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1 Chairman’s Overview

As Chairman of Shawbrook Bank | am delighted to report that the year of 2012 was transformational and has
established Shawbrook Bank as the leader amongst UK ‘Challenger Banks'

Shawbrook Bank was founded on the belef that the market dislocation following the credit crunch offered an
opportunity to a traditional deposit taker and broadly based lender to SMEs and individuals This belief has been, and
continues to be, amply demonstrated Shawbrook Bank's progress has been truly remarkable

The plan for 2012 was to

¢ Increase the scale of the business and achieve profitability
s Acqguire and integrate the Singers business
* Enhance the strength of the management team

These objectives have been successfully delivered and looking ahead to 2013 the opportunity available to our business
1s greater than we could have envisaged when Shawbrook was established some two years ago

During the course of 2012 we welcomed lan Henderson as our new Chief Executive to succeed Owen Woodley Tom
Wood also joined as Chief Financial Officer  Our achievements in 2012 and progress are dependent on our dedicated
staff who are committed to serving our customers with clear focus | would like thank all of our staff for their hard work
and dedication We look forward to 2013 with optimism

Sir George Mathewson

Chairman
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2 Chief Executive’s Report

| was delighted to be able to join Shawbrook Bank for the final month of 2012, a truly transformational year in the
Bank’s short history In March 2012, Shawbrook acquired Singers Asset Finance (SAF) with £335 million of quality
assets from the administrators of the Kaupthing estate, in May the Bank achieved breakeven and went on to deler a
profit In each of the subsequent months of the year, in June the new banking platform and deposit system was
launched, and in December Shawbrook acquired Money2Improve In the meantime, the business divisions were busy
organically generating £480 million of new loans and £810 million of deposits The integration of all four lending
platforms 1s complete and Shawbrook now has the infrastructure to rapidly build scale through organic growth

Each of Shawbrook's specialist lending businesses, which support over 18,000 small business and personal
customers, delivered strong growth In the year Asset Finance, freed from the constraint of parental administration
grew by 7% to £348m, the Commercial Lending business grew by 437% to £201m, Secured Lending retained its
market leadership position growing to £163m, up 267%, and the newest lending business — Consumer Lending — grew
to £29m, a nise of 1,450% on 2011 All of the lending businesses were supported by a cost-effective deposit platform
delivering best in class products at attractive rates to a well diversified depositor base of 22,277 accounts

The one thing that underpins the very strong performance in all five divisions 1s an exceptional focus on customer
service We believe our service proposition 1s a genuine differentiator  We consistently endeavour to provide
straightforward, easy to understand products, fast and efficient decision-making, typically within 24 hours of application,
consistent and transparent underwriting critena and pricing, and deep two-way relationships with intermediaries and
customers Shawbrook's high quality service in 2012 was recognised with the following awards

¢+ Moneyfacts - Best Notice Account Provider 2012
s Busmess Moneyfacts - Best Service from Commercial Mortgage Provider
e Financial Reporter - Best Secured Loan Lender

We asptre to builld a bank where our people are proud to work for us This will enable us to maintain excellent service
ensuring our existing customers maintain their relationship with us and we are able to attract new customers During
2012 our headcount grew to 232, excluding acquisitions a growth of 33% Staff retention 1s strong, with turnover at
¢ 6%, less than half the industry norm

Shawbrook operates risk management processes that reflect industry best practice with the adoption of a “Three Lines
of Defence” model The monitoring and control of nsk i1s a fundamentat part of Shawbrook's management process and
forms part of each employee's objectives

Shawbrook has a straightforward and transparent regulatory capital structure, with 100% of its regulatory capital
resources heing in the form of ordinary share capital Shawbrook operates under the Standardised Approach for the
catculation of credit risk and uses the Basic Indicator Approach for the calculation of operational risk

One of the key causes of bank fallure In recent times has been a lack of iquidity, and Shawbrook takes a highly
prudent approach to structuring its hquidity Over 75% of the book 1s on fixed term bonds with an average duration 27
months and the balance in notice accounts It maintains a highly cautious position where typically 90% of the deposit
base 1s more than 3 months from the earliest possible matunty and tightly manages the proportion of the book that 1s
due to mature in any calendar quarter In return for such stability Shawbrook pays attractive rates to it depositors that
are amongst the top in the market

Whilst there 1s no question that the UK economy faces a period of ongoing uncertainty we believe that Shawbrook 1s
extremely well positioned to continue its growth story into the future The demand for our products and services Is
strong, the platforris in place, and our people stand ready to deliver outstanding service

(i

lan Henderson

Chief Executive Officer
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3 Business Review

3.1 Business Structure

Shawbrook Bank Limited 1s one of the UK's Challenger Banks with approximately 40,000 customers, ¢ £1bn of assets
and national presence through its distnbution channels

The Business' operating results are regularly reviewed by the Board (the chief operating decision maker) in the
following reportable segments Each segment offers different products and services and 1s managed on a dwisional
basis in line with the Bank’s management and internal reporting structure The divistons are

Asset Finance

Commercial Lending

Consumer Lending

Secured Lending

Other (Savings and Central Support Areas)

* & & @ 9

As 1s descnbed later in this document, the business has made a number of acquisitiens on top of the strong organic
growth achieved In 2012 Although the underlying legal entities remain, the underlying business and assets have all
been transferred onto the Shawbrook balance sheet When the terms ‘Bank’ or ‘Group’ are used in these report and
accounts they refer to the consolidated position of the Shawbrook Bank Group

3.2 Overview

Shawbrook Bank has continued to demonstrate the strength of its diversified business model over the last 12 months
and has demonstrated a continval improvement in profitability as the business has continued to grow

The business reached break even in May 2012 after only 16 months of trading since change of control, which was 6
months ahead of the imitial plans The Bank generated an underlying profit of £2 6m in 2012 compared to a loss of
£84m 1n 2011 This was a pleasing performance that exceeded expectations in a year of significant change The
improved husiness performance was drniven by growth in the quantum of loan assets from both organic growth and the
successful acquisition of Singers Asset Finance in March 2012 Our focus on ensuring that profitable growth 1s
delivered in a controlled manner 1s evidenced by the prudent manner in which both capital and iquidity are managed

33 Financial performance

The significant growth has necessitated a level of cost that 1s not part of the day to day operating activities These
include the costs of the business acquisitions as well as significant Investment expenditure to create the infrastructure
needed to support the future growth of the business As a consequence of these costs, the underlying profitability of
£2 6m 1s reduced to a loss before tax of £7 8m (2011 £10 8m) on a statutory basis This 1s set out in the table below

Group Group
2012 2011
£'000 £'000
Total income 50,284 5,203
Interest expense and similar charges (27,367) (2,997)
Net Income 22,917 2,206
Imparrment losses on financial assets (913) (186)
Costs and provisions {29,779) (12,806)
Statutory loss before taxation (7,775) (10,786)
Statutory loss before taxation (7,775) (10,786)
Acquisition costs 7.657 2,458
Farr value amortisation 1,055 -
Infrastructure developments 792 823
Timing difference on investment maturity 858 {858)
Underlying profit / {loss) 2,587 (8,363)
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331 Net income

The net income 1s the amount earned on assets {mortgages, other loans, operating leases and hquidity), less that paid
on llabihities {retail savings) The Bank's net interest margin for the year increased to 3 7% from 1 6% 1n 2011 as a
result of operational efficiency and scale

33.2 Acquisition costs

These include both the £2 1m external costs incurred in acquinng businesses as well as internal costs such as surplus
funding costs incurred whilst bullding up the liquidity required to complete a deal The majority (£6 6m of £7 7m) of the
acquisition costs incurred in 2012 related to the acquisttion of Singers Asset Finance

333 Fair value amortisation

This includes the amortisation of both the farr value adjustments created from the Singers transaction in 2012 as
disclosed In note 16 and the amortisation of the farr value adjustments created on the acquisition of Link Loans in 2011

334 Infrastructure developments

Shawbrook has invested heavily to ensure that it has the capability to deal effectively with its planned growth The 2012
costs enabled the business to upgrade the deposit and consumer lending systems along with the back office
information and treasury systems

335 Timing difference on investment maturity

In 2011 the Bank had purchased a number of UK gilts, and the accounling treatment under IFRS accelerated the
release of ncome into 2011, which was subsequently unwound when these were sold in 2012

336 Costs and provisions
Costs and provisions were £29 8m (2011 £12 8m)

The increase in administrative expenses was attnbutable to the increase in costs base ansing from the acquisitions that
took place 1in 2012, and also from ongoing investment in the people and infrastructure that the business 1s dependent
on for future growth

The provisions referred to here are the costs of the Financial Services Compensation Scheme which totalled £0 7m
{2011 £0 1m), an increase of £0 6m This i1s the cost to the Bank of the Financial Services Compensation Scheme
The increase in costs has been driven In part by the growth of the Bank's deposit base to £923 7m (2011 £180 4m),
an increase of £743 3m or 412%, and the change in basis of calculation of the levy

337 Impairment losses on financial assets

The Bank's impairment charge increased year on year by £0 7m to £0 9m (2011 £0 2m) The increase Iin the charge
has anisen due to the growth in the business with loan assets and operating leases increasing by £631 8m to £743 2m
{2011 £111 4m) The charge of 12bps i1s In ine with expectations, and the business has benefited from an excephonal
perfermance n respect of loan imparment charges in 2012, a combination of our strong underwnting crtera,
collections performance and a relatively berign external environment

The impairment charge on financial assets 1s broken down as follows

Group Group

2012 2011

£'000 £'000

Secured Lending 793 47
Consumer Lending 168 25
Commercial Lending 313 -
Asset Finance (243) -
Other {118) 114
913 186
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34 Performance by business area

The Bank's results by business segment are as follows

2012 Secured Commerciat Consumer Asset Other Total
Lending Lending Lending Finance
£000 £000 £000 £000 £000 £000

Net operating income before interest
expense and similar charges 12,247 7,985 1,873 28,065 114 50,284

Assets 163,094 200,630 29,435 348,493 302,454 1,044,106

The central functions of the Group are included within ‘Other’ along with the Deposit and Treasury teams Comparative
information for 2041 can be seen in note 17

3.4.1 Asset Finance

The Asset Finance division provides specialist financing to UK SMEs, equipment leasing solutions to NHS Trusts and
public and pnvate sector healthcare providers It finances a range of business crtical asset classes including
commercial and haulage vehicles, vehicle rental fleets, taxis, machine tools, plant and healthcare equipment
Shawbrook acquired Singers Asset Finance i March 2012, providing the Bank with an established and profitable
lending platform and a highly respected management team which has been tending in the Asset Finance segment
since 1996 A large number of Asset Finance customers have had a relationship with the business for many years The
integration of the Asset Finance business 1s complete and it now operates as a division of Shawbrook

The loan book stood at £348 Sm at 31 December 2012 (2011 £nil), making it the largest component of the Shawbrook
asset base

342 Commercial Lending

The Commercial Lending division focuses on four complementary product categones residential investment
(experienced buy-to-let property investors), short term faclites (to high net worth individuals for property
refurbishment), semi commercial (mixed use residential and commercial property operated by seasoned SMEs), and
commercial properties (also operated by seasoned SMEs)

Shawbrook has developed the business around a best in class service preposition (including an underwriting decision
within 48 hours} and a product range designed around customer needs Experience has shown that speed of
response and speed of execution following a decision are services that customers value, but are not currently delivered
by many of Shawbrook’s larger and less flexible competitors Shawbrook does not require that customers purchase
ancillary products or transfer their bank accounts to Shawbrook as part of the transaction

Shawbrook achieved its first completion in May 2011 and, as at December 2012 Shawbrook had ¢ 870 customers and
a loan book of £200 6m (2011 £45 9m), and there were no loans (n arrears

343 Consumer Lending

The Consumer Lending division provides a range of unsecured personal foans for a variety of purposes currently
primarily focused on home improvement and hohday ownership All of the division’s loans are regulated under the
Consumer Credit Act As at 31 December 2012, the Consumer Lending loan book stood at £29 4m (2011 £1 7m)
Cnly 0 42% of the loan book had agreements more than 3 months in arrears, reflecting a disciplined application of strict
underwriting procedures

344 Secured Lending

The Secured Lending division provides loans secured by way of a second charge on the customer's primary residential
property Lending 1s provided for a wide vanety of purposes including home improvements, loan consohdation and
large consumer purchases The loan book has grown to £163 1m as at 31 December 2012 (2011 £61 Om) with very
limited arrears - only 0 3% of the loan book having agreements more than 3 months in arrears

345 Savings

Shawbrook currently raises its funding through retail and business deposits This provides the Bank with access to a
stable and flexible source of funding by offering customers attractive and competitive savings products The Bank 1s a
member of the Financial Services Compensation Scheme (“FSCS"), meaning that the first £85,000 of any elgible
depositor's funds are guaranteed by the FSCS
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Shawbrook's balance of deposits as at 31 December 2012 stood at £923 7m (2011 £180 4m), with £810m n new
deposits raised in 2012 A substantial portion (c £525m) of the increase in the deposit balance was raised in Q1 2012
to support the acquisition of Singers Asset Finance The Savings business 1s reported as part of the ‘Other’ segment
within the business

35 Financial Position

3.51 Loans and advances to customers

Shawbrook has benefited from progressive balance growth in all business lines with pleasing organic growth in the
commercial, consumer and secured lending businesses The acquisition of Singers Asset Finance in March 2012 saw
a significant increase in the level of loans and advances Gross lending in the year was £480m (2011 £77m) An
analysis of outstanding loans and advances I1s shown below with balances having grown by 574% during the course of
2012

Group Group

2012 2011

£m £m

Secured Lending 163 61
Consumer Lending 29 2
Commercial Lending 201 46
Asset Finance 348 -
Other 7 2
748 111

All lending 15 diversified by source with a spread of lending to SME and personal custormers with lending also
geographically diversified within the UK

The Bank continues to manage loans which have gone into arrears, supporting the borrower where possible whilst
ensuring that the business 1s protected The level of arrears remains low with only 0 5% of lending balances being over
3 months in arrears (2011 0 4%)

Where 1t 1s appropriate for customers’ needs, we apply a policy of forbearance and may grant a concession to
borrowers This may be applied where actua) or apparent financial stress of the customer 1s considered short term with
the potential to be recovered A concession may involve arrears capitalisation, a reduction in the monthly payment, a
conversion to interest only or a mortgage term extension These strategies are undertaken in order to achieve reduced
long term arrears and allow the best outcome for both the customer and the business by dealing with arrears at an
early stage The customer accounts are monitored to ensure that these strategies remain appropriate

Further details on the forbearance strategies of the Group can be found within note 20 1 1 which details alt account
renegotiations regardless of whether or not our customer has experienced financial difficulty in repaying their loan with
the Group For clanty, the arrears position of customers for reporting and provisioning 1s always based on the onginal
terms of the loan and 1s not amended in the light of reduced or amended payments in such cases of forbearance

3.6 Liquidity and Funding

Shawbrook adopts a conservative approach to asset and liabiity management The Bank aims to manage its liability
structure to ensure that it has a prudent level of matunty transformation while maimntaining an appropriate level of
hquidity

To date, Shawbrook's funding has been focused on the notice and term deposit market The Bank continues to
optimise its cost of funds and sources of iquidity through retention programmes and intends to access the Funding for
Lending Scheme (“FLS") and other wholesale funding sources in the future to the extent they provide more attractive
alternatives and diversity An analysis of the Bank's liquidity position 1s shown below

Group Group

2012 2011

Liquidity balances - £m 262 94
Liquidity balances Deposits 28% 52%
Liquidity buffer eligible assets - £Em 145 65
Liquidity buffer eligible Liquidity balances 55% 69%
Loan Deposit ratio * 81% 62%

* For the purposes of this calculation, the fair value adjustment to loans and advances has been excluded
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As part of the Bank’s hiquidity management strategy the Bank invests in money market securities Shawbrook Bank
invests in these securittes according to the Board approved investment policy that ensures these funds are invested In
a prudent and diversified manner Funds can only be invested with a counterparty that has at least long-term A3
Moody’s credit rating, or equivalent, or systemically critical clearers

Treasury assets are valued using quoted market prices Within the treasury investment portfolio the Bank has no
exposure to the Eurozone

The Bank regularly conducts an Individua! Liquidity Adequacy Assessment (*ILAA") in accordance with the FSA's
hquidity guidelines and the Board remains satisfied that the Group has sufficient hquid assets at its disposal, even
under stressed scenarios, to meet its obligations as they fall due

3.6.1 Retail

During the course of 2012, the savings market has remained competitive as institutions that have previously been
rehant on wholesale funding have continued to seek retall deposits The Bank’s focus has been the continual
development of its successful retail deposit franchise As at the year end the business had 22,277 accounts with
balances of £923 7m (2011 4,632 accounts and balances of £180 4m)

36.2 Wholesale

Whilst the Bank currently has no exposure to wholesale funding it 1s the Bank's intention to diversify its funding sources
through access to wholesale funding initially through drawdown of the Bank of England’s Funding for Lending Scheme
This will provide diversity of funding by source and tenor The asset finance and commercial divisions within the Bank
have prior experience of securitisation and f considered approprate the Bank will consider secuntisation at the
appropriate tme

3.7 Capital

Durning 2012, the Bank was regulated by the Financial Services Authonty (“FSA”) (from Apr! 2013 the FSA was
replaced by the Prudential Regulation Authority (“PRA") and the Financial Conduct Authonty (“FCA”} and these bodies
all require the Bank to manage its capital in accordance with 1ssued rules and guidance The capital requirements of
the Bank are monitored on a monthly basis and the results of this monitoring are reported to the Asset and Liability
Committee ("ALCO") and the Board Capital 1s ultimately held for the protection of retal depositors The internal level
of capital 1s set with the aim of ensuring that the business has sufficient levels of capital for current and projected future
activities, to withstand downturn stresses, and to ensure that the mimimum regulatory requirement is always met The
following table shows the composition of the Bank’s capital at 31 December 2042 and 2011

Group Group
2012 2011
£m £m
Share capital 1120 370
Retained earnings {136) (6 2)
Tier1 capital before deductions 98 4 308
Intangible assets {(150) {(54)
Reguiatory Capital 834 254
Risk Weighted Assets 4790 536
Regulatory Capitat RWAs 17 4% 47 4%

The regulatory capital position of the Bank 1s shown in note 20 4

The magnitude of the acquisitions allied to the growth experienced in 2012 required additional capital to be injected into
Shawbrook and during 2012 £75m of additional £1 ordinary shares were 1ssued to Laidlaw Acquisitions Limited at par
The business will require further capital to support both the organic growth in its lending books and any future
acquisitions The Board has set out plans covering the next 3 years and the shareholder 1s supportive of these and the
additional capital requirement that has been identified Throughout the year the Group and Company have complied
with Individual Capital Guidance (“ICG”) requirements The Group had £83 4m of Regulatory Capital at 31 December
2012 (2011 £25 4m)
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3.8 Outlook

The UK economic outlook remains uncertain with the medium to longer term trends unclear The pace of economic
recovery 1s likely to be tentative in the short to medium term Shawbrook remains well positioned to prosper in the
current environment with growth continuing In a prudent manner backed by our disciplined loan origination and
underwriting disciphnes We look ahead to 2013 and beyond with optimism in the knowledge that our business model
has proven itself and i1s increasingly profitable demonstrating the strong customer demand for the service we provide
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4 Directors’ Report

The directors present their annual report and accounts for the year ended 31 December 2012
4.1 Principal activities

The Company (the “Bank”) 1s a banking institution which 1s authornised and regulated by the FSA, and from 1 April 2013
by the FCA & PRA Its principal activities are

The taking of retail deposits

The provision of secured and unsecured consumer loans
The provision of secured commercial loans

The provision of asset finance

4.2 Board composition

The directors who served durnng the year were

Sir George Mathewson

Sir Brian lvory

Lindsey McMurray

Robin Ashton

Graham Alcock

Owen Woodley * - resigned 4 May 2012
Nicholas Fielden *

Thomas Wood * - appointed 24 October 2012
lan Henderson * — appointed 3 December 2012

* Executive Director

Director appointed after year end
Roger Lovering - appointed 25 January 2013

4.3 Investment in Subsidiaries

431 Acquisition of the Singers Group

On 22 March 2012, Shawbrook acquired 100% of the share capital of Singers Asset Finance Holdings Limited
("SAFH") which together with its subsidianies comprise the Singers Group (“Singers™) Singers 1S an Asset Finance
business that lends to UK businesses and the NHS through leasing and hire purchase products

Singers 1s a successful business that came with an experienced management team and established operational
capability It was previously owned by one of the Icelandic banks that falled dunng the 2008 banking cnsis However
the Singers business itself has never been in administration and continued to be strongly profitable both before and
after 2008 The acquisition by Shawbrook has enabled the business to expand its lending following the removal of the
funding constraints of an impaired parent Integration of the Shawbrook and Singers businesses took place throughout
2012 finalising on 4 March 2013 when the Singers group was rebranded as Shawbrook and continues to trade as one
of the divisions within Shawbrook

The Singers acquisition provides Shawbrook with an established and successful asset finance business to complement
the existing property backed and unsecured business lines providing a greater range of products to customers It also
significantly diversifies the Bank's lending activities thereby reducing risk

Immediately following the acquisition of SAFH, the entire share capital of Singers Corporate Asset Finance Limited
(“SCAF") and Singers Healthcare Finance Limited (“SHF") were transferred from SAFH to the Bank Then all of Singers
funding obligations to third parties were settled and all of the remaining assets and habilities of Singers were
transferred by way of an equitable assignment to the Bank at their net book value In addition, SCAF cancelled £31 Om
of £1 ordinary share capttal and paid a dividend of £2 5m and SHF also paid a dvidend of £11 2m

432 Acquisition of Money2lmprove Limited

On 19 November 2012, Shawbrook acquired 100% of the share capital of Money2improve Limited (‘M2i") The
Company operated as a business development team that generated relationships with key retall intermedianes n

Page 9




Shawbrook Bank Limited
Annual Report and Accounts For The Year Ended 31 December 2012

support of the Consumer Lending division Previously Shawbrook had been paying M2/ a sales commission for new
business generated, however post acquisition the key individuals in M2i became Shawbrook employees and the lead
generation activity transferred from M21 into Shawbrook itself

4.4 Results for the year
441 Group

The Group reached breakeven in May 2012 and has traded profitably since then However, overall the Group made a
trading loss for the year ended 31 December 2012 before taxation of £7 8m (2011 £10 8m) Losses after taxation were
£7 4m (2011 £8 5m)

The Group Income Statement has been charged with a number of adjustments not reflected in the Company's results
which total £3 1m and are comprised of £0 1m far value adjustments arnsing on business combinations, £0 9m
amortisation of intangible assets and £2 1m of costs relating to the acquisition of Singers and M2

442 Company

The Bank reached breakeven in May 2012 and has traded profitably since then However, overall the Bank made a
trading loss for the year ended 31 December 2012 of £46m (2011 £103m) There was a £21 8m (2011 £nil)
impairment of the Bank's investment in subsidiaries which increased the loss before taxation to £26 4m (2011
£10 3m) Losses after taxation were £26 3m (2011 £8 0m) The directors do not recommend the payment of a final
dividend {2011 £nil)

The value of the Bank’s investment in subsidianes was reduced to £nil following the transfer of all of the subsidiary
companies net assets to the Bank Consequently, a £21 8m imparrment charge was made in the Bank's financial
statements This has not resulted in a change to the Company’s capital positon because these investments were
already treated as a deduction from capital for regulatory purposes

4.5 Compliance

Throughout the year the Group and Company have complied with Individual Capital Guidance (“ICG™) requirements
and have exceeded and continue to exceed both the Individual Liquidity Guidance (“ILG") requirement and satisfy its
own nternal hquidity risk appetite

4.6 Political and charitable contributions
The Group did not make any political or chantable donations or incur any political expenditure during the year
4.7 Supplier payment policy

We do not currently subscrnibe to any code or standard on payment practice Our policy I1s to settle terms of payment
with suppliers when agreeing the terms of each transaction, to ensure that those suppliers are made aware of the
terms of payment, and to abide by the terms of payment

4.8 Directors’ insurance

The Group maintained and centinues to maintain an insurance policy for the directors and officers against any habilities
incurred in the conduct of therr duties

4.9 Principal risks and uncertainties

The Board regards the wdentification, monitoring and management of risk as a fundamental part of therr role and as
such they are actively involved in the development of risk management frameworks and policies The main nsks that
the business 1s exposed to are as follows

* Credit nsk 1s the nsk that a borrower or counterparty fails to pay the interest or to repay the capital on a loan or
any other financial instrument This 1s managed through the regular reviews of portfolio performance In the
Group Credit and Pricing Committee (“GCPC")

« Market nsk Is the nsk that the value of, or net iIncome ansing from, the Group's assets and liabilities change as
a result of changes to interest rates This 1s reviewed on a regular basis through the Asset and Liability
Committee (“ALCO")

¢« Liquidity nsk ts the risk that the Group 1s unable to meet its obligations as they fall due and this is managed
through ALCO
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» Operational risk I1s the nsk of loss ansing from inadequate controls or processes, people and systems This I1s
managed through the Operational Risk Review Committee and the Internal Audit process

s Regulatory risk i1s the risk that the Bank will have insufficient capital resources to support the business or does
not comply with regulatory requirements in the way it conducts its business or treats its custorners This 1s
managed by the Individual Capital Assessment Process (YICAAP™) and the comphance function

+ Residual value risk 1s the nisk of loss ansing from management estimates of the residual value of any particular
asset being incorrect

A more detailed description of the credit, market and hiquidity risk i1s set out in note 20 to these financial statements
410 Going concern

The financial statements are prepared on a going concern basis as the Directors have a reasonable expectation that
the Bank has adequate resources to continue in business for the foreseeable future In making this assessment, the
Directors have considered a wide range of nformation relating to present and future conditions including future
projections of profitability, cash flows and capital resources For this reason, they continue to adopt the going concern
basis in preparing the Bank’s financial statements Further information relevant to the assessment 1s provided within
the basis of preparation of the financial statements in note 14 3

4.11 Disclosure of information to the auditor

The directors confirm that so far as each of the directors are aware, there 1s no relevant audit information of which the
auditor s unaware and the directors have taken all the steps that they ought to have taken as directors in order to
make themselves aware of any relevant audit information and to estabhish that the auditor 1s aware of that information

4.12 Auditor

Pursuant to Section 487 of the Companies Act 2006, the auditor will be deemed to be reappointed and KPMG Audit Plc
will therefore continue n office

4.13 Statement of directors’ responsibilities

The drrectors are responsible for preparing the Directors' Report and the financial statements in accordance with
applicable law and regulations

Company law requires the directors to prepare group and parent company financial statements for each financial year
Under that law they have elected to prepare the group and parent company financial statements in accordance with
IFRSs as adopted by the EU and applicable law

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 group and parent company and of the profit or loss for that period In
preparing each of the group and parent company financial statements, the directors are required to

s select suitable accounting policies and then apply them consistently,

s make judgements and estimates that are reasonable and prudent,

s state whether they have been prepared in accardance with IFRSs as adopted by the EU, and

+ prepare the financial statements on the going concern basis unless it 1s inappropnate to presume that the

group and parent company will continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
parent company’s transactions and disclose with reasonable accuracy at any time the financial position of the parent
company and enable them to ensure that the financial statements comply with the Companies Act 2006 They have
general responsibihity for taking such steps as are reasonably open to them to safeguard the assets of the group and to
prevent and detect fraud and other irregulanties
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The directors are responsible for the maintenance and integrity of the corporate and financial information included on
the Group's website Legislation in the UK governing the preparation and dissemination of financial statements may
differ from legislation in other junsdictions

By order of the board

G (sl

lan Henderson
Chief Executive Officer
23 Apnl 2013
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5 Independent Auditor’s Report

We have audited the financial statements of Shawbrook Bank Limited for the year ended 31 December 2012 set out on
pages 14 to 64 The financial reporting framework that has been applied in their preparation 1s apphcable law and
International Financial Reporting Standards {IFRSs) as adopted by the EU and, as regards the parent company
financial statements, as applied in accordance with the provisions of the Companies Act 2006

This report 1s made solely to the company's members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 OQur 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

Respective responsibilities of directors and auditor

As explained more fully in the Directors' Responsibilities Statement set out on pages 11 and 12, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and farr view Our
responsibility 1s to audit, and express an opinion on, the financial statements in accordance with applicable law and
International Standards on Auditing {UK and Ireland) Those standards require us to comply with the Auditing Practices
Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements 1s provided on the Financial Reporting Council's website
at www frc org uk/auditscopeukprivate

Opimion on financial statements
In our opinicn

¢ the financial statements give a true and farr view of the state of the group’s and of the parent company's affarrs
as at 31 December 2012 and of the group's loss for the year then ended,

* the group financial statements have been properly prepared in accordance with IFRSs as adopted by the EU,

« the parent company financial statements have been properly prepared in accordance with IFRSs as adopted
by the EU and as applied in accordance with the provisions of the Comparies Act 2006, and

¢ the financial statements have been prepared in accordance with the requirements of the Companies Act 2006
Opinion on other matter prescnbed by the Companies Act 2006

In our opinion the information given in the Directors' Report for the financial year for which the financial statements are
prepared is consistent with the financial statements

Matters on which we are required to report by exception

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

+ adequate accounting records have not been kept by the parent company, or returns adequate for our audit
have not been received from branches not visited by us, or

s the parent company financial statements are not in agreement with the accounting records and returns, or
s certain disclosures of directors' remuneration specified by law are not made, or

* we have not received all the information and explanations we require for our audit

% 273 Apr‘d\ 20V3

Simon Clark {Senior Statutory Auditor)

for and on behalf of KPMG Audit Pic, Statutory Auditor
Chartered Accountants

One Snowhill, Snow Hill Queensway, Birmingham, B4 6GH
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6 Consolidated Income Statement
Note 2012 201
£000 £000
Interest receivable and similar mcome 181 46,866 4,799
Interest expense and similar charges (27,367) {2,997)
Net interest income 19,499 1,802
Operating lease rentals 15,053 -
Depreciation on operating leases 196 (11,992) -
Net income from operating leases 3,061 -
Fees and commissions income 508 640
Fees and commiSsIons expense (151) (236}
Net fee and commission income 357 404
Net operating Income 22,917 2,206
Acquisihon costs (2,147) -
Administrative expenses 18 2 (26,901) {12,730)
Impairment losses on financial assets 194 {913) (186)
Provisions for habiities and charges 19 11 {731) (76)
Loss before taxation {7,775) {10,786)
Income tax credit 186 412 2,307
Loss for the year, attributable to owners {7,363) (8,479)

The notes on pages 22 to 64 are an integral part of these financial statements

Page 14




Shawbrook Bank Limited
Annual Report and Accounts For The Year Ended 31 December 2012

7 Consolidated Statement of Comprehensive Income

Note 2012 2011

£000 £000

Loss for the year, attnbutable to owners (7,363) (8.479)
Other Comprehensive Income
Effective portion of changes in fair value of cash flow hedges {5) 5
Net change in fair value of investment securihes - availlable for sale 600 (658)
Tax on other comprehensive income 186 (146) 173
Total Other Comprehensive Income for the year net of taxation 449 {480)
Total Comprehensive Income for the year, attnbutable to owners {6,914) (8,959)

The notes on pages 22 to 64 are an integral part of these financial statements
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8 Consolidated Statement of Financial Position
Note 2012 2011
£000 £000
Assets
Cash and balances at central banks 229 -
Dervative financial Instruments 192 - 110
Loans and advances to banks and building societies 193 117,114 28,891
Loans and advances to customers 194 683,705 111,413
Investment secunties - available for sale 195 144,868 64,791
Property, plant and equipment 196 60,969 457
Intangible assets 197 15,041 5,363
Deferred tax asset 198 11,229 2,343
Other assets 199 10,951 1,468
Total Assets 1,044,106 214,836
Liabilities
Derivative financial instruments 192 - 104
Customer deposits 1910 923,680 180,419
Provisions for labiities and charges 19 11 792 86
Other liabilities 1912 21,037 3,916
Total Liabilities 945,509 184,525
Equity
Share capital 1915 111,990 36,990
Cash flow hedging reserve 1915 - 4
Available for sale reserve 1915 {31) (484)
Capital contribution reserve 1915 200 -
Retained earmings {13,562} {6,199)
Total Equity 98,597 30,311
Totat Equity and Liabilities 1,044,106 214,836

The notes on pages 22 to 64 are an integral part of these financial statements

These financial statements were approved by the Board of Directors on 23 Apnl 2013 and were signed on its behalf by

kel ~

lan Henderson

Director

Company number 388466

W

Thomas Wood

Director
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9 Company Statement of Financial Position
Note 2012 2011
£000 £000
Assets
Cash and balances at central banks 229 -
Derivative financial instruments 192 - 110
Loans and advances to banks and buillding societies 193 116,962 26,982
Loans and advances to customers 194 684,375 111,513
Investment secunties - available for sale 195 144,868 64,791
Property, plant and equipment 196 59,658 420
Investment in subsidianes 163 - 8,157
Deferred tax asset 198 11,437 2,343
Other assets 199 11,003 2,816
Total Assets 1,028,532 217,132
Liabihties
Dernvative financial instruments 192 - 104
Customer deposits 1910 923,680 180,419
Prowvisions for llabilities and charges 1911 792 86
Other habilities 1912 23,888 5,725
Total Liabilities 948,360 186,334
Equity
Share capital 1915 111,990 36,990
Cash flow hedging reserve 1915 - 4
Available for sale reserve 1915 (31) (484)
Capital contribution reserve 1915 200 -
Retained earnings {31,987) (5,712)
Total Equity 80,172 30,798
Total Equity and Liabilities 1,028,532 217,132

The notes on pages 22 to 64 are an integral part of these financial statements

These financial statements were approved by the Board of Directors on 23 Apnil 2013 and were signed on its behalf by

e Ol

lan Henderson

Director

Company number 388466

7
[FLLW\/

Thomas Wood
Director
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10 Consolidated Statement of Changes in Equity

Available Cash Flow Capital
Share for Sale Hedging Contnbution  Retained
Capital Reserve Reserve Reserve Earmings  Total Equity
£000 £000 £000 £000 £000 £000
Balance at 1 January 2011 2,000 - - 2,280 4,280
Total comprehensive income for the year
Loss for the year - - - - (8,479) (8.479)
Other comprehensive ncome
Cash flow hedges - - 5 - - 5
Fair value reserve (avallable for sale financial assets) - (658) - - - (658)
Tax on other comprehensive Income - 174 (1) - - 173
Total comprehensive income for the year - (484) 4 - {8,479) {8.,959)
Transactions with owners recorded directly in eguity
Contrbutions by and distnbutions tc owners
Issue of shares 34,990 - - - - 34,990
Total contnbutions by and distributions to owners 34,990 - - - - 34,990
Balance at 31 December 2011 36,990 {484} 4 - (6,199) 30,311
Balance at 1 January 2012 36,990 (484) 4 - (6,199) 30,311
Total comprehensive income for the year
Loss for the year - - - - (7.363) (7.363)
Other comprehensive income
Cash flow hedges - - (5) - - (5)
Farr value reserve (available for sale financial assets) - 600 - - - 600
Tax on other comprehensive Income - {147) 1 - - {146)
Total comprehensive income for the year - 453 4 - {7.363) {(6,914)
Capital contribution - - - 200 - 200
Transactions with owners recorded diractly 1n equity
Contrnibutions by and distnbutions o owners
Issue of shares 75,000 - - - - 75,000
Total contributions by and distnbutions to owners 75,000 - - - - 75,000
Balance at 31 December 2012 111,990 {31) - 200 (13,562) 98,597

The notes on pages 22 to 64 are an integral part of these financial statements
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1 Company Statement of Changes in Equity
Available Cash Flow Capital
Share for Sale Hedging Contrbution Retamned
Capital Reserve Reserve Reserve Earnings Total Equity
£000 £000 £000 £000 £000 £000
Balance at 1 January 2011 2,000 - - - 2,280 4,280
Total comprehensive income for the year
Loss for the year - - - - (7.992) (7,992)
Other comprehensive income
Cash flow hedges - - 5 - - 5
Farr value reserve {available for sale financial assets) - (658) - - - (658)
Tax on other comprehensive income - 174 (1) - - 173
Total comprehensive income for the year - (484) 4 - (7.992) {8,472}
Transactions with owners recordaed directly in equity
Contnbutions by and distnbutions to owners
Issue of shares 34,990 - - - - 34,990
Total contributions by and distributions to owners 34,900 - - - - 34,890
Balance at 31 December 2011 36,990 (484) 4 - (5,712) 30,798
Balance at 1 January 2012 36,990 {484) 4 - {5,712) 30,798
Total comprehensive income for the year
Loss for the year - - - - (26,275) (26,275)
Other comprehensive income
Cash flow hedges - - (5) - - {5}
Farr value reserve {availlable for sale financial assets) - 600 - - - 600
Tax on other comprehensive income - (147) 1 - - {146)
Total comprehensive income for the year - 453 (4) - (26,275) (25,826)
Capital contribution - - - 200 - 200
Transactions with owners recorded directly in equity
Contnbutions by and distnbutions to owners
Issue of shares 75,000 - - - - 75,000
Total contributions by and distributions to owners 75,000 - - - - 75,000
Balance at 31 December 2012 111,990 (31) - 200 {31,987) 80,172

The notes on pages 22 to 64 are an integral part of these financial statements
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12 Consolidated Statement of Cashflows

Note 2012 2011
£000 £000
Cash flows from operating activities
Loss for the year (7,363) (8.479)
Adjustments for
Tax 186 {412) (2,307)
Depreciation 196 12,433 150
Amortisation of Intangible assets 197 908 -
Provisions against loans and advances to customers 194 913 186
Imparrment on residual values 196 81 -
Amortisation of share scheme fair value 200 -
Profit on sale of property, plant and equipment {316) -
Cash flows from operating activities before changes in operating 6,444 (10,450)
assets and liabilities
Increase/decrease in operating assets and liabilities
Increase n Investment secunties - availlable for sale (63,476) (18,524)
Decrease/(increase} in derivative financial instruments 6 (6)
Increase in loans and advances to customers (310,502} {89,643)
Increase in other assets (3,674) (1,003}
Increase in customer deposiis 743,261 150,762
Provisions for habihties and charges 706 76
Increase in other habilities 3,399 3,723
369,720 45,385
Tax paid - (5
Net cash flow from changes in operating activities 376,164 34,930
Cash flows from Investing Activities
Purchase of property, plant and equipment (12,457) (594)
Sale of property, plant and equipment 3,716 -
Investment in subsidiaries net of cash and cash equivalents acquired {12,652) {5,363)
Net cash from Investing Activities (21,393) {5,957}
Cash flows from Financing Activities
Redemption of loan notes - (5.000})
Repayment of SAF third party funding (325,138) -
Proceeds from the 1ssue of ordinary share capital 75,000 34,990
Net cash from Financing Activities (250,138) 29,990
Net increase in Cash and Cash Equivalents 104,633 58,963
Cash and cash equivalents at 1 January 75,638 16,675
Cash and Cash Equivalents at 31 December 191 180,270 75,638

The notes on pages 22 to 84 are an integral part of these financial statements
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13 Company Statement of Cashflows

Note 2012 201
£000 £000
Cash flows from operating activities
Loss for the year (26,275) (7.992)
Adjustments for
Tax 186 (126) (2,307}
Depreciation 196 12,083 135
Impairment of investment in subsidianes 16 21,828 -
Prowsions against amounts due from customers 194 1,135 186
Impairment on residual values 196 81 -
Amortisation of share scheme farr value 200 -
Profit on sale of property, plant and equipment (316) -
Cash flows from operating activities before changes in operating 8,610 {9,978)
assets and habihities
Increase/decrease in operating assets and habilities
Increase in iInvestment secunties - available for sale {63,448) {18,528)
Decrease/{increase) \n denvative financial instruments 6 (2)
Increase n loans and advances to customers {310,502} (89,742)
increase In other assets (2,536) (2.351)
Increase 1n customer deposits 743,261 150,762
Increase in provisions for habilities and charges 706 76
Increase 1n other habihtes 4,441 5,532
371,928 45,747
Tax pad - {6)
Net cash flow from changes in operating activities 380,538 35,763
Cash flows from Investing Activities
Purchase of property, plant and equipment {12,492) {542)
Sale of property, plant and equipment 3,786 -
Investment in subsidianes net of cash and cash equivalents acquired {15,305) (8.157)
Net cash from Investing Activities (24,011) (8,699)
Cash flows from Financing Activities
Redemption of loan notes - {5,000)
Repayment of SAF third party funding {325,138) -
Proceeds from the issue of ordinary share capital 75,000 34,990
Net cash from Financing Activities {250,138) 29,990
Net increase in Cash and Cash Equivalents 106,389 57,054
Cash and cash equivalents at 1 January 73,729 16,675
Cash and Cash Equivatents at 31 December 191 180,118 73,729

The notes on pages 22 to 64 are an integral part of these financial statements
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14 Accounting Policies

14.1 Reporting entity

Shawbrook Bank Limited (the “Bank”) 1s domiciled in the UK The Consolidated Financial Statements of the Group as
at and for the year ended 31 December 2012 comprise the Bank and its subsidiaries (together referred to as the Group
and individually as Group entities)

14.2 Statement of compliance

The Group's financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) and Interpretations (IFRIC) as adopted and endorsed by the EU The financial statements are drawn up In
accordance with the Comparues Act 2006 No individual profit or loss account 1s presented for the Company as
permitted by section 408 (4) of the Companies Act 2006

14.3 Basis of preparation

The Consolidated Financial Statements are presented in Pounds Sterling They are prepared on the historical cost
basis as modified by the far value of available for sale assets and dervatives Uniform accounting policies are applied
consistently across the Group

The Group’s business activities together with its financial position and the factors likely to affect its future development
and performance are set out in notes 1 to 4 In addition, the nsk management information in note 20 includes the
Bank's objectives, policies and processes for managing its liquidity nisk, details of financtal instruments and hedging
activities, and 1ts exposure to credit risk and liquidity sk The capital management information in note 20 4 provides
information on the Group's capital policies and capital resources

in common with many financial institutions, the Group meets its day-to-day hquidity requirements through managing s
retail funding sources, and 1s required to maintain a sufficient buffer over regulatory capital and liquidity requirements in
order to continue to be authorised to carry on its business The Group's forecasts and objectives, taking into account a
number of potential changes in trading performance and funding retention, show that the Group should be able to
operate at adequate tevels of both iquidity and capital, for the foreseeable future The Group has also considered a
number of stress tests on capital and liquidity and these provide assurance that the Group 1s sufficiently capitalised and
Is comfortably in excess of iquidity stress tests

Consequently, after making enquines, the Directors are satisfited that the Group and Company has suffictent resources
to continue in business for the foreseeable future and have therefore continued to adopt the going concern hasis in
preparing the financial statements

14.4 Basis of Consolidation

1441 Business Combinations

Busmess combinations are accounted for using the acquisttion method as at the acquisition date, which 1s the date on
which control 1s transferred to the Group

The Group measures goodwill at the acquisition date as

« the farr value of the consideration transferred, plus
» the farr value of the existing equity interest in the acquiree, less
» the net recognised amount (generally far value) of the dentifiable assets acquired and liabilities assumed

Costs related to the acquisition, other than those associated with the 1ssue of debt or equity secunties, are expensed
as incurred 1n the consolidated accounts and capitalised within cost of investment in the Company accounts

1442 Subsidiaries

Subsidianes are entities controlled by the Group The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control commences until the date that control ceases

The results of the subsidiary companies are consolidated from the date of acquisition as follows

* 15 July 2011 for the “Link Loans” group of companies comprising Apple Holdco Limited, Apple Acquisitions
Limited, Ascot Funding Limited and Link Loans Limited
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* 22 March 2012 for the “Singers” group of companies comprising Singers Corporate Asset Finance Limited,
Singers Healthcare Finance Limited, SAF Funding Limited, Singers Asset Finance Holdings Limited,
Coachlease Limited, East Anglian Finance Limited, Hermes Group Limited, Singer & Friedlander Commercial
Finance Limited and six companies in iquidation as set out in note 16

+ 19 November 2012 for Money2Improve Limited

144.3 Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised income and expenses arising from intra-group transactions,
are elminated in preparing the consolidated financial statements

1444 Acquisition accounting

The Group recognises rdentifiable assets and liabilites at their acquisition date fair values Fair values are determined
from the estimated future cashflows generated by the assets Durning the year, the acquisition of the Singers group
indicated that there was a separate dentifiable intangible asset which met the cntena for separation from goodwill,
being customer relationships This has been valued through the application of a discounted cashflow model of future
anticipated renewal revenue

145 Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash eguivalents comprise cash and balances at central
banks, loans and advances to banks and building societies and short-term highly iquid debt secunties with less than 3
months to maturity from the date of acquisition Loans to banks and bullding societies compnse cash balances and call
deposits

14.6 Financial assets and financial liabilities

The Group classifies its financial assets in the following categonies at fair value through profit and loss, loans and
recelvables and availlable for sale financial assets The Group’s financial habiities are designated as other financial
habilities at amortsed cost and at far value through profit and loss A financial asset 1s measured imstially at fair value
plus the transaction costs that are directly attnbutable to its acquisition A financial iability 1s measured itially at fair
value less the transaction costs that are directly attnbutable to its issue

The Group has not classified any assets or habilities as held to maturty
14.6.1 Financial assets and liabilities at fair value through profit and loss

This category comprises interest rate swaps and caps Interest rate swaps are used to hedge against fluctuations in
future cash flows from interest rate movements on vanable rate loans On initial purchase the derivative 1s valued at farr
value and, when the criteria for hedge accounting are met, then the effective portion of the change in the farr value of
the hedging instrument 1s recognised in equity {cash flow hedging reserve) until the gain or loss on the hedged item 1s
reahsed, when 1t 1s amortised, the neffective portion of the hedging instrument 1s recognised In the statement of
comprehensive iIncome immediately On disapplication of hedge accounting, the amounts held in the cash flow hedging
reserve are amortised through the statement of comprehensive income over the remaining Ife of the hedged item Farr
values are based on quoted market prices in active markets and where these are not available, using valuation
techniques such as discounted cashflow models

1462 Loans and advances

Loans and advances are non-derivative financial assets with fixed or determinable payments thaf are not quoted in an
active market Loans and advances to banks and building societies are classified as loans and receivables Loans and
advances to customers include

+ those classified as loans and receivables, and
« finance lease and instalment credit receivables

Subsequent to initial recognition, loans and receivables are measured at amortised cost using the effective interest
method, less any impairment losses

The net investment in finance leases and instalment credit agreements represents the future lease rentals and
instalments receivable less profit and costs allocated to future periods Income is recognised throughout the life of the
agreement to provide a constant rate of return on the net investment in each lease or instalment credit agreement
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Where an agreement I1s classified as an operating lease at inception, but 15 subsequently reclassified as a finance
lease following a change to the agreement or an extension beyond the primary term, income contnues to be
recognised on a straight line basis, this Income recognition policy has been selected to avoid undue acceleration of
Income recognition whenever rentals are received in advance over a relatwely short extension period

1463 Available for sale financial assets

Availlable for sale financial assets are non-denvative financial assets that are designated available for sale and that are
not classified in any of the previous categories of financial assets Subsequent to initial recognition they are measured
at far value and changes therein, other than impairment losses, are recognised within other comprehensive income
and presented within equity in the avallable for sale reserve Interest iIncome 1s recognised in the income statement
over the life of the asset On disposal, gains and losses accumulated tn equity are reclassified to the income statement
Interest iIncome is recognised in profit or loss using the effective interest method

Available for sale financial assets solely compnise UK Government debt secunties
1464 Financial habihties

Customer deposits are non-denvative financial habilities with fixed or determinable payments Deposits are recognised
inihially at fair value and are subsequently measured at amortised cost using the effective interest method

1465 Derecognition of financial assets and habilities

Derecognition 1s the point at which an asset or liabity 1s removed from the balance sheet Policy 1s to derecognise
financial assets when the contractual rights to the cash flows from the financial asset have expired or where all the
risks and rewards of ownership have been transferred

A financial hability 1s derecognised when its contractual obligations are discharged, cancelled or expire
1466 Impairment of financial assets

Financial assets comprise loans and advances to customers and available for sale assets On an ongoing basis the
Group assesses whether there 1s objective evidence that a financial asset or group of financial assets 1s imparred A
financial asset or a group of financial assets 1s impaired and imparment losses are incurred if, and only ff, there 1s
objective evidence of impairment as a result of one or more events that occurred after the imtial recognition of the asset
(a “loss event”) and that loss event {or events) has an impact on the estimated future cash flows of the financial asset
or group of financial assets that can be reliably estmated

The critena that the Group uses to determine that there 15 objective evidence of imparrment loss include, but are not
hmited to, the foliowing

» Delinquency in contractual payments of principal or interest,
s Cash flow difficulties experience by the borrower, and
o Initiztion of bankruptcy proceedings

If there 15 objective evidence that an impairment loss on a financial asset has been incurred, the amount of the loss 1s
measured as the difference between the asset's carrying amount and the present value of estimated future cash flows
discounted at the financial asset’'s onginal effective interest rate The carrying amount of the asset 1s reduced through
the use of an allowance account and the amount of the loss I1s recognised in the income statement If a loan has a
vanable interest rate, the discount rate for measuring any imparment loss s the current effective interest rate
determined under the contract

When a financial asset 1s uncollectible it 1s written off against the related provision for impairment Such financial assets
are wntten off after all the necessary procedures have been completed and the amount of the loss has been
determined Subseguent recoveries of amounts previously written off decrease the amount of the provision for
impairment in the income statement

Frnancial assets that are not wriitten down individually become part of a portfolio which will be collectively assessed for
impairment Assessment of a portfolio assumes that loans, leases and instalment credit receivables have similar credit
nsk characteristics Objective evidence of mpairment of a portfolio of recevables exists if objective data indicates a
decrease in expected future cash flows from a portfolio of recevables and the decrease can be measured reliably but
cannot be identified with the individual recevables in the portfolio in which case a collective provision 1s applied

The Group operates a forbearance policy in situations where it becomes aware that an individual customer s
expernencing financial hardship Repayment options are discussed with the customer as are approprate to the
customer's specific situation The Group will not seek to repossess a property unless all other reasonable attempts to
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resolve the position have falled Forbearance accounts do not have a direct impact on provistons as the impairment
policy 1s applied to the onginal contractual position Further information 1s provided in note 20 1 1

14.7 Provisions

Provisions are recognised for present obligations ansing from past events where it 1s more likely than not that an
outflow of resources will be required to settte the obligations and they can be reliably estimated

14.8 Assets acquired in exchange for loans

Included within trade and other receivables are non-financial assets acquired in exchange for instalment credit, finance
lease receivables and operating leases as part of an orderly realisation The asset acquired 1s recorded at the lower of
its far value (less costs to sell) and the carrying amount of the loan (net of mpairment allowance)} at the date of
exchange No depreciation i1s charged in respect of assets held for sale Any subsequent write-down of the acquired
asset to farr value less costs to sell 1s recogrised in the Income Statement  Any subsequent increase n the fair value
less costs to sell, to the extent this does not exceed the cumulative write down, 1s also recognised in the Income
Statement, together with any realised gains or losses on disposal

14.9 Hedge accounting

On initial designation of the hedge, the Group formally documents the relationship between the hedging instruments
and the hedged items, including the risk management objective and strategy in undertaking the hedge, together with
the method that will be used to assess the effectiveness of the hedging relationship The Group makes an
assessment, both at the inception of the hedge relationship as well as on an ongoing basis, as to whether the hedging
instruments are expected to be highly effective in offsetting the changes in the farr value or cash flows of the respective
hedged items dunng the perod for which the hedge 1s designated, and whether the actual results of each hedge are
within a range of 80-125% The Group makes an assessment for a cash flow hedge of a forecast transaction, as to
whether the forecast transaction i1s highly probable fo occur and presents an exposure to variations in cash flows that
could ultimately affect profit or loss

If a hedging dervative expires or 1s sold, terminated, or exchanged, or the hedge no longer meets the critena for cash
flow hedge accounting, or the hedge designation 1s revoked, then hedge accounting 1s discontinued prospectively Ina
discontinued hedge of a forecast transaction the cumulative amount recognised 1n other comprehensive income from
the period when the hedge was effective 1s reclassified from equity to profit or loss as a reclassification adjustment
when the forecast transaction occurs and affects profit or loss If the forecast transaction 1s no longer expected to
occur, then the balance in other comprehensive income 1s reclassified immediately to profit or loss as a reclassification
adjustment If hedge accounting 1s discontinued, the amounts in the cashflow hedging reserve are amortised through
the income statement over the remaining life of the hedged item

14.10 Property, plant and equipment
1410.1 Operating Leases

Included within property, plant and equipment are operating leases where the Group provides finance to customers in
respect of medical equipment The net book value of operating leases represents the oniginal cost of the equipment
less cumulative depreciation Rentals are recogrnised on a straight hine basis over the lease term Depreciation 1s
recognised on a straight line basis to a residual value over the Iffe of the associated agreement

Further information on the reclassification from an operating lease to a finance lease 1s provided in note 14 6 2
14.10 2 Depreciation

Tangible fixed assets are stated at historical cost less accumulated depreciation Historical cost includes expenditure
that i1s directly attributable to the acquisition of the items

Depreciation i1s charged to the income statement on a straight-line basis over the estimated useful lives of each part of
an item of plant and equipment at the following rates

« (Cffice equipment 20% - 33%

s Fixtures and fitings 10%

»  Motor vehicles 25%

s Freehold property 50 years

* Leasehold costs Ife of the lease
* Operating leases Ife of the lease
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Depreciation methods, useful lives and residual values are reviewed at each balance sheet date
14.11 Intangible assets
14111 Goodwill

Goodwill has arisen on the acquisiton of companies whose businesses have been integrated within the Group and
reflects the difference between the consideration paid and the farr value of net assets acquired Subsequent to imtal
recognition, goodwill I1s stated at cost less any accumulated imparment losses Goodwil 1s not amortised but 1s tested
annually for impairment

An impairment loss 1s recognised If the carrying amount of an asset 1s greater than its recoverable amount No
imparrment losses were recognised during 2012

14112 Customer relationships

Long-standing customer relationships are expected to enhance the Group's future income On acquisiton of the
Singers group, the future iIncome steam ansing from the loyalty of long standing customer relationships has been
assessed and recognised as an intangible asset The cost 1s amortised over its useful economic life

1412 Impairment of non-financial assets

The carrying amount of the Group’s non-financial assets, other than deferred tax assets, are reviewed at each
reporting date to determine whether there 1s any indication of imparment If such indication exists, then the asset's
recoverable amount 1s estimated Goodwill is tested annually for impairment An impairment loss 1s recognised if the
carrying amount of an asset exceeds its recoverable amount

14.13 Revenue

Revenue represents income derived from loans and advances to customers, operating lease rentals together with fees
and commissions receivable

Interest income and expense are recognised In the statement of comprehensive income for all instruments measured
at amortised cost using the effective interest rate method

The effective interest method 1s a method of calculating the amortised cost of a financial asset or financial hability and
of allocating the interest income or interest expense over the relevant pericd The effective interest rate 1s the rate that
exactly discounts estimated future cash flows through the expected life of the financial instrument or, when appropnate,
a shorter peneod to the net carrying amount of the financial asset or financial hability When calculating the effective
interest rate, the Group takes into account all contractual terms of the financial instrument, for example prepayment
ophions, but does not consider future credit losses The calculatron includes all fees pad or received between parties to
the contract that are an integral part of the effective interest rate, transaction costs and all other premiums or discounts

Income from finance lease and instaiment credit agreements 1s recognised over the period of the leases so as to give a
constant rate of return on the net investment in the leases

Fees and commissions which are not considered integral {o the effective interest rate are recognised on an accruals
basis when the service has been provided or incurred

14.14 Operating lease payments

Payments made under operating leases are recognised in the income statement on a straight ine basis over the term
of the lease Lease incentives received are recognised In the income statement as an integral part of the total lease
expense

14.15 Share based incentive schemes

Where the Bank engages in share based payment transactions Iin respect of services received from certain of its
employees, these are accounted for as equity settled share based payments in accordance with IFRS 2 The equity 1s
in the B and C Ordinary Shares of the ultimate holding company, Laidlaw Acquisitions Limited

The acquisition date fair value of a share based payment transaction, 1s recogmsed as an employee expense, with a
corresponding increase in equity over the period that the employees become unconditionally entitled to the awards In
the absence of market prices, the farr value of the equity at the date of the acquisition 1s estimated using an appropnate
valuation technique
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The amount recognised as an expense In the Income Statement 1s based on amortising the acquisition date fair value
at a constant rate to the expected date when the fair value will be realised

14.16 Post - retirement obligations

The Group does not operate a pension scheme Pension contributions are paid to staff and directors’ personal pension
schemes The costs of the Group’s contributions to defined contribution pension arrangements are recognised as an
employee benefit expense when they are due

14.17 Taxation

Tax on the profit or loss for the year comprises current and deferred tax Tax 1s recognised in the income statement
except to the extent that it relates to items recognised directly in equity, in which case it I1s recognised in equity

Current tax I1s the expected tax payable or receivable on the taxable income or loss for the year, using tax rates
enacted or substantively enacted at the balance sheet date, and any adjustment to tax payable in respect of previous
years

Deferred tax 1s provided in full using the hability method on temporary differences between the carrying amounts of
assets and habiities for financial reporting purposes and the amounts used for taxation purposes The amount of
deferred tax provided 1s based on the expected manner of realisation or settlement of the carrying amount of assets
and habihties, using tax rates enacted or substantively enacted at the balance sheet date

A deferred tax asset is recognised for unused tax losses, tax credits and deductible temporary differences to the extent
that it 1s probable that future taxable profits will be available against which they can be utilised Deferred tax assets are
reviewed at each reporting date and are reduced to the extent that it 1s no longer probable that the related tax benefit
will be realised

14.18 Future accounting developments

A number of International Accounting Standards Board (IASB) pronouncements have been 1ssued but are not effective
for this financial year The standards considered most relevani to the Bank are as follows

14181 |AS 1 (revised) ‘Presentation of Financial Statements - Presentation of items of other comprehensive
Income’

Effective from 1 July 2012 and endorsed by the EU on 5 June 2012

The revised standard requires that an entity present separately the tems of other comprehensive income that may
subsequently be reclassified to profit or loss from those items that will not be reclassified to profit or loss

1418.2 IFRS 7 (revised) ‘Offsetting Financial Assets and Financial Liabilities
Effective from 1 January 2013 and endorsed by the EU on 13 December 2012

The revised standard amends the required disclosures to include information that will enable users of an entity's
financial statements to evaluate the effect or potential effect of netting arrangements, including nghts of set-off
associated with the entity's recognised financial assets and recognised financial habihities, on the entity’s financial
position

1418 3 IFRS 9 ‘Financial Instruments’
Effective from 1 January 2015 but not yet endorsed by the EU

The standard replaces parts of IAS 39 Phase one of this process specifically requires financial assets to be classified
at amortised cost or at far value Consequently, the available-for-sale category currently used will become void
Further development phases for IFRS 9 are scheduled to cover key areas such as imparment and hedge accounting
Early adoption 1s permitied once endorsed by the EU The impact of IFRS 9 1s hkely to be matenal to the Group once 1t
becomes effective

14 18.4 IFRS 10 ‘Consolidated Financial Statements’
Effective from 1 January 2014 and endorsed by the EU on 11 December 2012

IFRS 10 supersedes IAS 27 and incorporates the existing accounting and disclosure requirements of 1AS 27 with some
additional minor clarifications It also provides a single model to be applied in the control analysis for all investees This
1s unlikely to have a matenal impact on the Group
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14.18 5 IFRS 11 ‘Joint Arrangements’
Effective from 1 January 2014 and endorsed by the EU on 11 December 2012

This standard replaces the existing accounting for subsidiaries and joint ventures {now joint arrangements} and
removes the choice of equity or proportionate accounting for jointly controlled entities, as was the case under IAS 31
This 1s unlikely to have a maternial impact on the Group

14 18.6 IFRS 12 ‘Disclosure of Interests in Other entities’
Effective from 1 January 2014 and endorsed by the EU on 11 December 2012

This standard replaces the existing accounting for subsidianes and joint ventures (now joint arrangements) and
contains the disclosure requirements for entities that have interests in subsidiaries, joint arrangements, associates
and/or unconsolidated structured entities This 1s unlikely to have a material impact on the Group

1418 7 IFRS 13 ‘Fair Value Measurement’
Effective from 1 January 2013 and endorsed by the EU on 11 December 2012

This standard replaces the existing guidance on far value measurement in different IFRSs with a single definition of
farr value, a framework for measuring farr values and disclosures about farr value measurements This i1s unlikely to
have a matenal impact on the Group

14188 Amendments to JAS 32 ‘Offsetting Financial Assets and Liabilities’
Effective from 1 January 2014 and endorsed by the EU on 13 December 2012

This standard was amended to clarfy the offsetting critena, specifically when an entity currently has a legal right of set
off, and when gross settlement 1s equivalent to net settlement This I1s unlikely to have a matenal impact on the Group

Page 28




Shawbrook Bank Limited
Annual Report and Accounts For The Year Ended 31 December 2012

15 Critical Accounting Estimates and Judgements

The Group makes estimates and assumptions that affect the reported amounts of assets and liabiities at the date of
the financial statements and the reported income and expenses during the reported period Estimates and judgements
are continually evaluated and are based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances The key estimates, assumptions and judgements
are set out below

15.1 Effective interest rate

In determining the expected life of loans and receivables assets, the Group uses historical and forecast redemption
data as well as management judgement At regular intervals throughout the year, the expected life of loans and
receivables assets are reassessed for reasonableness Any vanation in the expected life of these assets will change
the carrying value in the statement of financial position and the timing of the recognition of interest income A 10%
increase in the expected Iife of loan assets would have an immatenal impact in the value of loans on the statement of
financial position

15.2 Impairment losses on loans and advances

The Group regularly reviews Its portfolios to assess the level of impairment In determining whether an impairment loss
should be recorded in the statement of comprehensive income, the Bank makes judgements as to whether there 1s any
observable data indicating that there 1s a measurable decrease In the estimated future cash flows from the portfolio of
loans and advances before the decrease can be dentified with an individual agreement in that portfolio

This evidence may include observable data indicating that there has been an adverse change in the payment status of
borrowers in a group, or national or local economic conditions that correlate with defaults on assets in the group
Management uses estimates based on historical loss experience for assets with similar credit nisk charactenistics and
objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows

The methodology and assumptions used for estmating both the amount and timing of future cash flows are reviewed
regularly to reduce any differences between loss estimates and actual loss experience To the extent that default rates
differ from that estimated by 10%, the impairment provision would change by an estimated £0 3m

15.3 Acquisition accounting

Acquisition accounting involves a number of estimation technigues, including the determination of the far value of
assets and liabilites at acquisition, the farr value of consideration and the appropriate amortisation period for
intangibles Management estimates of the far values in relation to the acquistion of the Singers group and
Money2lmprove Limited are contained in note 16 The major judgements and estimates relate to the fair value of loans
and advances and property, plant and equipment and the farr value of the customer relationship intangible

15.4 Fair value of identifiable net assets of the Singers group and Money2improve

The acquisitions duning the year have been accounted for in accordance with apphcable accounting standards which
require the recognition of the identifiable assets acquired and liabilities assumed at therr acquisition date fair values

This exercise 1s inherently subjective and required management to make a number of assumptions and estimates Fair
values were established using discounted cashflow models

Durning 2012, the effects of the fair value adjustments have started to unwind and be recogmised in the Group’s Income
statement The determination of the extent to which the adjustments unwind often require significant judgement The
unwind of the acquisition date fair values on customer lending and property, plant and equipment 1s based on the
estimated average life of the underlying asset

15.5 Cost of investment in subsidiaries

The business and underlying assets of Singers, Link Leans and Money2improve have all been transferred into
Shawbrook The value of these business units 1s not impacted by this, however the legacy legal entities are no longer
required The decision has been made in Shawbrook to imparr the cost of these investments The value of the
businesses 1s reflected 1n the purchased goodwill that rs held against these businesses, and the future revenues from
these exceed the amount of goodwill held on the consolidated financial positton
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15.6 Residual values

Management use a combination of historic experience and future projections to estimate the appropriate residual value
for particutar vehicles or items of plant and equipment at least on a monthly basis The nature of the equipment, its
state of condition, and obsolescence factors, are key determinants In estimating restdual values at any point in time
Management performs sensitivity analysis and compares a range of outcomes to include the possibility of extensiwon or
In the event of non-extension the possibility of sale or rehire as part of the assessment as to whether impairments are
necessary If future residual values matenalise at 10% lower than predicted then this could have an impact on
profitability of approximately £1 1m

15.7 Deferred tax asset recognition

The deferred tax asset recognised at 31 December 2012 has been recogmised on the basis that the Directors believe it
IS probable that sufficient future taxable profits will be generated against which it can be utiised In arnving at this
conclusion the Directors have estimated the future profit performance for the Group which ts subject to a number of
variables If forecast profit reduces by 10% the Directors would st deem recognition of the deferred tax asset as
appropnate
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16 Business Combinations

16.1 Subsidiary companies
The Bank has the following substdiary companies whose results are included In these consolidated financial
statements
Country of Class of
Incorporation  shares held Ownership Principal Activity
Singers Corporate Asset Finance Limited England and Wales Ordinary 100% Finance and Leasing
Singers Healthcare Finance Limited England and Wales Crdinary 100% Finance and Leasing
and its subsidiary
SAF Funding Limited England and Wales Ordinary 100% Secuntisation vehicle
Singers Asset Finance Holdings Limited England and Wales Ordinary 100% Holding company
and its subsidianes
Coachlease Limited England and Wales Ordinary 100% Dormant
East Anghan Finance Limited England and Wales Ordinary 100% Dormant
Hermes Group Limited England and Wales Ordinary 100% Dormant
Singer & Friedlander Commercial Finance
Limited Scotland Ordinary 100% Dormant
Central Scotland Finance Limited * Scotland Ordinary 100% In Liquidation
Hermes Leasing Limited ™ England and Wales Ordinary 100% In Liquidation
Hermes Leasing (London) Limited ** England and Wales Ordinary 100% In Liquidation
Hermes Leasing (Western) Limited ** England and Wales Ordinary 100% In Liguidation
Hermes Lease Finance Limited ** England and Wales Ordinary 100% In Ligwdation
Singer & Friedlander Finance Limited England and Wales Ordinary 100% In Ligwdation
Apple Holdco Limited England and Wales Ordinary 100% Holding company
and its subsidianes
Appte Acquisihion Limited England and Wales Ordinary 100% Dormant
Ascot Funding Limited England and Wales Ordinary 100% Dormant
Link Loans Limited England and Wales Ordinary 100% Arranging consumer loans
Shawbrook Buildings and Protecton Limited England and Wales Ordinary 100% FSA authonsed introducer of
insurance
Money2Improve Limited England and Wales Ordinary 100% Introducer

* Dissolved at Companies House on 22 January 2013

** Dissolved at Companies House on 24 January 2013

16.2

Acquisition of subsidiary companies

On 22 March 2012, the Bank acquired 100% of the share capital of Singers Asset Finance Holdings Limited (*"SAFH")
{“Completion”), for constderation of £55 8m SAFH and its subsidiaries represent the Singers group

Following Completion, the ownership of Singers Corporate Asset Finance Limited (“SCAF") and Singers Healthcare
Finance Limited ("SHF") was transferred from SAFH to the Bank, the Singers group then settled its outstanding funding
obligations of £325m and transferred all of its remaining assets and hiabihties by way of an equitable assignment to the
Bank at their net book value

The business of the Singers group 1s the provision of asset finance and leasing In the nine months since acquisition to
31 December 2012, the Asset Finance division contributed net operating income of £17 1m and profits of £9 Om to the
Group's results
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Gross Contractual

contractual cashflows not

Fair value of amounts expected to be

recelvables receivable collected
£000 £000 £000
Loans and advances to customers 262,723 263,495 1,100
Property, plant and equipment 63,956 62,297 -
Deferred Tax 8,412 8,909 -
Intangible assets 1,100 - -
Other net assets 35,720 35,720 -
Total assets acquired 371,91 370,421 1,100

On 19 November 2012, the Bank acquired 100% of the share capital of Money2Improve Limited for consideration of
£0 5m, a company whose business Is to act as an introducer of unsecured consumer lending

These acquisitions were accounted for in accordance with IFRS 3 (Revised) '‘Business Combinations’ which requires
the recogrnition of the identifiable assets acquired and habiliies assumed at ther acquisition date far values
Information on specific farr value adjustments 1s provided in the tables below (Money2lmprove figures have been
aggregated with Singers as they are not individually matenal)

Amortisation of fair

Book value at Fair value value during the
acquisition adjustment Note Take-on values year
£000 £000 £000 £000
Loans and advances to customers 263,495 (772) a 262,723 169
Property, plant and equipment 62,297 1,659 b 63,956 (349)
Borrowings and loan notes (325,138) - (325,138) -
Deferred Tax 8,809 {497) 8,412 283
Intangible assets - 1,100 ¢ 1,100 (908)
Other net assets 35,720 - 35,720 -
Net identifiable assets and lhiabihities 45,283 1,490 46,773 (800)
Consideration paid 56,259
Representing
Goodwill on acquistion 197 89,486
Tota! intangible assets on acquisition 9,486

The goodwill I1s attnibutable to the skills and technical talent of the workforce and enduring quality of the acquired broker
relationships The customer relationships intangible recognises the benefit to the Group of endurning relationships with
existing customers and their beneficial impact on future new business advances and income

a) Finance lease and instalment credit agreements were adjusted to far value using discounted cashflow models
which used benchmark interest rates The adjustment reflects the movement in credit spreads since the lending
was onginated

b) Property, plant and equipment were adjusted to far value using discounted cashflow models which used
benchmark interest rates

¢} The intangible asset is 1n relation to future business derived from existing and enduring customer relationships
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Amortisation of the initial fair value adjustment

Market rate fair value adjustments are amortised on an even yield basis over the expected remaining life of the leases
Credit loss farr value adjustments are amortised at the point of time that the loss crystallises Losses experienced In
excess of those identified at acquisition are expensed through the Group Income Statement

Amortisation of the intangible asset

The intangible asset 1s amortised over the period over which revenue 1s earned from the existing and enduring
customer relationships

16.3 Investment in Subsidiaries

Company Company

2012 2011

£000 £000

At 1 January 8,157 -

Acquisition of the Link Loans group of companies - 8,157

Acquisition of the Singers group of companies 57,818 -
Capital reduction by subsidiary (31,041)
Dividends received from subsidiaries (13,707)

Acgquisition of Money2Improve Limited 601 -

Provision for impairment (21,828) -

At 31 December - 8,157

An impairment provision of £21 8m has been made against all of the investment in subsidiaries as at 31 December
2012 on the basis that these companies had £nil net assets following the transfer of ther entire net assets to the Bank
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17 Segmental Information

2012 Secured Commercial Consumer Asset Other Total
Lending Lending Lending Finance
£000 £000 £000 £000 £000 £000

Net operating income before interest

expense and similar charges 12,247 7,985 1,873 28,065 114 50,284

Assets 163,094 200,630 29,435 343,493 302,454 1,044,106

2011 Secured Commercial Consumer Asset Other Total
Lending Lending Lending Finance

£000 £000 £000 £000 £000 £000

Net operating income before interest
expense and similar charges 2,543 611 72 1,977 5,203

Assets 60,960 45,854 1,739 - 106,283 214,836

The Group is structured nto four main segments which are Secured Lending, Consumer Lending, Commercial Lending
and Asset Finance The central functions of the Group are included in ‘Other’ along with the Deposit and Treasury
teams Profits generated from the Asset Finance dwvision are for the period from acquisition of the Singers Group on 22
March 2012 to 31 December 2012
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18 Income Statement Analyses

18.1 Interest receivable and similar income

Group Group
2012 201
£000 £000
Interest on loans and advances to customers 46,563 3,599
Interest receved and realised (losses) / gains on available for sale investment
secunties (86) 835
Interest on loans and advances to banks and building societies 189 365
Interest recervable and simidar income 46,866 4,799
18.2 Administrative Expenses
Group Group
Note 2012 2011
£000 £000
Staff costs 184 15,749 5,689
Profit on disposal of fixed assets (316) -
Depreciation {excluding operating lease assets) 196 441 150
Amortisation of intangible assets 197 908 -
Operating lease rentals - land and buldings 723 272
Impairment of intercompany balance - 1,042
Other administrative expenses 9,396 5,677
Administrative expenses 26,901 12,730
18.3 Auditor’s remuneration
Group Group
2012 2011
£000 £000
Audit of these financial statements 170 70
Amounts receivable by auditors and their associates in respect of
Audit of financial statements of subsidianes pursuant to tegislation 70 5
Other services pursuant to such legislation 12 -
Other services relating to taxation 72 16
Services relating to corporate finance transactions entered into or proposed 83
to be entered into by or on behalf of the company or group )
All other services 14 -
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18.4 Staff numbers and costs

The average number of persons employed by the Group (including directors) during the year was as follows

Group Group

2012 2011

No No
Sales 113 43
Admin 66 28
179 71

The aggregate payroll costs of these persons were as follows

Group Group

2012 2011

£000 £000

Wages and salanes 14,010 4,919
Social secunty costs 1,173 585
Pension costs 566 185
15,749 5,689

The share based payment transactions gave rise to a £200k charge during the year which led to the creation of a

Capital Contribution Reserve which I1s deemed to be fully distributable Full details of the share based payment scheme
are shown in the accounts of the ulimate holding company

18.5 Directors’ remuneration

Group Group

2012 2011

£000 £000
Directors’ emoluments 746 574

Compensation for loss of office 45 -

Amounts paid to third parties for non-executive directors services 30 28
Contnibutions to money purchase pension plans 12 18
833 620

Highest paid director Group Group
2012 2011

E£0Q0 £000

Directors’ emoluments 213 185
Contnbutions to money purchase pension plans - 13
213 198
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Retirement benefits are accruing to the following number of directors under

Group Group
2012 2011
No. No
Money purchase schemes 2 2
18.6 Income tax expense
1861 Recognised in the Income Statement
Group Group
2012 2011
£000 £000
Current tax
Current year 3 6
Adjustment in respect of prior years 32 -
Total current tax 35 6
Deferred tax
Ongination and reversal of temporary differences (1,341) -
Adjustment in respect of prior years 147 -
Reduction In tax rate 747 -
Losses for the year - {2,313)
Total deferred tax {447) {2,313)
Total tax credit (412) (2,307)
1862 Recognised in Other Comprehensive Income
Group Group
2012 2011
£000 £000
Effective portion of changes in fair value of cash fiow hedges 1 (1)
Change in far value of assets classified as available for sale (147) 174
Tax on other Comprehensive Income (146) 173
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18 6.3 Tax reconciliation

Group Group

2012 2011

£000 £000
Loss for the year (7,775) {10,786)
Implted tax charge thereon at 24 5% (2011 26 5%) 1,905 2,858
Adjustments
Pnior year adjustment (179) - I
Permanent difference ansing from change in tax rate on deferred tax balances (747) (138) |
Disallowable expenses and other permanent differences (567) (276) !
Other adjustments - (137)
Total Tax 412 2,307
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19 Statement of Financial Position Analyses

19.1  Cash and cash equivalents

Group Company Group Company

2012 2012 2011 2011

£000 £000 £000 £000

Cash and balances at central banks 229 229 - -

Loans and advances to banks and buldding societies 117,114 116,962 28,891 26,982
Investment secunties - available for sale (less than 3 months

maturity from acquisition date) 62,927 62,927 48,747 46,747

Cash and Cash Equivalents 180,270 160,118 75,638 73,729

19.2 Derivative Financial Instruments

Dervatives are held for non-trading purposes and are designated in qualifying hedging relationships

Notional Fair value Fair value of
Amount of assets labilities
£000 £000 £000
At 31 December 2012
Interest Rate Swaps 108,372 - -
Al 31 December 2011
Interest Rate Swaps 49,248 110 104

As part of the acquisition of the Singers group of companies, an amortising cap was acquired It has a strike price of
2 5%, and a notional value as at 31 December 2012 of £108m reducing to £nil by December 2014 The farr value of the
cap at 31 December 2012 1s £nil

19.3 Loans and Advances to Banks and Building Societies

Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Placements with other banks and bullding societies included
in cash and cash equivalents 117,114 116,962 28,891 26,982

Page 39




Shawbrook Bank Limited
Annual Report and Accounts For The Year Ended 31 December 2012

The table below presents an analysis of Loans and Advances to Banks and Building societies by rating agency
designation as at 31 December, based on Moody's long term ratings

Group Company Group Company

2012 2012 2011 2011

£000 £000 £000 £000

Aa2 - - 57 57

Aal 5,011 4,960 9,472 9,472

Al - - 4,556 4,556

AZ 78,922 78,939 14,799 12,890
A3 33,181 33,063 - R

Unrated - - 7 7

117,114 116,962 28,891 26,982

The Bank only lends to UK high street banks and buillding societies Deposits are placed either overnight or for a short
term with a duration of less than three months

19.4 Loans and advances to customers

Loans and advances to customers can be summansed as follows

Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Loan receivables 394,750 394,817 111,413 111,513
Finance lease receivables 91,157 91,109 - -
Instatment credit receivables 197,798 198,449 - -
Total Loans and Advances to Customers 683,705 684,375 111,413 111,613
1941 Loan Receivables
Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Gross loan recevables 396,197 396,197 111,707 111,707
Allowances for impairment losses {1,447) {1,380) (294) (194)
Total Loan receivables 394,750 394,817 111,413 111,513
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Loan Receivables (continued)

Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Neither past due nor imparred 393,873 393,873 109,595 109,595
Past due but not impaired
Up to 30 days 808 808 512 512
30-60 days 465 465 1,024 1,024
60-90 days 370 370 98 98
1,643 1,643 1,634 1,634
Impaired 681 681 478 478
396,197 396,197 111,707 111,707
Less allowances for impairment losses on loans and
advances (1,447) {1,380) (294) {194)
Loans and advances to customers 394,750 394,817 111,413 111,513

The interest income recognised on impaired loans dunng the year was £95,562 (2011 £16,000)

The Group enters Into agreements with customers and where appropriate takes security The securty profile of the

loan book 1s shown below

Group Company Group Company

2012 2012 2011 2011

£000 £000 £000 £000
Secured on property 364,833 364,833 106,962 106,962
Unsecured 31,364 31,364 4,745 4,745
396,197 396,197 114,707 111,707

The amount of collateral held at 31 December 2012 1s £364 8m (2011 £107 Om) which 1s 1n the form of residential and

commercial property
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19.42 Finance Lease Receivables

Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Gross amounts receivable
within one year 44136 44,1368 - -
in the second and fifth year inclusive 64,170 64,170 - -
after five years 1,630 1,630 N -
109,936 109,936 - -
Less unearned finance income (17,767} {18,176) - -
Allowances for impairment losses (1,012) {651) - -
Net investment in finance leases less provisions 91,157 91,109 - -
Amounts falling due
within one year 36,597 36,578 - -
in the second and fifth year inclusive 53,208 53,180 - -
after five years 1,352 1,351 - -
Net investment in finance leases 91.157 91,109 - -
Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Neither past due nor impaired 86,480 86,071 - -
Past due but not impaired
Up to 30 days 4,335 4,335 - -
30-60 days 79 79 - -
60-80 days 12 12 - -
over 90 days 19 19 - -
4,445 4,445 - -
Impaired 1,244 1,244 - -
92,169 91,760 - -
Less allowances for impairment losses on loans and ) )
advances (1,012) (651)
Finance lease receivables 91,157 91,109 ' N
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19.43 Instalment Credit Receivables

Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Gross amounts recewvable
within cne year 108,976 108,976 - -
In the second and fifth year inclusive 116,755 116,755 - -
after five years 881 881 - N
226,612 226,612 - -
Less uneamned finance income (26,855) (26,755) - B
Allowances for imparrment losses (1,959) {1,408) - N
Net investment in instalment credit lass provisions 197,798 198,449 - -
Amounts falling due
within cne year 95,119 95,423 - -
in the second and fifth year inclusive 101,910 102,244 - -
after five years 769 772 - -
Net investment in instalment credit agreements 197,798 198,449 - -
Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Neither past due nor impaired 198,307 198,407 - -
Past due but not impaired - -
Up to 30 days 152 152 - -
30-60 days 36 36 - -
60-90 days 35 35 - -
over 90 days 79 79 - -
302 302 - -
Impaired 1,148 1,148 . -
199,757 199,857 - -
Less allowances for impaiment losses on loans and advances {1,959) (1,408) - -
Instaiment credit receivables 197,798 198,449 - -
1944 Cost of equipment acquired during the year
Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Finance leases 50,684 50,684 - -
Instalment credit 117,932 117,932 - -
Total cost of equipment acquired during the ysar 168,616 168,616 - -
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1945 Impairment

The movement in the allowances for losses In respect of loans, finance leases, instalment credit agreements and
assets acquired in exchange for loans during the year was as follows

Group Company Group Company

2012 2012 2011 2011

£000 E000 £000 £000
Al 1 January 294 194 - 1,459
Acquired in business combinations 3,277 3,277 8 B
Fair value adjustment in business combinations 4,400 - 100 -
Provision for impaimment losses 913 1,135 186 186
Provisions utilised (494) (494) - -
Provisions on loan disposal to Manchester Bullding Society - - - {1,451)
At 31 December 5,090 4,112 294 194
Analysis of impairment by type
Wnte down on assets acquired m exchange for loans 26 26 - -
Specific provisions aganst residual values on operating . B
leases 646 647
Loan recevables 1,447 1,380 204 194
Finance lease receivables 1,012 651 - -
Instalment credit recevables 1,959 1,408 - -
At 31 December 5,090 4112 294 194

19.5 Investment Securities - Available for Sale

Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
UK Government Treasury Bills 144,868 144,868 21,983 21,983
UK Government Gilts - - 42,808 42,808
Investment secunties - available for sale 144,868 144,868 64,791 64,791
Group Company Group Company
2042 2012 2011 2011
£000 £000 £000 £000
AL 1 January 64,791 64,781 - -
Additions 991,639 991,639 76,447 76,447
Disposals and matuntes {912,162) {912,162) {10,998) {10,998)
Net gains / {losses) from changes in farr value recogrised in other
comprehensve ncome 600 600 {658) (658)
At 31 December 144,868 144,868 64,791 64,791

As at 31 December 2012, UK Government Gilts and Treasury Bills are rated AAA by Moody's
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19.6 Property, Plant and Equipment

1961 Group
Fixtures,
Freehold Leasehold Fittings & Motor  Operating
Property Property Eqguipment Vehicles Leases Total
£000 £000 £000 £000 £000 £000

Cost
At 1 January 2011 - - - - - -
Acquired in business combinations - - 141 - - 141
Additions - - 594 - - 594
Disposals - - (117) - - (117}
At 31 December 2011 - - 618 - - 618
Acquired in business combinations 437 82 1,704 165 140,276 142,664
Additions - - 599 - 11,858 12,457
Disposals - - (6) (103) (8,114) (8,223)
Transfer to finance leases - - - - (10,840) (10,840)
Balance at 31 December 2012 437 82 2,915 62 133,180 136,676
Depreciation
At 1 January 2011 - - - - - -
Acqguired in business combinations - - 128 - - 128
Depreciation charge for the year - - 150 - - 150
Disposals - - {117} - - (117)
At 31 December 2011 - - 161 - - 161
Acquired in business combinations 188 51 1,174 113 78,758 80,284
Far value adjustment in business ) ) } )
combinations {1,659) (1,659)
Depreciation charge for the year 7 9 418 7 11,992 12,433
Disposals - - (3} (60} (6,697) (6,760)
Impairment - - - - 81 81
Transfer to finance leases - - - - {8,833) (8,833)
Balance at 31 December 2012 195 60 1,750 60 73,642 75,707
Net book value
At 31 December 2011 - - 457 - - 457
At 31 December 2012 242 22 1,165 2 59,538 60,969
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Property, Plant and Equipment {continued)
1962 Company

Fixtures,
Freehold  Leasehold Fittings & Motor  Operating
Property Property Equipment Vehicles Leases Total
£000 £000 £000 £000 £000 £000

Cost
At 1 January 2011 - - 141 - - 141
Additions - - 542 - - 542
Disposals - - {(117) - - (117)
At 31 December 2011 - - 566 - - 566
Transfer from subsidianes 437 82 1,704 165 140,276 142,664
Additions - - 634 - 11,858 12,492
Disposals - - (6) {103) (8,114) {8,223)
Transfer to finance leases - - - - (10,840) {10,840)
Balance at 31 December 2012 437 82 2,898 652 133,180 136,659
Depreciation
At 1 January 2011 - - 128 - - 128
Depreciation charge for the year - - 135 - - 135
Disposals - - (117) - - (117)
At 31 December 2011 - - 146 - - 146
Transfer from subsidianes 188 51 1,174 113 78,758 80,284
Depreciation charge for the year 7 9 418 7 11,642 12,083
Disposals - - (3) (60) (6,697) {6,760)
Impairment - - - - 81 81
Transfer to finance leases - - - - (8,833) {8,833)
Balance at 31 December 2012 195 60 1,735 60 74,951 77,001
Net book value
At 31 December 2011 - - 420 - - 420
At 31 December 2012 242 22 1,163 2 58,229 59,658
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19.7 Intangible assets

Group-
Customer
Relationships Goodwill Total
Note £000 £0060 £000
At 1 January 2011 - - -
Acquired in business combinations - 5,363 5,363
At 31 December 2011 - 5,363 5,363
At 1 January 2012 - 5,363 5,363
Acquired in business combinations 16 2 1,100 9,486 10,586
Amortised in the year (908) - (908)
At 31 December 2012 192 14,849 15,041
19.8 Deferred Tax Asset
Deferred tax assets are attnbutable as follows
Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Accelerated tax depreciation 9,016 9,016 - -
Tax value of losses carned forward 1,912 1,912 2,312 2,312
Deferred tax on acquisiion adjustments (208} - - N
Other 509 509 31 31
Deferred Tax Asset 11,229 11,437 2,343 2,343
Group Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
At 1 January 2,343 2,343 3 3
Transfer Available for Sale debtor brought forward 174 174 - -
Current penod movement - recognised In Income 1,341 1,075 2,313 2,313
Current penod movement - recognised in equity {147} {147) (1) (1)
Pnor year adjustment {147) (147) - -
Effect of tax rate changes (747) (770} - -
Deferred tax on acquisiton adjustments (497) - - -
Acquired in business combinations 8,909 8,909 - -
At 31 December 11,229 11,437 2,343 2,343

The Group has a deferred tax asset of £11 2m as of 31 December 2012 resulting from the accumulated losses during
the start-up phase of development and also decelerated capital allowances The business reached breakeven in May
2012 and has generated profits thereafter The business plan projects profits in future years sufficient to utiise the

£11 2m deferred tax asset

A reduction 1n the UK corporation tax rate from 26% to 25% (effective from 1 April 2012) was substantively enacted on
5 July 2011, and further reductions to 24% (effective from 1 April 2012} and 23% (effective from 1 April 2013) were
substantively enacted on 26 March 2012 and 3 July 2012 respectively This will reduce the Company's future current
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tax charge accordingly The deferred tax asset at 31 December 2012 has been calculated based on the rate of 23%
substantively enacted at the balance sheet date

The March 2013 Budget announced that the rate will further reduce to 20% by 2015 in addition to the planned
reduction to 21% by 2014 previously announced in the December 2012 Autumn Statement Based on the deferred tax
asset at 31 December 2012 the impact of the future corporation tax rates reductions enacted and announced for 2014
and 2015 would be a reduction of benefit in 2013 of £0 9m in the Company and £0 8m n the Group and in 2014 of
£0 6m 1n the Company and £0 6m n the Group

19.9 Other Assets

Group Company Group Company

2012 2012 201 2011

Note £000 £000 £000 £000

Other debtors 7,529 7,531 1,203 1,183
Prepayments 3,233 3,116 191 191
Corporation tax recoverable 101 144 - -
Amounts due from group companies 21 88 212 74 1,442
Other Assets 10,951 11,003 1,468 2,816

Other debtors in 2012 include £5 5m of operating lease rentals in advance

19.10 Customer Deposits

Group  Company Group Company
2012 2012 2011 2011
£000 £000 £000 £000
Instant access 1,725 1,725 1,888 1,888
Term deposits 921,955 921,955 178,531 178,531
Customer Deposits 923,680 923,680 180,419 180,419
19.11  Provisions for liabilities and charges
Group  Company Group Company
2012 2012 2011 201
£000 £000 £000 £000
Al 1 January 86 86 20 20
Provisions utiised (25) (25) {10} (10)
Provistons made dunng the year 731 731 76 76
At 31 December 792 792 86 86

In common with all regulated UK deposit takers, the Group pays levies to the FSCS to enabte the FSCS to meet claims
against it The FSCS levy consists of two parts a management expenses levy and a compensation levy The
management expenses levy covers the costs of running the scheme and the compensation levy covers the amount of
compensation the scheme pays, net of any recoveries it makes ustng the nghts that have been assigned to it

The FSCS meets these current clams by way of loans received from HM Treasury The terms of these loans were
interest only for the first three years, and the FSCS seeks to recover the interest cost, together with ongoing
management expenses, by way of annual management levies on members over this period

The Group FSCS provision reflects market participaton up to the reporting date The above provision includes the
estimated management expense levy for the scheme years 2012/13 and 2013/14 This amount was calculated on the

Page 48




Shawbrook Bank Limited
Annual Report and Accounts For The Year Ended 31 December 2012

basis of the Group's current share of protected deposits taking into account the FSA’s estimate of total management
expense levies for each scheme year

The management expenses levy for scheme year 2011/12, which formed part of the provision at 31 December 2011,
was calculated using the agreed funding rate of 12 month LIBOR + 30bps Following the expiry of the initial three year
fixed interest term, extensive negotiations between HMT and FSCS resulted in an agreed funding rate of 12 month
LIBOR + 100bps which 1s the rate that will be charged for the HMT loans for the penod from 1 Aprnil 2012, on which the
management expenses levy for scheme year 2012/13 and 2013/14 has been based

In addition to the management levies, from scheme year 2013/14, tnggered by parhcipation 1n the market at 31
December 2012, the FSCS 1s to levy over three years the current estmated shortfall on capital loans outstanding of

£802m In common with the management expenses levy, the compensation levy was calculated on the basis of the
Group’s current share of UK protected deposits

19.12 Other Liabilities

Other Liabilittes

Group  Company Group Company

Note 2012 2012 20119 2011

£000 £000 £000 £000

Cther creditors 16,104 16,165 1,967 1,870
Accruals 4,933 4,706 1,949 1,975
Amounts due to group companies 21 - 3,017 - 1,880
Other Liabilities 21,037 23,888 3,916 5,725

Other creditors in 2012 includes £3 8m of operating lease rentals in advance and £4 4m of tax deducted at source from
chient deposit interest

19.13 Operating Leases

Non-cancellable operating lease rentals on land and bulldings are payable as follows

Group Company Group Company

2012 2012 2011 20191

£000 £000 £000 £000

Less than 1 year 540 40 - -
Between 1 and 5 years 1,037 1,105 1,476 1,476
More than 5 years - - - -
1,577 1,145 1,476 1,476

Leases as fessor

Operating lease rentals receivable from agreements classified as property, plant and equipment, as disclosed in note
19 6, are receivable as follows

Group Company Group Company

2012 2012 2011 2011

£000 £000 £000 £000

Less than 1 year 14,276 14,276 - -
Between 1 and 5 years 33,981 33,981 - -
More than 5 years 1,403 1,403 - -
49,660 49,660 - -
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19.14 Capital Commitments

The Group and Company have no capital commitments at 31 December 2012 (2011 - £nil)

19.15 Capital and reserves

19151 Share Capital
Allotted and fully paid
Ordinary shares of £1 each

2012 2011

£000 £000
Onissue at 1 January 36,990 2,000
Issued for cash 75,000 34,990
On issue at 31 December 111,990 36,990

During the year the Bank 1ssued 75,000,000 Ordinary shares of £1 each for cash at par value
19.152 Cash Flow Hedging Reserve

The Cash Flow Hedging reserve comprnises the effective portion of the cumulative net change in the farr value of cash
flow hedging instruments

19153 Available for Sale Reserve

The Availlable for Sale Reserve includes the cumulative net change in the farr value of Investment Securities - Avallable
for Sale until the investment is derecognised or impaired

19 15.4 Capital Contribution Reserve

The Capital Contribution Reserve was created as a result of the share based payments scheme and 1s deemed to be
fully distributable

19.16 Financial instruments

Farr values of financial assets and financial labilities are based on quoted market prices If the market 1s not active the
Group establishes a farr value by using appropriate valuation techniques These include the use of recent arm's length
transactions, reference to other instruments that are substantially the same for which market observable prices exist,
net present value and discounted cash flow analysis The objective of valuation techniques 1s to determine the farr
value of the financial instrument at the reporting date as the price that would have been agreed between active market
participants in an arm's length transaction

The Group measures farr value using the following far value hierarchy that reflects the significance of the inputs used
in making measurements

Level 1 Quoted prices in active markets for identical assets or liabilities
Level 2 Inputs other than quoted prices included within Level 1 that are observable for the asset or liabdity,
either directly (1 e as prices) or indirectly (1 e derived from prices)

+ Level 3 Inputs for the asset or liability that are not based on observable market data (unobservable inputs)

Farr value of financial assets and financial abilities that are traded in active markets are based on quoted market
prices or dealer price quotations For all other financial instruments the Group determines farr values using valuation
techniques

The Group uses widely recognised valuation models for determining the far value of common and more simple
financial instruments, like interest rate and currency swaps that use only observable market data and require little
management judgement and estimation Observable prices and model inputs are usually availlable in the market for
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simple over the counter derivatives like interest rate swaps Availability of observable market prices and model inputs
reduces the need for management judgement and estimation and also reduces the uncertainty associated with the
determination of farr values Availability of observable market prices and inputs varies depending on the products and
markets and 1s prone to changes based on specific events and general conditiens 1n the financial markets

The consideration of factors such as the magnitude and frequency of trading activity, the availability of prices and the
size of bid/offer spreads, assist in the judgement as to whether a market i1s active. If in the opinion of management, a
significant proportion of the instrument’s carrying amount 1s driven by unobservable inputs, the instrument in its entirety
i1s classified as valued using significant unobservable inputs ‘Unobservable’ in this context means that there 1s hitle or
no current market data available from which to determine the leve! at which an arm’s length transaction would be likely
to occur It generally does not mean that there 1s no market data available at all upon which to base a determination of
farr value {consensus pricing data may, for example, be used)

19.16.1 Investment Securities Available for Sale

The far value of Investment Securities Available for Sale 1s determined by reference to their quoted id price at the
balance sheet date

19.16.2 Dernivative financial instruments

The farr value of interest rate swaps 1s denved by discounting estimated future cash flows based on the terms and
maturity of each contract and using market interest rates for a similar instrument at the measurement date

The interest rates used to discount estimated cash flows are based on LIBOR
19163 Loans and Advances to Customers

Farr value 1s calculated based on the present value of future principal and interest cash flows, discounted at the market
rate of interest at the balance sheet date, adjusted for future credit losses If considered matenal

19.16.4 Customer Deposits

Farr value 1s calculated based on the present value of future principal and interest cash flows, discounted at the market
rate of interest at the balance sheet date

The fair values of all financial assets and financial habilities by class together with thew carrying amounts shown in the
balance sheet are shown in the following tables
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19.16.5 Fair value hierarchy

The table below analyses financial instruments measured at farr value into a farr value hierarchy

Level 1 Level 2 Total
£000 £000 £000
At 31 December 2012
Avallable for sale financial assets 144,868 - 144,868
144,868 - 144,868
At 31 December 201
Available for sale financial assets 64,791 - 64,791
Derwvative financial assets - 110 110
Dervative financial habilites - (104) (104)
64,791 6 64,797
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20 Risk Management

20.1 Credit risk

Credit nsk 1s the nsk of suffenng financial loss should borrowers or counterparties default on thewr contractual
obligations to the Bank The Bank faces this nisk from its lending to

+  Customer nisk (Individual and business lending)
e Treasury credit nsk

2011 Customer nsk

The key driver of credit nsk remains a further slowdown in the UK economy which could lead to higher unemployment,
deterioration in household finances and falls in house prices, all of which could increase arrears and defaults

The controlled management of credit nsk 1s cnitical to the Bank’s overall strategy The Bank has therefore embedded a
comprehensive and robust nisk management framework with clear lines of accountability and oversight as part of its
overall governance framework The Bank has effective processes and policies to momtor, control, mitigate and
manage credit risk within the Bank's nsk appette The GCPC provides oversight to the effectiveness of all credit

management across the Bank and the controls in place ensure lending 1s within the Board approved credit nisk
appetite

The Bank's collections and recoveries processes aim to provide a responsive and effective operation for the arrears
management process We seek to engage in early communication with borrowers experiencing difficulty in meeting
their repayments, to obtain therr commitment to maintaining or re-establishing a regular payment plan

The Group maintains a forbearance policy for the servicing and management of any customers entering into arrears
across its lending products The Group 1s committed to supporting any customers in financial difficulty and will ensure
the necessary processes and policies are in place to enable consistently fair reatment of each customer At the same
time, the Group ensures those processes and policies do not restrict the ability to manage and support customers
based on therr own individual circumstances This includes considening whether 1t 1s appropriate to agree to vary or
suspend the terms of a loan, e g by extending its term, changing the type of loan, defernng interest or by capitalising
arrears to assist a customer In financial difficulties The Group will not seek to repossess a property unless all other
reasonable attempts to resolve the position have faled Repossession 1s regarded as the last resort As at 31
December 2012, the number of such forbearance arrangements in place was 11 {2011 15), the carrying value of which
was £419,000 against which impairment provisions of £107,000 (2011 £15,000) were held

2012 Treasury credit risk

Treasury credit risk arises from the wholesale investments made by the Bank's Treasury function, which 1s responsible
for managing this aspect of credit nsk in line with Board approved nsk appetite and wholesale credit policies
Wholesale counterparty hmits are reviewed monthly by the ALCO based on analyses of counterparties’ financial
performance, ratings and other market information to ensure that hmits remain within our risk appetite

The Group's maximum exposure to credit nsk after provisions for mparment s as follows

Group Company Group Company

2012 2012 2011 2011

£000 £000 £000 £000

Cash and balances at central banks 229 229 - -
Denvative financial instruments - . 110 110
Loans and advances to banks and building societies 117,114 116,962 28,891 26,982
Loans and advances to customers 683,705 684,375 111,413 111,513
Investment secunties - avallable for sale 144,868 144,868 64,791 64,791
945,916 946,434 205,205 203,396

Contractual commitments 73,685 73,685 25,950 25,950
Total Credit Risk 1,019,601 1,020,119 231,155 229,346

Contractual commitments represent agreements entered into but not advanced as at 31 December 2012
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The above table represents the maximum credit risk exposure to the Group at 31 December 2012 and 2011 without
taking account of any underlying security The security held at 31 December 2012 s £364 8m (2011 £107 Om) in the
form of residential and commercial property and £291 9m (2011 £ni) in the form of finance lease and instaiment credit
agreements

An indication of the credit quality of loans and advances to customers can be seen in note 19 4 which shows the
balances that have fallen past due and those that are impaired at 31 December 2012

Cash and cash equivalents primarily represent current account and UK money market balances with major UK financial
institutions “Investment securities - available for sale” compnse high quality UK Government debt secunties and further
information can be seen In note 19 5

Included within loans and advances to banks and building societies as at 31 December 2012 1s £nif (2011 £0 3m)
which the Group has deposited as collateral against cash flow obligations under interest rate swap contracts held for
cash flow hedging purposes

20.2 Liquidity risk

Liquidity nisk 1s the risk that the Bank 1s unable to meet its current and future financial obligations as they fall due, or 1s
only able to do so at excessive cost The Bank has, therefore, developed comprehensive funding and hquidity policies
to ensure that it maintans sufficient iquid assets to be able to meet all financial obhigations and maintan public
confidence

The Bank's Treasury function 1s responsible for the day to day management of the Bank's liquidity and wholesale
funding The Board sets limits over the level, composition and matunty of iquidity and deposit funding balances,
reviewing these at least annually Compliance wth these imits 1s monitored daily by Finance and Risk personnel {1 e
independent of Treasury) and additionally, a senies of iquidity stress tests are performed weekly by Risk and formally
reported to ALCO and the Board to ensure that the Bank maintains adequate liquidily for business purposes even
under stressed conditions

The Bank reports its liquidity position against Individual Liquidity Guidance (“ILG™} provided by the FSA for regulatory
purposes

The Group mantains sufficient hquidity resources to enable it to survive for over 3 months under any combination of
idiosyncratic, market wide and combination stresses A lquid assets buffer of high qualty UK Treasury Bills or reserves
with the Bank of England i1s used to create a source of highly liquid assets that can be called upon to create sufficient
hquidity to meet liabilities on demand
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The table below analyses the Group's contractual undtscounted cashflows of its financial assets and habilities

Gross
nominal
Carrying inflow/! Less than 1-3 2months 1-5 Morethan
amount  {outflow) 1 month months to 1 year years 5 years
£000 £000 £000 £000 £000 £000 £000
At 31 December 2012
Assets
Cash and balances at central banks 228 229 - - - - -
Loans and advances to banks and building . R
sacieties 117114 117,114 107,114 10,000 -
Loans and advances to customers 683,705 728,398 14,961 28,780 130,588 344,522 209,547
Investment securities - available for sale 144,868 144,952 95,452 47,500 2,000 - -
945,916 990,693 217,527 86,280 132,588 344,522 209,547
Liabilities
Customer deposits (923,680) (1,383,930) (184,657)  {350,878) (352,860) _ (515,535) -
{923,680) {1,383,930) (164,657)  (350,878) (352,860)  (515,535) -
At 31 December 2011
Assets
Derwvative financial Instruments 110 110 - - 1 109 -
Leans and advances to banks and building ) _
societies 28,891 28,891 28,891 B B
Loans and advances to customers 111,413 199,636 1,067 2,133 9,595 78,813 108,028
Investment securnties - available for sale 64,791 64,000 3,000 15,000 46,000 - -
205,205 292 637 32,058 17,133 55,506 78,922 108,028
Liabihties
Denvative financial Instruments (104) {104) - - - {104) -
Customer deposits (180,419)  (192,934) (4,990) (76,414) (51,071) (60,459) -
(180,523)  (193,038) (4,990) (76,414) (51,071} (60,563) -
The following table sets out the components of the Group’s iquidity reserve
2012 2012 2011 2011
Carrying Fair Carrying Fair
amount value amournt value
£000 £000 £000 £000
Balances with central banks 229 229 - -
Loans and advances to banks and bulding societies 117,114 117,114 28,891 28,891
investment secunties - available for sale 144,868 144 868 64,791 64,7H1
Total iguidity reserve 262,211 262,21 93,682 93,682
The table below sets out the availlability of the Group’s financial assets to support future funding
2012 2012 2012 2011 2011 2011
Unencumbered Unencumbered
Available as Avallable as
collateral Other Total collateral Other Total
£000 £000 £000 £000 £000 £000
Denvative financial Instruments - - - 110 - 110
Loans and advances to banks and bullding societies 117,114 - 117,114 28,891 - 28,891
Loans and advances to customers 683,705 - 683,705 111,413 - 111,413
Investment secunties - available for sale 144,868 - 144,868 64,791 - 64,791
Property, p'ant and equipment 59,538 - 59,538 - - -
Non-financial assets - 38,881 38,881 - 9,631 9,631
Total assets 1,005,225 38,881 1,044,108 205,205 9,631 214,836
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20.3 Market risk

Market risk 1s the nisk that the value of, or income arising from, the Bank’s assets and habiities change as a result of
changes in market prices, the prnincipal element being interest rate nisk

The Bank has no foreign currency exposure and does not engage in any trading operations

The Bank’s treasury function 1s responsible for managing the Bank's exposure to all aspects of market nsk within the
operational limits set out In the Bank's treasury policies ALCO approves the Bank's treasury policies and receives
regular reports on all aspects of market risk exposure, including interest rate risk

2031 Interest rate risk

Interest rate risk 1s the risk of loss ansing from adverse movements In market interest rates  Interest rate nisk anses
from the loan and savings products that we offer This nsk 1s managed through the use of appropniate financial
instruments, including denvatives, with established nsk imits, reporting lines, mandates and other control procedures

20.3.2 Basis nsk

Basis nsk 1s the nisk of loss ansing from changes in the relationship between interest rates which have similar but not
identical charactenstics (for example, LIBOR and Bank of England Base Rate) This 1s monitored closely and regularly
reported to ALCO This nisk 1s managed where appropniate, through the use of dervatives, with established risk imits
and other control procedures

The Bank’s forecasts and plans take account of the nsk of interest rate changes and are prepared and stressed
accordingly, in ine with FSA guidance

20.3.3 Interest rate sensitivity gap

The Group considers a 200 basis points (“bps™) movement to be appropnate for scenaro testing given the current
econormic outlook and industry expectations The Group estimates that a 200 bps movement in interest rates paid /
received would have iImpacted the 2012 results by £0 65m

The following table summarises the repricing periods for the Group’s assets and liabiities Items are aliocated to time
bands by reference to the earlier of the next contractual interest rate change and the matunty date
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20.4 Capital risk and management

The Bank conducts an ICAAP at least annually, which 1s approved by the Board This is used to assess the Bank’s
capital adequacy and determine the levels of capital required to support the current and future risks in the business
derived from the corporate plan The ICAAP addresses all the Bank's matenal nsks and includes Board approved
stress scenarios which are intended, as a mimimum, to meet regulatory requirements The ICAAP 1s used by the FSA
to set the Bank's Individual Capital Guidance (“ICG”) requirements

The amount and composition of the Bank's capital requirement 1s determined by assessing the Basel || Piflar 1
minimum capital requirement, the impact of stress and scenario tests under Pillar 2, and the Bank's ICG

The Bank adopts the standard approach to both credit and operational nsk To meet Basel Il Pillar 3 requirements, the
Bank publishes further information about its exposures and nsk management processes and policies on the Bank’s
website www shawbrook co uk

The Board 15 ulimately responsible for capital management The Board and Executive Management Committee
monitor the capital postiton of the Group on a monthly basis The ICAAP s central to the capital management
framework and 1s used 1o inform the Board of the ongoing assessment and quantification of the Group's risks, how the
Bank mitigates those risks and capital adequacy of the Bank

Not all matenal risks can be mitigated by capital, but where capital is appropriate the Board has adopted a “Pillar | plus”
approach to determine the level of capital the Group needs to hold This method takes the Pillar | capital formula
calculations (standardised approach for credit, market and operational rnsk) as a starting point, and then considers
whether each of the calculations deliver a sufficient capital sum adequately to cover management's anticipated risks
Where the Board considered that the Pillar | calculations did not reflect the risk, an additional capital add-on in Pillar |l
Is applied, as per the |CG 1ssued by the FSA

At all imes the Group's capital position must be aligned with the capital adequacy hmits approved by the Board in the
risk appetite statement, which 1s to maintain a robust capital and liquidity management under “normal” and “stressed”
conditrons With regard to capital management this means

s Maintain a level of capital equal to the minimum that 1s set by the FSA 1n the ICG
+ All capital will be Core Tier 1 capital Any change to this policy must be agreed by the Board

The following shows the regulatory capital resources managed by the Group and Company

Group Company Group Company

2012 2012 2011 201

£000 £000 £000 £000

Share capital 111,990 111,990 36,990 36,990
Retained earnings (13,562) (31,987) {6,199) (5,712)
Core Tier 1 98,428 80,003 30,791 31,278
Intangible assets (15,041) - (5,363) -
Investments - - - {8,157)
Regulatory Capital 83,387 80,003 25,428 23121
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The regulatory capital reconciles to the total capital in the Group’s Statement of Financial Position as follows

Group  Company Group Company

2012 2012 2011 2011

£000 £000 £000 £000

Regulatory Capital 83,387 80,003 25,428 23121
Intangible assets 15,041 - 5,363 -
Investments - - - 8,157
Cash flow hedging reserve - - 4 4
Available for sale reserve (31) (31) (484) (484)
Capital contribution reserve 200 200 - -
Total Equity 98,597 80,172 30,311 30,798
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21 Other Analyses

21,1 Related party transactions

Related parties of the Group include the Bank's parent company, Key Management Personnel, close family members
of Key Management Personnel and entities which are controlled, jontly controlled or significantly influenced, or for

which significant voting power is held, by Key Management Personnel or their close family members Key Management
Personnel are defined as the Directors

2111 Group

Ladlaw
Acquisitions
Limited
£000

At 1 January 2011
Transactions dunng the year 74

At 31 December 2011

74
At 1 January 2012 74
Transactions dunng the year 14
At 31 December 2012 88
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21.1.2 Company

Singers Singers Singers Link Loans
Corporate  Healthcare  Asset Finance Limited Ladlaw Other
Asset Finance Finance Holdings and Acqusttions Group

Limited Limited Limited Subsidiaries Lmited companes Total

£000 £000 £000 £000 £000 £000 £000

At 1 January 2011 - - - - - - -
Net assets transferred to Shawbrook - - - (512) - - (512)
Acquisiticn costs - - - - 1,116 - 1,116
Imparrment of intercompany balance - - - - (1,042) - {1,042)
At 31 December 2011 - - - (512) 74 - (438)
Amounts due o group companies (1.880)

Amounts due from group companies 1,442
At 31 December 2011 {438)
At 1 January 2012 - - - {512) 74 - (438)
Net assets transferred to Shawbrook (251,774) {118,628) {40,246) (1.879) - - {412,527)

Repayment of thurd party funding 218,195 106,943 - - - - 325,138

Share capital cancelled 31,041 - - - - - 31,041

Dvdend pa:d 2,470 11,237 - - - - 13,707

Capital reduction - - 40,230 - - - 40,230

Other (9) 42 - - 14 3 44
At 31 December 2012 an (406) (186) (2,391) 88 {(3) (2,805)
Amounts due to group companies (3.017)

Amounts due from group companies 212
At 31 December 2012 (2,805)

21.2 Uiltimate parent company

The Bank 15 a subsidiary uncertaking of Lardlaw Acquisitions Limited, which 1s incorporated in England and Wales and
15 the largest company in which the results of the Bank and ts subsidiaries are consolidated The consolidated

financial statements of Laidlaw Acquisitions Limited are availlable on request from Lutea House, Warley Hill Business
Park, Brentwood, Essex CM13 3BE
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