales up 6% at 16,043
and revenue better by 9% (average selling prices added 3.2% to £213,321).

EBIT margins were 28.2% (2016: 24.8%), with pre-tax 25% better at £977m and the
2017 dividend (including specials) ramped 74% to 235p per share.

Forward sales were up 7.4% at £2.03bn, including completions in calendar year to
date. Persimmon also continues to invest in its own building materials, timber frame
residential units, bricks and now tiles.

With a weather eye on Brexit et al it added: “present key uncertainties that will have
a substantial influence on market outcomes”.

Dividend cover (x) reported in 1Q 2018*
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Taylor Wimpey (Finals — 28 February)
The company’s 10,000-plus word announcement was dominated by a £130m
exceptional charge on its leasehold housing units (instead of ground rents doubling
every 10 years, they will now be based on RPI).

The second niggle was an order book (at 18/02), which was off 1.8% in units (to
8,415) and down 0.5% by value (to £1.97bn). The shares fell 4% to 186p and some
30 million were traded on the day (normally, say, 13 million). The closing price on
29" March was 184.6p.

In 2017, revenue was 8% better at £4bn, with total units of 14,842 (+5%) and prices
up 3.5% at £264,000. At the same time, EBIT margins were a touch better at 21%
(2016: 20.8%) and pre-exceptional pre-tax was struck 11% higher at £812m. The
dividend was hiked 26%.

Finally, Spain added £26.8m of EBIT, an increase of 30%.

Bovis (Finals — 15t March)

Greg Fitzgerald, former Galliford Try CEO (in its heyday), has been in situ for less than
a year but is doing all the things you would expect. We even forgive him, too, for the
business school jargon such as ‘balance sheet optimisation’ (aka ‘balance sheet
reduction’).

And, yes, there is a good business here — which had a super reputation in its
respective heyday.

In 2007, Bovis sold 3,646 houses (-8.3%), with revenue at £1.03bn (-3%) but with a
core selling price up 9.3% at £334,500. Meantime, EBIT margins (adjusted) were
12.8% (2016: 15.8%), with pre-tax off 23% at £124.3m before exceptionals of £10.3m
(2016: £7.0m).

The dividend for the year was increased 6%, but with a promise for a 20% rise this
year to 57p, plus a special dividend of 45p.

Unsurprisingly, year-end forward sales data were very good, with the value up 23%
in value at £518m and a breath-taking 32% in terms of units at 2,656 (remember
Bovis was in a state of flux at end-2016).

Targets through 2020 are as follows: 4,000 units (2017: 3,645), a gross margin of
23.5% (2017: 19.0%) and ROCE of 25% (2917: 12.1%)...

..and fiscal/calendar 2018 will see a “significant improvement in financial
performance and profitability”.

McCarthy & Stone (trading update — 6% March)

On 22 February, two directors/spouses of directors bought 67,341 shares (0.013%)
at 135.2p per share and the shares fell 7% in the week. On 6™ March, the Group
issued a ‘yin and yang’ trading update for 1H (to end-February) and the shares rose
6.3% to 146p — and closed 1Q at 144.5p.

1H forward sales, including completions, were ca.16% up annualised at £487m, but
1H operating profit is likely to be only some 12% of current market expectations for
the year (on flat revenue of around £240m); this is half the run rate of 1H 2017.
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This reflects “ongoing subdued conditions in the secondary market impacting older
stock” and “the level of investment required to deliver H2 completions”.

The prospect of the Government reducing ground rents on new long leases to zero
continues to hang over proceedings too and in fiscal 2018, the profit to be generated
by the Group’s freehold reversion sales is expected to be ca.£33m. So, it is serious.

In response to this uncertainty, the Group has “exercised additional caution” on land
exchanges and planning consents.

For the record, there are currently 11.8 million people aged 65 or over in the UK,
rising to an estimated 17.3 million by 2037, representing a 47% increase, according
to ONS data.

Cairn Homes (Finals — 6 March)

An old Irish proverb says “there’s no prosperity without discipline and control”. Cairn
is a model of the latter and the plenteousness will be sure to follow, with consensus
forecasts for a nine-fold rise in pre-tax profits in 2018 to €54m and then adding some
70% in 2019 to €90m.

IH

Ireland suffered a distinctly calamitous fate in the Global Financial Crisis, which non-
Irish Lehman Brothers inaugurated in September 2008.

But Cairn had the vision, in 2015, to IPO and then buy the majority of its landbank
over the next nine months (in total, it holds 34 separate sites for some 14,100
residential units and nine-tenths of these are located in the Greater Dublin Area).

Demand is also rampant. Irish GDP grew at 8.1% in 2017 and it is forecast to rise 3.9%
and 3.1% in 2018 and 2019, respectively. Employment is growing (3.8% in the year
to September 2017) and consumer spending rose 2.2% last year.

The population is rising, too, with a cumulative 4.76% in the period 2011 through
2017, which is nearly three times the EU average of 1.76%. In turn, this has led to an
estimated housing shortage of 47,000 houses (i.e. 34,350 were built over these
seven years but 82,000 were required).

Cairn will double its unit sales this year to 800 and, thereafter, it expects a run-rate
of 1,300 to 1,400 sales annually from 2020. Unsurprisingly, “the Company looks
forward to continued significant growth in sales, profit and cash generation over the
next three years”.

Berkeley (trading update — 16" March)

The Group has said that trading is in line with business plan requirements —and sales
prices are better. At the same time, market conditions in London and the southeast
of England are unchanged, with buyers constrained by high transaction costs,
mortgage limits and prevailing economic uncertainty.

Berkeley also added that it is currently unable to increase production beyond the
business plan levels; forward sales, however, at 30™ April, are still expected to be
above £2.0bn.

Guidance was also reaffirmed guidance for the delivery of at least £3.3bn of pre-tax
profit for the five-year period from 1% May 2016 to 30" April 2021; this includes
£1.5bn for fiscal 2018 and 2019 — with approximately 60% weighted towards the
current year.
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The Group remains cautious, though, in its investment strategy and is acquiring land
selectively.

Bellway (Interims — 20t March)

The thinking man’s housebuilder had a typically winning half year to end-January,
with revenue up 15% at £1.32bn and an EBIT margin of 22.2% (2017:22.0%) — and
both pre-tax profit (to £192m) and earnings up 17%.

The dividend was also raised 28% and the Group said it expected continuing dividend
cover to be ca.3x (1H 2018: 4.0x).

Forward sales in pound notes were 8% better at £1.52bn, albeit unit forward sales
were just 0.4% higher at 5,465.

The Group said: “demand for Bellway product remains resilient, with customer
confidence seemingly unaffected by the ongoing uncertainty surrounding the
forthcoming exit from the EU”; and it added that it “has the flexibility and financial

strength to respond to unforeseen circumstances that may arise as the country
negotiates its exit from the EU”.

Latest reported and average ROCE (%), 1Q 2018*
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*denotes interims; ROCE is return on capital employed
Source: Hardman & Co Research
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Capital turn (x) reported in 1Q 2018*

GLE* BVS CRST BWY* PSN BDEV* TW RDW*

*denotes interims; Capital Turn is Revenue divided by Capital Employed
Source: Hardman & Co Research

Inland Homes (Interims — 28 March)

This specialist brownfield land developer and housebuilder generated a four-fifth
increase in revenue in 1H to £61m and a gross margin of 18.6% versus an inevitably
higher 21.1%.

Pre-tax profit was also 9% better at £5.4m, despite the prior year being inflated by a
£6m sales gain. The dividend was hiked 30%.

The company sold 338 residential plots in 1H and the land bank still increased 3% to
7,372 plots (30% with planning) with an anticipated GDV in excess of £2.2bn.

Inland’s residential unit order book has surged 22% to £38.9m and “despite some
near-term headwinds, the overall outlook for the Sector remains favourable”.
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Macroeconomics

GDP growth was confirmed at 0.4% in 4Q 2017 (vs. 3Q 2017) and 1.7% for the year.
Business Investment grew 2.1% annualised and Household Spend by 1.8% (the
slowest since 2012).

The Consumer Price Index (CPI) dipped in February to 2.7% annualised, which
compares with 3.0% in January. Good news.

Unemployment was 4.3% again in the January quarter (as it was in October) but
compares with 4.7% a year ago; January 2018 was the joint lowest since 1975.

Retail Sales in October rose 0.8% (after declines in December and January) and by
1.5% year-on-year; however, in February last year, the annualised rise was 3.3%.
That said, GfK reported that consumers were the most confident for 10 months in
March.

Mortgages

UK Finance (incorporating BBA and CML data) said that gross mortgage lending in
February was estimated to have been £19bn, which is 4.9% more than a year earlier,
but below the monthly average of £21.4bn for 2017. Note, too, that the actual
number of mortgages advanced in February was off 11% year-on-year.

For the record, BBA is the British Bankers Association and CML is the Council of
Mortgage Lenders, which essentially cover the High Street lending market.

Turning to Bank of England data, they showed that new residential mortgage
commitments rose 5.2% in 4Q 2017 year-on-year to £64.9bn, albeit the tally was
-6.8% on 3Q 2017; in February, too, the actual number of mortgages was off 4.8% at
63,910.

Volumes and prices

Experian (where | am an advisor) estimates that Private Housing Output will have
risen 8.3% last year, to be followed by 3% or so p.a. growth in 2018, 2019 and 2020
(all in real terms), but slowing over the piece. Meantime, Public Sector Residential
Output is also growing, at ca.3% p.a. (after +13.1% in 2017) but on a mildly rising
trajectory over the three years.

Elsewhere, on actual house prices, the Nationwide reports -0.2% in March, albeit
+0.8% in 1Q and +2.1% on an annualised basis. The bank also spoke of subdued
economic activity and the ongoing squeeze on household budgets. Nonetheless, it
still forecasts +1% or so in prices for 2018 as a whole.

Rightmove, however, is a little more positive with its recording of +1.5% to £304,504
in March for ‘newly marketed asking prices’ —and with +2.1% annualised. However,
there were 5% fewer properties on the market than a year ago.

Finally, the Reuters Housing Market Poll (to which | contribute) expects a median
+2.0% for UK house price inflation in 2018 (including -0.5% in London) and then 2.0%
in 2019 and 2.3% in 2020.
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The weather forecast

A millibar is a unit of pressure which essentially measures the weight of the
atmosphere overhead; and typical sea level pressure is about 1,010 millibars. As
noted technically, too, a storm undergoes bombogenesis when its central low
pressure drops at least 24 millibars in 24 hours; this is a lot and it is fast.

Bombogenesis tends to occur more often in what are called mid-latitude (or extra-
tropical) cyclones.

The continuing Brexit negotiations could be described euphemistically as ‘mid-
latitude’ and they are certainly extra-tropical i.e. warm UK air masses being met by
a cold EU atmosphere.

In addition, reference, either direct or indirect to Brexit, has found its way into the
various results announcements from the Sector.

Bellway, for example, spoke of “unforeseen circumstances that may arise as the
country negotiates its exit from the EU”; in fact, it mentioned exit and EU thrice in a
single statement.

Persimmon added “the negotiations associated with the UK’s exit from the EU,
including both the transitional arrangements and the terms of the longer-term
relationship, together with the nature of UK’s trading relationships with its other
global partners, present key uncertainties that will have a substantial influence on
market outcomes”.

Berkeley was even more categoric: “the operating environment and its impact on
transaction volumes.... do not support the step-up in Berkeley’s production levels
that these markets so badly need”.

Berkeley has also indicated to the market that — while it is on track longer term — it
will see a substantial fall in profits in fiscal 2019; and consensus earnings forecasts
are pointing to -30%.

Elsewhere, Barratt talked about “continued headwinds in the high-end central
London market” and “near-term headwinds” were also echoed by Inland Homes on
28 March.

More practically, Barratt also said that forward sales (when it reported at end-
February) were just 2% better in cash terms and this was driven by affordable units.

Similarly, Redrow said that reservations in the first five weeks of calendar 2018 were
only in line with the previous year (okay, the comparative was a robust period); at
the same time, unit sales at Bellway were just +0.4% when it reported on 20™ March.

Meantime, Taylor Wimpey was even edgier, with an order book (as at 18" February)
showing -1.8% in units and -0.5% in value, while McCarthy & Stone spoke of “ongoing
subdued conditions in the secondary market”.

Yes, others are doing better: Crest Nicholson’s forward sales were up 15% as at 22"
March and Persimmon’s were up 7.4% as at 27" February. In addition, specialist
cases, such as Gleeson, Springfield and a recuperating Bovis, are very confident.
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In terms of the UK economy, it is, on face value, okay — and even the Government
has increased its GDP forecasts. At the same time, economists’ estimates across the
board are for growth of between 1% and 2%.

There has also been good news on inflation — which may have peaked — with
February dipping 0.3% on January to 2.7% on an annualised basis.

Finally, average earnings have inched up, with ‘normal pay’ (ex-bonuses) rising 2.6%
p.a. in the January quarter, up from 2.5% in December (the most recent peak was
May 2015 at 2.9%).

But it is all a bit cool-to-cold and the UK climate remains prone to a rush of
indiscriminate hot air and a ‘bomb cyclone’, i.e. a rapid intensification, combined
with a system of winds spinning around an area of low pressure. These generally
form over a stretch of water — like the English Channel — and where a dip in
barometric pressure quickly makes the storm powerful and destructive.

Bombogenesis is wicked.

Quote:

“Good luck has its storms”

Source: George Lucas
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Glossary

Abbey (ABBY)

Barratt Developments (BDEV)
Bellway (BWY)

Berkeley Group Holdings (BKG)
Bovis Homes Group (BVS)
Cairn Homes (CRN)
Countryside Properties (CSP)
Crest Nicholson Holdings (CRST)
M J Gleeson (GLE)

Inland Homes (INL)

McCarthy & Stone (MCS)
Persimmon (PSN)

Redrow (RDW)

Springfield Properties (SPR)
Taylor Wimpey (TW)

Telford Homes (TEF)

Watkin Jones Group (WJG)

Note: Share prices at 29" March 2018

Adjustments have been made to share prices and metrics where required
Selected stocks are excluded from charts and sector averages due to extreme movements or for structural reasons
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, because of possible human or mechanical error by Hardman & Co, its affiliates or its sources, Hardman
& Co cannot guarantee the accuracy, validity, timeliness or completeness of any information provided for in this report. No guarantee, warranty or representation,
express or implied, can be given by Hardman & Co as to the accuracy, adequacy or completeness of the information contained in this research and they are not
responsible for any errors or omissions or results obtained from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees
accept any liability or responsibility in respect of the information which is subject to change without notice and may only be correct at the stated date of their issue,
unless in case of gross negligence, fraud or wilful misconduct. Hardman & Co expressly disclaims any warranties of merchantability or fitness for a particular
purpose. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any
other damages of any kind even if Hardman & Co have been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fee, commission or other remuneration in order for this research
to be made available. A full list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at
http://www.hardmanandco.com/legals/research-disclosures

Hardman & Co has a personal dealing policy which debars staff and consultants from dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. They may be allowed to hold such securities if they were owned prior to joining Hardman & Co or if they
were held before the company or legal entity appointed Hardman & Co. In such cases, sales will only be allowed in limited circumstances, generally in the two weeks
following publication of figures. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or funds covered by this document in any
capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for its own account or for other parties and neither does it undertake investment business. We may provide
investment banking services to corporate clients.

Hardman & Co does not make recommendations. Accordingly, we do not publish records of our past recommendations. Where a Fair Value price is given in a
research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.
Hardman & Co may publish further notes on these securities/companies and legal entities but has no scheduled commitment and may cease to follow these
securities/companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution
or use would be contrary to law or regulation or which would subject Hardman & Co or its dffiliates to any registration requirement within such jurisdiction or
country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors or geographical areas. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation
of this document and the material contained herein. Each investor must make their own independent decisions and obtain their own independent advice regarding
any information, projects, securities, or financial instruments mentioned herein. The fact that Hardman & Co has made available through this document various
information this constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is suitable or
appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for them in the
light of their investment needs, objectives and financial circumstances.

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and accordingly,
its distribution in the United Kingdom is restricted. Neither Hardman & Co nor any other person authorised by the Financial Conduct Authority (United Kingdom)
(FCA) has approved or authorised the contents of this document for the purposes of section 21 FSMA. Accordingly, this document is only directed at:

i persons who have professional experience in matters relating to investments falling within Article 19(5) (Investment Professionals) or Article 49 (High
Net Worth Companies, Unincorporated Associations etc.) of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 (as amended)

(the Order);
ii. certified high net worth individuals within the meaning of Article 48 of the Order;
jii. certified sophisticated investors and self-certified sophisticated investors within the meaning of Article 50 and Article 50A of the Order;
iv. associations of high net worth investors or sophisticated investors within the meaning of Articles 51 of the Order; and
V. any other person whom it may lawfully be communicated.

(together, the relevant persons).

This document is directed at only relevant persons and must not, under any circumstances be acted on or relied on by persons who are not relevant persons. Any
investment or investment activity to which this communication relates is only available to relevant persons and will be engaged in only with relevant persons. The
UK compensation scheme and rules for the protection of private customers do not apply to the services provided or products sold by non-UK regulated affiliates.

The receipt of this document by any person is not to be taken as constituting the giving of investment advice by Hardman & Co to any to any such person.

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co.

By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
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This notice shall be governed and construed in accordance with English law.

Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy Ltd and is authorised and regulated by the Financial
Conduct Authority (FCA) under registration number 600843. Hardman Research Ltd is registered at Companies House with number 8256259.

Hardman & Co Research Limited (trading as Hardman & Co) +44 (0) 20 7194 7622
35 New Broad Street Follow us on Twitter @HardmanandCo
London

EC2M 1INH (Disclaimer Version 4 — Effective from April 2018)

Status of Hardman & Co’s research under MiFID i

Some professional investors, who are subject to the new MIFID Il rules from 3rd January, may be unclear about the status of Hardman & Co research and,
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies and legal entities about which
we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II.

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public...”

The fact that we are commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-requlation-2016-

2031.pdf

In addition, it should be noted that MIFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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