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Dear Sir Peter and Mr Fitzpatrick,

Taylor Wimpey began to review the practice of selling houses in some regions on a leasehold basis
and certain historic leases used by the Group on houses and apartments during November 2016,
following concerns raised by a small number of customers and MPs. Our review is not complete as
this is a complex historic issue and the situation for individual customers is different. However, we
have reached some early conclusions and would like to share these with you,

Saie of houses leasehold

In common with other developers, the Group has sold houses on a leasehold basis in the North West
as standard for a long period of time and we understand it has been normal practice in this region
going back many decades. Apart from a small number of sites in Yorkshire, and very isolated
instances where Taylor Wimpey has never owned the freehold land (which tend to be Government
or local authority owned sites), most other houses across the UK are sold by the Group on a freehold
basis.

The leasehold nature of the property is made clear during the purchase process and we would
expect customers to be aware of this. There is generally a price difference to a customer of buying a
leasehold home, where the freehold purchase Is more expensive at the point of sale, Customers are
made aware that the freehold may sometimes be purchased later at an additional cost and
historically, 3 number of customers have taken this option.



However, whilst we believe that the practice is normal and reasonable, standing back, we are able to
change our practice 5o that we will make future sales of houses on a freehold basis on any new sites
that we develop, except in the very small number of cases where Taylor Wimpey does not own the
overall development site on a freehold basis. Whilst we expect that this may mean a small increase
in sales prices on previously leasehold sites, it will enable us to offer a consistent, simple product to
all customers. We will make this change from the beginning of 2017.

Rent review structures

The Group has reviewed the leasehold structures that it used historically on sites started between
2007 and 2011, noting the concern over the rent review structures on certain leases. In this period,
when Taylor Wimpey and the economy and the financial markets generally, were going through an
unprecedented level of change, the Group used a number of different leases and industry practice
varied widely. Leases in the industry included rent reviews at variable time periods (generally
between 5 and 25 years), on different bases (generally either doubling at the review period, fixed
price increases or on an RP1 basis), and some have effective caps on lease payments, whereas some
do not. The initial leases terms also vary between 125 years and 999 years.

From a Taylor Wimpey perspective, the specific leases that have caused some concern have rent
reviews every ten years for the first fifty years and double at each review. They are then, however,
capped for the balance of the lease (which is between 75 and 949 years). This means that they tend
to be more expensive than RPI leases for the first 50 years but then end up cheaper in the later years
(dependent on the level of RPI),

The leases with these doubling clauses were introduced in March 2007, at a time when historic RPI
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at around 8-10% pa and land prices were increasing at around 15%pa. The inflation implicit in the
first fifty years of these rent reviews was 7%. However, over the life of the lease, (using the example
of 2 house lease of 250 years), the average inflation was ¢.1.4% (or ¢ 2.8% on an apartment lease of
125 years), significantly lower than most long term predictions for RPL. The final payment on a 125
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sector. This is because both the financial structures and the administrative structures needed to
manage a book of freehold interests is very different to a housebuilders core business. In 2007, RPY
expectations were significantly higher than today, and the costs of capital were also higher, meaning
that the capital value of these interests (and the value in 2007 of future payments) was considerably
jower than today. This, and the capped nature of the leases, is why the average value at which these
leases were soid 1o third parties compared to RPI leases was very small = generally less than 1% of
the value of the house or apartment.

in 2011, which was the first time the Group reviewed the lease structures, house prices had declined
sharply In 2008/9 and were only just starting to recover. RP| had also fallen and economists were at

the early stages of considering this as a potentially long term trend. In this changed environment,
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We have reviewed the detail of the lease concerned and are satisfied that the rent review policy is
worded simply and cleary in the contract and is contained prominently in the first clause under the
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