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MARKS AND SPENCER FINANCIAL SERVICES PLC

Report of the Directors for the Year Ended 31 December 2010
Company Registration Number : 1772585

The directors present thewr report and the audited financial statements for the year ended
31 December 2010

Results and Dividends

The Company’s results for the year under review are as detailed in the statement of comprehensive
income shown 1n these accounts

Dividends totalling £40 nulhion were paid during 2010 (2009 £80 million) £20 million was 1n relation to
dividends declared for the year ended 31 December 2009 and a further £20 million of intennm dividends
were paid relating to 2010

On 25 March 2011 the directors declared a further dividend of £20 million payable on 31 March 2011 1n
respect of the year ended 31 December 2010 (2009 £20 rmllion).

Business Review

Introduction and principal activities
The Company 1s regulated by the Financial Services Authority and provides financial services to both
Marks and Spencer and non-Marks and Spencer customers The main products provided by the Company

are credit cards, unsecured personal loans, general insurance, savings, travel money and a fee based
premium club product

Objectives

The Company aims to be the first choice provider of financial services for Marks and Spencer customers,
being renowned for quality, service, value, innovation and trust A 10 year relationship agreement
between the mtermediate parent company (HSBC Bank Plc) and Marks and Spencer Plc provides
financial incentives for the ongoing profitable development of the Company

Strategy
The Company strategy involves increasing both its customer base and product holdings per customer

whilst dehivering an industry-leading cost - mmcome ratio This strategy will be delivered by focusing on
the following core themes

- Increase customer awareness of the Company and 1ts product offerings,

- Reposition and enhance the Company’s product range,

- Improve presence within Marks and Spencer distribution channels (stores, on-line, telephone),
- Provide high levels of service across all operations, and

- Ongoing focus on efficiency to deliver best 1n class operating costs

Risk and uncertainties
The main financial nsks faced by the Company include the following

Credit nisk, there 1s a nisk to the Company of financial loss 1f a customer or counter-party fails to pay 1n
full when due

Operational nsk, loss may anse through fraud, unauthonsed activities, error, omission, inefficiency,
systems failure or from external events.

Interest rate nsk, the Company has an exposure to interest rate changes having both fixed and floating
funding and advances to customers




MARKS AND SPENCER FINANCIAL SERVICES PLC

Report of the Directors for the Year Ended 31 December 2010 (continued)

Further details of these nsks and how they are managed are provided in Note 2 of the Financial
Statements The Company may also be affected by changes to legislation resulting from ongoing reviews
mto certain industry issues

Measurement

The Company uses a range of measures to monitor progress against strategic and corporate objectives
These include financial measures (e g profit before tax, cost income ratio, advances/deposits ratio),
business measures, customer survey research, satisfaction measures (research, retention, cancellation
rates) and risk measures (e g. credit loss ratios, present value basis point).

Performance
The Company saw a 5% increase 1n profit before tax in the year This was a result of a 21% decrease

year-on-year 1n loan impairment charges which has been offset by an increase 1n operating expenses of
10%

The cost - income ratio ncreased to 46% for 2010 from 40% 1n 2009 reflecting additional profit share
paid to Marks and Spencer Plc due to year on year profit growth. Operating income (before loan
impairment charges) reduced by 4% 1n 2010

The customer satisfaction target of 75% was achieved during 2010 (2009 71%).

With respect to new business, the Company grew savings deposits by 18% through the launch of new
products and the re-pricing of existing products The number of general insurance policies 1n force
increased by 1% and premium club policies increased by 51%

Future Trends

In delivering 1ts strategic goals, the Company will continue to drive growth 1n 1ts core product lines (e g
credit card, general insurance, travel money, savings) whilst introducing new products. The Company will
aim to increase its awareness through dehvery of the strategy where its offers fit Marks & Spencer brand
values and 1t focuses on ‘Make, Sell, Keep’

Going Concern
The financial statements are prepared on a going concern basis

Directors

The directors of the Company who served during the year were as follows

C M Kersley Chief Executive Officer

M JJ R Golby Resigned 25 March 2011

C D Haslam Resigned 28 February 2011
C P Prentice Appointed 4 March 2010
P W Scott

K Culley Non Executive & Chairman

J D Garner Non Executive Resigned 2 February 2011
S P O’Sullivan Non Executive Resigned 31 January 2011

The Articles of Association of the Company provide that in certain circumstances the directors are
entitled to be indemnified out of the assets of the Company against claims from third parties 1n respect of
certain liabilities ansing in connection with the performance of their functions, in accordance with the
provisions of the Companies Act 2006 Indemnity provisions of this nature have been 1n place during the
financial year but have not been utilised by the directors

2



MARKS AND SPENCER FINANCIAL SERVICES PLC

Report of the Directors for the Year Ended 31 December 2010 (continued)

Financial Instruments

The financial nsk management objectives and policies of the Company, together with an analysis of the
exposure to such nisks, as required under Part 1 of Schedule 7 of the Large and Medium-sized Companies
and Groups (Accounts and Reports) Regulations 2008, are set out 1n Note 2 of the Notes to the Financial
Statements

Employment of disabled persons

The Company 1s commuitted to providing equal opportumties to employees. The employment of disabled
persons 1s included in this commitment and the recruitment, traimng, career development and promotion
of disabled persons 1s based on the aptitudes and abilities of the individual Should employees become
disabled during employment, every effort would be made to continue their employment and, 1f necessary,
appropriate training would be provided

Employment policy

The Company continues to regard communication with 1ts employees as a key aspect of 1ts policies
Information 1s given to employees about employment matters and about the financial and economic
factors affecting the Company’s performance through management channels Employees are encouraged
to discuss operational and strategic 1ssues with their line management and to make suggestions aimed at
improving performance

Charitable and Political Contributions

Direct donations to charitable organisations amounted to £65,235 (2009 £85,514) No political
contributions were made during the pertod

Supplier Payment Policy

The Company does not currently subscribe to any code or standard on payment practice It 1s the
Company’s policy, however, to settle the terms of payment with those 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

The amount due to the Company’s trade creditors at 31 December 2010 represented S days’ (31 December
2009 7 days’) average daily purchases of goods and services received from those creditors, calculated 1n
accordance with the Companies Act 2006

Disclosure of information to auditor

Each person who 1s a director at the date of approval of this report confirms that so far as the director 1s
aware, there 18 no relevant audit information of which the Company's auditor 1s unaware, and the director
has taken all the steps that he or she ought to have taken as a director in order to make himself or herself
aware of any relevant audit information and to establish that the Company's auditor 1s aware of that
information This confirmation 1s given pursuant to Section 418 of the Companies Act 2006 and should
be interpreted 1n accordance therewith




MARKS AND SPENCER FINANCIAL SERVICES PLC

Report of the Directors for the Year Ended 31 December 2010 (continued)

Auditor

In accordance with Section 485 of the Companies Act 2006, a resolution for the re-appointment of KPMG
Audit Plc as auditor of the Company 1s to be proposed at the forthcoming Annual General Meeting

Statement of Directors’ Responsibilities in relation to financial statements

The following statement, which should be read in conjunction with the auditor’s statement of their
responsibilities, 1s made with a view to distinguishing for the sharcholder the respective responsibilities of
the directors and of the auditor n relation to the financial statements

The directors are responsible for preparing the Directors’ Report and the financial statements 1n
accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that law
they have elected to prepare the financial statements in accordance with [FRSs 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 company and of the profit or loss of the
company for that period

In preparing these financial statements, the directors are required to

= select surtable accounting policies and then apply them consistently,

* make judgments and estimates that are reasonable and prudent,

* state whether they have been prepared 1n accordance with IFRSs as adopted by the EU, and

= prepare the financial statements on the going concern basis unless 1t is mappropriate to presume that
the company will continue 1n business

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company's transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006 They have general responsibilities for taking such steps as are reasonably open to
them to safeguard the assets of the company and to prevent and detect fraud and other irregularities

By myo/heBo d

K Hudson
Secretary

25 March 2011

Kings Meadow
Chester
Cheshire

United Kingdom
CH99 9FB



MARKS AND SPENCER FINANCIAL SERVICES PLC

Independent Auditor’s report to the Members of Marks and Spencer Financial Services Pl

We have audited the financial statements of Marks and Spencer Financial Services Plc for the year ended 31
December 2010 set out on pages 6 to 47 The financial reporting framework that has been applied in their
preparation 1s applicable law and International Financial Reporting Standards (IFRSs) as adopted by the EU

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 Our audit work has been undertaken so that we might state to the Company's members those
matters we are required to state to them in an auditor's report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company's
members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explamed more fully in the Statement of Directors’ Responsibilities set out on page 4, the directors are

responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view

Our responstbility 15 to audit the financial statements 1n accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices
Board’s (APB'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 APB's web-site at
www frc org uk/apb/scope/private cfm

Opinion on Financial Statements

In our opinion the financial statements

e give a true and fair view of the state of the Company's affairs as at 31 December 2010 and of its profit for
the year then ended

¢ have been properly prepared n accordance with IFRSs as adopted by the EU, and
* have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opmmion the imformation given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report m respect of the following matters where the Compames Act 2006 requires us to report
to you if, in our opinon

« adequate accounting records have not been kept, or returns adequate for cur audst have not been recerved
from branches not visited by us, or

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

Wed all the information and explanations that we require for our audit
Richard GabbeHas (Senior Statutory Auditor)

for and on behalf of KPMG Audit Ple, Statutory Auditor

Chartered Accountants
1 The Embankment
Neville Street

Leeds

LS14DW

25 March 2011




MARKS AND SPENCER FINANCIAL SERVICES PLC

Statement of Comprehensive Income
For the Year Ended 31 December 2010

Interest and similar income
Interest expense and similar charges

Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Other operating income
Other operating charges

Net operating income before loan impairment

charges and other credit risk provisions

Loan impairment charges and other credit nsk
provisions

Net operating income

Employee compensation and benefits

General and administrative expenses
Depreciation of property, plant and equipment
Amortisation of intangible assets

Total operating expenses

Profit before tax

Tax expense

Profit for the period

Total comprehensive income for the year

All operations are continuing

Notes

(oW o))

~1 -

10
12 & 20
12 & 19

13& 14

The notes on pages 10 to 47 are an integral part of these accounts

2010 2009
£000 £000
334,707 343,781
(86,472) (84,448)
248,235 259,333
193,295 190,698
(23,022) (15,499)
170,273 175,199
5,005 -
(47,399) (43,763)
(42,394) (43,763)
376,114 390,769
(128,932) (162,462)
247,182 228,307
(44,847) (46,219)
(118,757) (102,610)
(2,819) (3,695)
(5,933) (4,655)
(172,356) (157,179)
74,826 71,128
(21,379) (20,275)
53,447 50,853
53,447 50,853




MARKS AND SPENCER FINANCIAL SERVICES PLC

Statement of Financial Position
For the Year Ended 31 December 2010

As at As at
31 Dec 2010 31 Dec 2009
Notes £000 £000
ASSETS
Cash and balances with central banks 15 1,300 1,880
Loans and advances to banks 16 1,426,257 535,857
Loans and advances to customers 17 2,935,536 3,100,814
Financial investments 77 56
Deferred tax assets 14 1,960 2,134
Other assets 18 32,802 50,559
Intangible assets 19 18,107 23,650
Property, plant and equipment 20 4,309 5,625
Total assets 4,420,348 3,720,575
LIABILITIES AND EQUITY
Liabilities
Deposits by banks 21 1,436,949 1,131,747
Due to customers 22 2,439,652 2,066,407
Other Liabilities 23 115,113 107,381
Current tax hiability 9.580 10,240
Provisions for habilities and charges '
- other provisions 24 2,883 2,873
Other borrowed funds 25 94,266 94,249
Total liabilities 4,098,443 3,412,897
Equity
Capital and reserves attributable to the Company’s equity holders
Share capital 28 35,000 35,000
Retained earmings 284,092 270,645
Other reserves 2,813 2,033
Total equity 321,905 307,678
Total equity and liabilities 4,420,348 3,720,575

The financial statements on pages 6 to 47 were approved by the Board of Directors on 25 March 2011

and signed on 1ts behalf by

Chief Financial Officer

The notes on pages 10 to 47 are an integral part of these accounts




MARKS AND SPENCER FINANCIAL SERVICES PLC

Statement of Cash Flows
For the Year Ended 31 December 2010

Cash flows from operating activities
Profit before tax

Adjustments for

Non-cash items included in net profits
Change in operating assets

Change 1n operating hiabilities
Tax paid

Net cash from operating activities

Cash flows from investing activities

Purchase of property, plant and equipment
Purchase of itangible fixed assets

Net cash used 1n investing activities

Cash flows from financing activities

Increase/(decrease) in loan from intermediate parent
undertaking
Dividends paid

Net cash from financing activihes

Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the period

Notes

29 (a)
29 (b)
29 (c)

29 (d)

29 (d)

2010 2009
£000 £000
74,826 71,128
42,121 73,947
150,324 (32,966)
381,773 781,513
(21,868) (20,518)
627,176 873,104
(1,590) (1,246)
(389) (6,716)
(1,979) (7,962)
222,130 (275,765)
(40,000) (80,000)
182,130 (355,765)
807,327 509,377
200,901 (308,476)
1,008,228 200,901




MARKS AND SPENCER FINANCIAL SERVICES PLC

Statement of Changes in Equity
For the Year Ended 31 December 2010

Balance at 1 January 2010
Profit or loss
Total comprehensive income for the penod

Share-based payment transactions
Available for sale reserve
Dividends to equity holders

Total contributions by and distributions to owners

Balance at 31 December 2010

Balance at 1 January 2009

Profit or loss

Total comprehensive income for the period

Share-based payment transactions
Available for sale reserve
Dividends to equity holders

Total contributions by and distributions to owners

Balance at 31 December 2009

Share Retained Other Total
Capital earnings reserves equity
£000 £000 £000 £000

35,000 270,645 2,033 307,678

- 53,447 - 53,447

- 53,447 - 53,447

- - 758 758

- - 22 22

- (40,000) - (40,000

- (40,000) 780 (39,220}

35,000 284,092 2,813 321,905
Share Retained Other Total
Capital earnings reserves equity
£000 £000 £000 £000

35,000 299,792 1,075 335,867

- 50,853 50,853

- 50,853 - 50,853

- - 958 958

- (80,000) - {80,000)

- (80,000) 958 (79,042)

35,000 270,645 2,033 307,678




MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

1 Summary of significant accounting policies
Basis of preparation

The Company has prepared 1ts financial statements in accordance with International Financial Reporting
Standards (IFRSs) as endorsed by the EU and effective for the Company’s reporting for the year ended
31 December 2010 IFRSs comprise accounting standards issued by the International Accounting
Standards Board (‘1ASB’) and 1ts predecessor body as well as interpretations 1ssued by the International
Financial Reporting Interpretations Commttee (‘IFRIC”) and 1ts predecessor body.

These financial statements comply with all current IFRSs. Current IFRSs include certain amendments
that have yet to be endorsed by the EU, but are expected to be endorsed

The preparation of financial information requires the use of estimates and assumptions about future
conditions Use of available information and application of judgement are inherent in the formation of
estimates Actual results may differ from those reported

In the opinion of management, all normal adjustments considered necessary for a fair presentation of the
Company’s net income, financial position and cash flows for the year ended 31 December 2010 have
been made

The accounting policies below were in force during the prior period and remain unchanged unless
otherwise stated

New Accounting Standards

IFRS 3, Business Combinations (Revised) This standard replaces IFRS 3, Business Combinations
(2004) and 1s effective for business combinations for which the acquisition date 1s on or after the
beginning of the first annual reporting period beginning on or after 1 July 2009 The main changes 1n
this standard are that the cost of investment will comprise the consideration paid to the vendors for
equity with acquisition costs being expensed immediately, goodwall will be accounted for only upon the
acquisition of a subsidiary as subsequent changes 1n interest will be recognised 1n equity and only upon
the loss of control will any profit or loss be recognised in the Income Statement Further, any pre-
existing holding within the acquired entity wall, where control 1s subsequently gained, be re-valued with
any profit or loss arising being credited / charged through the Income Statement This standard has had
no impact on these financial statements in 2010

IAS 27, Consolidated and Separate Financial Statements (2008) The amended standard must be applied
for annual penods beginning on or after 1 July 2009 The amendments to this standard require the
effects of all transactions with non-controlling interests to be recorded 1n equity 1if there has been no
change mn control The changes also specify the accounting where control of an enfity 1s lost This
standard has had no impact on these financial statements in 2010




MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

1 Summary of significant accounting policies (continued)

Eligible Hedged Items (Amendment to IAS 39 Financial Instruments Recognition and Measurement)
The amended standard must be applied for annual periods beginning on or after 1 July 2009 The
amendment clanfies how the exaisting principles underlying hedge accounting should be applied in the
designation of a one-sided nsk in a hedged item and inflation 1n a financial hedged item This
amendment has had no impact on these financtal statements 1n 2010

Interest income and expense

Interest income and expense are recogmised in the statement of comprehensive income using the
effective interest rates of the financial assets and liabilities to which they relate The effective interest
method calculates the amortised cost of a financial asset or a financial liability and allocates the interest
income or interest expense over the relevant period This discounts the estimated future cash flows
through the expected life of the financial instrument or, where appropriate, a shorter period, to the net
carrying amount of the financial asset or financial liability When calculating the effective interest rate,
the Company estimates cash flows considering all contractual terms of the financial instrument but does
not consider future credit losses The calculation includes all fees paid or recerved between parties to the
contract that are an integral part of the effective interest rate, transaction costs, and all other premiums or
discounts

Once a financial asset has been wnitten down as a result of an impairment loss, interest income 1s
recogmised using the rate of interest used to discount the future cash flows for the purpose of measuring

the impairment loss

Under IFRSs, loan origination fees are amortised over the estimated life of the loan as part of the
effective interest calculation

Fee and commission income

Fees and commuissions are recognised as services are provided

Insurance commussion income 1s credited to the statement of comprehensive income net of cancellations
and accounted for when the related premiums are due from the customer A provision 1s made to cover
the potential obligation to refund commission income on early terminations of loans insurance
Insurance profit share

Insurance profit share in respect of creditor insurance 1s based on premiums earned and claims incurred
over the period for which cover 1s provided. In the event that in any scheme year there 1s a deficit, any

such deficit 1s carmned forward into subsequent scheme years and no payment of profit 1s made untl all
deficits have been cleared These financial statements include the profit share to the year end date

11




MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

1 Summary of significant accounting policies (continued)
Financial assets
Available-for-sale

A financial asset that does not fall into the category of (a) loans and receivables, (b) held-to-matunty
mvestments or (¢) financial assets at fair value through profit or loss 1s classified as ‘available-for-sale’

The Company has received a distribution of shares which meets this classification. The shares have
imtially been recognised as dividend income

Any change to the fair value of an asset classified as ‘available-for-sale’ 1s recorded directly in equity
until the financial asset 1s sold, when the cumulative charge 1s removed from equity and recognised in
the statement of comprehensive income.

Fair value 1s determned by reference to the share valuation

Loans and receivables

The Company classifies all remaining financial assets as loans and receivables Loans and receivables
are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market They anse when the Company provides money, goods or services directly to a debtor with no
intention of trading the receivable

Loans and advances are recognised when cash 15 advanced to borrowers or there 1s entitlement to receive
economic benefit from a debtor They are imtially recorded at farr value plus any directly attributable
costs and are subsequently measured at amortised cost using the effective interest method, less
impairment losses

Financial liabilities

The Company classifies all financial habilities as ’other’ liabilities, using the IAS39 classification These
are mutially recorded at fair value less transaction costs, and subsequently measured at amortised cost
using the effective interest method

Impairment of financial assets

The Company recognises losses for impaired financial assets promptly where there 1s objective evidence
that a financial asset or group of financial assets 1s impaired

12




MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

1 Summary of significant accounting policies (continued)

The Company first assesses whether objective evidence exists individually for financial assets that are
individually sigmficant, and individually or collectively for financial assets that are not individually
sigmficant For the purposes of a collective evaluation of impairment, financial assets are grouped on the
basis of similar credit risk charactenistics To calculate collective impairments on a group of financial
assets the Company utilises a net flow rate methodology This methodology utilises a statistical analysis
of historical trends of the probabthity of default and amount of consequential loss, assessed at each time
pertod for which the customer’s contractual payments are overdue The amount of loss is measured as
the difference between the group of financial assets’ carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discounted at the group of
financial assets’ orniginal effective interest rate The carrying amount of the group of financial assets 1s
reduced through the use of an allowance account and the amount of the loss is recogmsed in the
statement of comprehensive income

If, 1n a subsequent period, the amount of the impairment loss decreases, and the decrease can be related
objectively to an event occurring after the impairment was recogmsed, the previously recognised
impairment loss 1s reversed by adjusting the allowance account. The amount of the reversal 1s recogmsed
1n the statement of comprehensive income

Loans and advances write-offs

Loans and advances (and the related impairment allowance accounts) are written off when there 1s no
realistic prospect of recovery of these amounts Subsequent recoveries of amounts previously wntten off
decrease the amount of provision for loans and advances impairment 1n the statement of comprehensive
income.

Intangible assets

Intangible assets, all of which are 1nternally generated software, are stated at cost less amortisation and
are amortised over their estimated useful lives of five years Assets are subject to regular impairment
reviews which compare the carrying value to the expected value 1n use Any impairment losses are
recogmsed n the statement of comprehensive income Amortisation does not commence until the asset
15 brought 1nto operational use.




MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

1 Summary of significant accounting policies (continued)
Property, plant and equipment

Property, plant and equipment 1s stated at historic cost less accumulated depreciation Historic cost
includes expenditure that 1s directly attributable to the acquisition of the items Subsequent costs are
included 1n the asset’s carrying amount or are recognised as a separate asset as appropnate, only when 1t
1s probable that future economic benefits associated with the item will flow to the Company and the cost
of the item can be measured rehiably All other repairs and maintenance are charged to the statement of
comprehensive mcome during the financial period in which they are incurred Depreciation 1s calculated
using the straight-line method to write off the cost of assets to their residual values over their estimated
useful lives as follows

Leasehold improvements Lease term
Fixtures, fittings and catering equipment 2—10years
Computer equipment and vehicles 2 -5 years

The assets’ residual values and useful lives are reviewed, and adjusted 1f appropnate, at each statement
of financial position date

Income tax

Income tax on the profit or loss for the year comprnises current tax and deferred tax Income tax is
recognised 1n the statement of comprehensive income except to the extent that it relates to items
recognised directly in shareholders’ equity

Current tax 1s expected to be payable on the taxable profit for the year, calculated using tax rates enacted
or substantially enacted by the statement of financial position date, and any adjustment to tax payable in
respect of previous years Current tax assets and habilities are offset when the Company intends to settle
on a net basis and the legal nght to set off exists

Deferred tax is recogmsed on temporary differences between the carrying amount of assets and lhiabilities
on the statement of financial position and the amount attributed to such assets and habilities for tax
purposes Deferred tax liabilities are generally recognised for all taxable temporary differences and
deferred tax assets are recognised to the extent that future taxable profits will be available against which
deductible temporary differences can be utilised

Deferred tax 1s calculated, without discounting, using the tax rates expected to apply 1n the periods in
which the assets will be realised or the habihities settled, based on tax rates and laws enacted, or
substantively enacted, by the statement of financial position date Deferred tax assets and habilities are
offset when they arise 1n the same tax reporting group and relate to income taxes levied by the same
taxation authonty, and when a legal nght to set off exists 1n the entity

14




MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

1 Summary of significant accounting policies (continued)
Share capital

Dwvidends on ordinary shares

Dividends on ordinary shares are recognised 1n equity 1n the period i which they are approved by the
Company’s shareholders Dividends for the year that are declared after the statement of financial
position date are dealt with in the subsequent events note.

Employee benefits

Pension obligations

The Company 1s a member of defined benefit and defined contnibution schemes operated by the HSBC
Group In accordance with IAS19, the defined benefit pension contributions have not been accounted for
on a defined benefit basis because 1t 1s not possible to separately identify the Company’s share of the
underlying assets and liabilittes on a consistent and reasonable basis Accordingly, this scheme has been
treated as a defined contribution scheme, and the pension cost charge in respect of both schemes
represents the contributions payable 1n respect of the financial period

Share-based compensation

The Company operates an equity-settled, share-based compensation plan. The fair value of the employee
services received 1n exchange for the grant of the options 1s recogmised as an expense The total amount
to be expensed over the vesting period 1s determined by reference to the fair value of the options on
grant date, excluding the impact of any non-market vesting conditions (for example, profitability and
sales growth targets) Non-market vesting conditions are mcluded 1n assumptions about the number of
options that are expected to become exercisable At each statement of financial position date, the entity
revises 1ts estimates of the number of options that are expected to become exercisable It recognises the
impact of the revision of original estimates, 1f any, in the statement of comprehensive income, and a
correspending adjustment to equity over the remaining vesting period.

Operating leases

Contractual relationships and their related transactions are accounted for as operating leases when
substantially all the risks and rewards of ownership remamn with the lessor The total payments made
under operating leases are charged to the statement of comprehensive income on a straight-hne basis
over the period of the lease When an operating lease 1s termunated before the lease peniod has expired,
any payment required to be made to the lessor by way of penalty 1s recognised as an expense 1n the
period 1n which termination takes place

Foreign currency translation
Functional and presentation currency
Items included 1n the financial statements are measured using the currency of the primary economic

environment in which the entity operates (‘the functional currency’) The financial statements are
presented 1n sterling, which 1s the Company’s functional and presentation currency
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

1 Summary of significant accounting policies (continued)

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange rates of monetary assets
and habilities denominated 1n foreign currencies are recognised in the statement of comprehensive
income

Provisions

Provisions are recogmsed when 1t 1s probable that an outflow of economic benefits will be required to
settle a present legal or constructive obligation as a result of past events and a rehable estimate can be
made of the amount of the obligation

Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents include highly hqud
investments that are readily convertible to known amounts of cash and which are subject to an
insignificant risk of change 1n value Such investments are normally those with less than three months’
matunty from the date of acquisition, and include cash and loans and advances to and from banks

Segment reporting

The Company does not operate 1n more than one geographical segment, other than an immatenal level
of trading m Ireland, or 1n more than one class of business. For this reason, there 1s no additional
disclosure required under IFRS 8 Operating Segments

2 Financial risk management

The Company lends to individuals 1n the unsecured lending market, at variable rates and terms through
1its Chargecard, Credit Card and Personal Reserve products, and at fixed rates and terms through
unsecured Personal Loans

The main nsks arsing from the Company’s financial instruments are credit risk, interest rate nsk,
operational nisk, Liqudity rnisk, and foreign currency nsk The Board of Directors has overall
responsibility for the establishment of nsk appetite and the management of rnisk The Company has a
formal structure for managing risk, including established risk limits, reporting lines, mandates and other
control procedures The structure 1s reviewed regularly by the Board The Asset and Liability Committee
(ALCO) 1s charged with the responsibility for managing and controlling the statement of financial
position exposures of the Company, and a report from each ALCO meeting 1s presented to the Board
The Credit Commuttee and Operational Risk and Comphance Comnuitee are charged with the
responsibility for managing credit risk and operational risk respectively
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

2.1 Financial instruments

The Company’s financial instruments during the peried included vanable rate and fixed rate loans from
HSBC Bank Plc, subordinated habilities and deposits from customers and staff

The Company does not trade 1n denvative financial instruments, but from time to time interest rate
swaps may be used to manage interest rate risk All gains and losses from changes n the fair value of
any derivatives that do not qualify for hedge accounting are recognised immediately 1n the statement of
comprehensive income

22 Credit risk

The Company takes on exposure to credit nsk, which 1s the risk that financial loss arises from the failure
of a counter-party to pay amounts in full when due Impairment provisions are recorded for losses that
have been incurred at the statement of financial position date. Significant changes in the economy could
result in losses that are different from those provided for at the statement of financial position date
Management therefore carefully manages 1ts exposure to credit risk

In making advances to customers, the Company faces credit sk All imtial apphications are subjected to
credit scoring techniques and accounts 1n arrears are actively managed to mimmuse the Company’s credit
nisk exposure The Company further maintains an impairment provision to recognise its estimate of
potential losses arising from impaired advances

Exposure to credit nsk 1s managed through regular analysis of the ability of borrowers and potential
borrowers to meet interest and capital repayment obligations and by changing these lending limits where
appropriate

Commitments to extend credit represent the unused portion of authorisations to extend credit The
Company is therefore potentially exposed to loss in an amount equal to the total unused commitments
However, the likely amount of loss is less than the total unused commitments, as most commitments to
extend credit are contingent upon customers maintaining specific credit standards

The Company does not use any denvative financial instruments to manage 1ts credit rnisk

The carrying amount of financial assets that would otherwise be past due or impaired whose terms have
been renegotiated as at 31 December 2010 1s £8.4m (31 December 2009 £13 7m)

There are also restructured loans that would otherwise be past due whose terms have been renegotiated
However, these accounts are treated as impaired for Collective Impairment Provisioning purposes and
impairment provisions are held against these accounts accordingly All other accounts that are past due
are treated as impaired for collective impairment provisioning purposes
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

2.2 Credit Risk (continued)

An aged analysis of the Loans and Advances to customers at the report date 1s shown below

As at As at

31 Dec 2010 31 Dec 2009

£000 £000

Not past due 2,789,203 2,924,390
Past due 0-30 days 52,522 61,624
Past due 31-90 days 39,473 48,499
More than 90 days 391,487 370,178
Total 3,272,685 3,404,691

An aged analysis of the allowances for losses on Loans and Advances to customers at the report date is
shown below

2010 2009

£000 £000
Not past due 13,782 14,182
Past due 0-30 days 10,188 10,922
Past due 31-90 days 19,714 21,297
More than 90 days 293,465 257,476
Total 337,149 303,877

2.3 Currency risk

The Company has a minor exposure to currency fluctuations 1n the Euro, due to loan advances made 1n
Ireland. The asset and liability positions naturally hedge one another, giving a net exposure of £4 1m
(2009 £4 2m) All other matenal trading 1s carried out in Sterling

2.4 Operational risk

Operational risk 1s defined as the risk of direct or indirect loss resulting from inadequate or failed
internal processes, people and systems or from external events This encompasses all of our business
activities The Company manages operational nisk through a process of business wide identification,
maintenance of robust mternal controls, appropriate staff traiming, and the provision of robust Business
Continuity
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

2.5 Interest rate risk

The Company secks to match its fixed rate funding to the fixed rate advances 1t provides to customers,
and floaung rate funding to the floating rate advances to customers

The Company uses interest rate sensitivity gap analysis and Present Value Basis Point (PVBP) as
approaches to measunng interest rate rtsk The PVBP approach quantifies the impact on net interest
mcome of a basis point increase/decrease 1n interest rates ALCO has set a PVBP tolerance hmit of £25k
and manages the Company’s PVBP against this limit The actual PVBP for December 2010 was £10k

2.6 Liquidity risk

Liquudity risk 1s the nisk that the Company is unable to meet 1ts payment obligations as they fall due The
Company utilises customer deposits and funding from HSBC Bank Ple, to source 1its Sterling
denominated funds. The Company secks to match availability of funding to the Company’s
requirements, and any shortfalls are sourced by HSBC Bank Plc at that time The Company has an
agreed overdraft denominated in Euros The Company’s regulatory hqudity position 1s managed as part
of the HSBC Bank Plc hquidity management programme

The table on page 20 analyses the Group’s liabilities into relevant maturity groupings based on the
remaining period at statement of financial position date to the contractual matunty date. These habilities
include future interest amounts in addition to the habilities as stated 1n the statement of financial
position
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

3 Capital Management

It 1s the Company’s policy to maintain a strong capital base to support the development of 1ts business and
to meet regulatory capital requirements at all times

The Company recogmses the impact on shareholder returns of the level of equity capital employed within
the business and seeks o maintain a prudent balance between the advantages and flexibility afforded by a
strong capital position and the higher returns on equity possible with greater leverage

The Company manages its own capital within the context of the approved annual HSBC Group capital
plan, which determines levels of risk-weighted asset growth and the optimal amount and mix of capital
required to support planned business growth.

Capital Measurement

From 1 January 2008 the Company’s capital requirements have been defined by the Basel 1l framework,
which replaced the previous (Basel 1) regime

Basel II 1s structured around three “pillars’ mimmum capital requirements, supervisory review process
and market discipline The Capital Requirements Directive (‘CRD’) implements Basel II m the EU and
the Financial Services Authortty (‘FSA’) then gives effect to the CRD by including the requirements of
the CRD 1n 1ts own rulebooks

Basel 1l provides three approaches of increasing sophistication to the calculation of pillar 1 credit risk
capital requrements The Company has adopted the internal ratings-based (‘IRB’) advanced approach for
the majority of its business under this approach the Company is allowed to use i1ts own internal
assessments 1n determining capital requirements

Basel 1l also introduces capital requirements for operational risk and, again, contains three levels of
sophistication The Company has adopted the standardised approach to the determination of operational
risk requirements, under this approach capital required 1s a percentage of gross revenues allocated to each
of eight defined business lines.

Caprtal 1s divided 1nto two tiers

Tier 1 capital comprises shareholders’ funds, including audited retamned reserves The book value of
intangible assets i1s deducted 1n arnving at tier 1 capital

Tier 2 capital comprises qualifying subordinated loan capital and certain collective 1mpairment
allowances
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

3 Capital Management (continued)

Pillar 2 of Basel II involves firms and regulators taking a view on whether a firm should held additional
capttal against risks not covered 1n pillar 1 The firm carries out a self assessment of risks not captured by
pillar 1 1n the form of an Internal Capital Adequacy Assessment Process (‘ICAAP’) and 1s provided with
Individual Capital Guidance (‘ICG’) by the FSA The ICG 1s set as a capital resources requirement igher
than that required under pillar 1, generally by a specified percentage

Pillar 3 is related to market discipline and requires firms to publish prescribed details of their risks, capital
and nsk management under the Basel II framework.

Basel 11 Actual 2010 Basel IT Actual 2009
£000 £000
Tier 1 capital
Share capital 35,000 35,000
Retained reserves 232,672 220,861
Intangible assets (18,107) (23,650
Excess of expected losses over
impairment allowances (14,894) (17,095
Tier 2 capital
Subordinated loan capital 94 000 94,000
Amortisation (21,933) (3,133)
Collective impairment allowances 2,113 2,295
Excess of expected losses over
impatrment allowances (14,894) (17,095)
Total regulatory capital 293,957 291,183
Total risk-weighted assets 2,249,145 2,369,920

The Company has complied with the FSA capital adequacy requirements throughout 2010 and 2009
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

4 Critical accounting estimates, and judgements in applying accounting policies

The Company makes estimates and assumptions that affect the reported amounts of assets and habilities
within the next financial year Estimates and judgements are continually evaluated and are based on
histonic experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances

(a) Impairment losses on loans and advances

The Company reviews 1ts loan portfolios to assess impairment on a monthly basis In determining whether
an impairment loss should be recorded 1n the statement of comprehensive income, the Company makes a
judgement as to whether there 1s any observable data indicating that there is a measurable decrease in the
estimated future cash flows from a portfohio of loans before the decrease can be 1dentified with an
individual loan on 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 credit risk charactenistics and objective evidence of impairment similar to those
in the portfolio when scheduling its future cash flows The methodology and assumptions used for
estimating both the amount and timing of future cash flows are reviewed regularly to reduce any
differences between loss estimates and actual loss experience

A +/- 5% movement 1n recovery estimates leads to a +/- £3 64m increase/decrease to reported profit.

(b) Effective interest rate

The effective interest rate adjustment is calculated using balance and interest profiles taken from actual
data and projected to the life span of the accounts The profiles are reviewed on a quarterly basis

An 1ncrease n the assumed life span of the accounts from 5 to 6 years results in a £9 6m 1ncrease to
reported profit.
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MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

5 Net interest income

Interest and similar income 2010 2009
£000 £000

Loans and advances 321,277 343,781
Amounts receivable from other group undertakings 13,430 -
334,707 343,781

Interest receivable from HSBC Bank Plc 1s £13.4m (2009: £4m) which was included within nterest

expense in 2009
Interest expense and similar charges 2010 2009
£000 £000
Deposits by banks 32,682 41,271
Due to customers 51,939 40,838
Other borrowed funds 1,819 2,284
Other interest 32 55
86,472 84,448

Included within interest income 1s £0.4m (2009 £0 7m) 1n respect of interest income accrued on
impaired financial assets
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Notes to the Financial Statements
For the Year Ended 31 December 2010

6 Net fee and commission income

Fee and commission income

Insurance commission
Other fees and commission

Fee and commission expense

Other fees and commussion

7 Other operating income and charges

Restaurant income
Management recharge
IT staff recharge

2010 2009
£000 £000
28,344 35,496
164,951 155,202
193,295 190,698
2010 2009
£000 £000
23,022 15,499
23,022 15,499
2010 2009
£000 £000
509 -

959 -
3,537 -
5,005 -

Restaurant income of £0 5Sm (2009 £0 5m) and management recharge of £0 9m (2009. £0 8m)
were both included within general and admimstrative expenses in 2009
£3 5m (2009 £0 4m) was previously included within employee compensation and benefits

Loyalty charges
Other

IT staff recharge of

2010 2009
£000 £000
45,979 42,361
1,420 1,402
47,399 43,763
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Notes to the Financial Statements
For the Year Ended 31 December 2010

8 Impairment losses on loans and advances

Impairment losses on loans and advances

9 Employee compensation and benefits

Staff costs (including directors):

Wages and salanes

Social secunity costs

Other pension costs

Other staff costs

Equity-settled share-based payments

Average number of permanent employees
(including Executive Directors):

Selling and distnbution
Administration

2010 2009
£000 £000
128,932 162,462
128,932 162,462
2010 2009
£000 £000
34,606 35,433
2,937 3,001
5,605 5,985
940 842
759 958
44,847 46,219
2010 2009
398 374
960 904
1,358 1,278

If the number of part-time hours worked were converted on the basis of a full working week, the
equivalent average total number of full-time employees would have been 1,204 (2009- 1,146)

Equity-settled share-based payments

Duning 2010, £757,726 was charged to the statement of comprehensive income in respect of share-

based payment transactions (2009 £958,328)
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9 Employee compensation and benefits (continued)

Fair values of share options/fawards, measured at the date of grant of the option/award, are
calculated using a binomal lattice methodology that 1s based on the underlying assumptions of the
Black-Scholes model The expected hfe of options depends on the behaviour of option holders,
which 1s incorporated into the options model consistent with historic observable data The fair
values calculated are inherently subjective and uncertain due to the assumptions made and the
limitations of the model used

The sigmficant assumptions used to estimate the fair value of the options granted in 2010 are as

follows
3 year savings-related S year savings-related
share option schemes share option schemes
Risk-free interest rate (%) 45 45
Expected life (years) 30 50
Expected volatility (%) 30 30

The risk-free rate was determined from the government bond yield curve for Group Share Option
Plan awards and UK Savings-Related Share Option Schemes A similar yield curve was used for the
Overseas Savings-Related Share Option Schemes. Expected life is not a single input parameter but a
function of various behavioural assumptions Expected volatility 1s estimated by considering both
historic average share price volatility and implied volatility derived from traded options over HSBC
shares of similar maturity to those of the employee options Expected dividend yield was based on

|
Calculation of farr values
histonic levels of dividend growth denominated in Sterling
\
|
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9 Employee compensation and benefits (continued)

Savings-Related Share Option Plans

The Savings-Related Share Option Plans invite eligible employees to enter into savings contracts to
save up to £250 per month, with the option to use the savings to acquire shares in HSBC Holdings
Plc. The aim of the plan 1s to align the interests of all employees to the creation of shareholder
value The options are exercisable within six months following either the third or the fifth
anmiversary of the commencement of the savings contract depending on conditions set at grant The
exercise price 1s at a 20% (2009 20%) discount to the market value at the date of grant

2010 2009
Weighted Weighted
average average
exercise exercise
Number price Number price
(000°s) £ (000’s) £
Outstanding at 1 January 1,021 497 1,279 713
Granted in the year 284 546 585 331
Exercised in the year (178) 503 (254) 7.67
Forfeited 1n the year (132) 6 97 (589) 6 84
QOutstanding at 31 December 995 4.84 1,021 497

The weighted average fair value of options granted in the year as at the date of grant was £1 62
(2009 £141).

The number of options, werghted average exercise price, and the weighted average remaining

contractual life for options outstanding at the statement of financial position date, analysed by
exercise price, are as follows

2010 2009
Exercise price range (£) 331-767 331-767
Number (000°s) 995 1,021
Weighted average exercise price (£) 4 84 497
Weighted average remaining contractual life (years) 23 26
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10 General and administrative expenses

Premises and equipment

Communication

Advertising/Marketing

Other — including Marks and Spencer Plc profit share

11 Commitments under operating leases

2010 2009
£000 £000
25,251 24,720
5,940 6,550
12,869 12,581
74,697 58,759
118,757 102,610

At 31 December 2010 total commitments under non-cancellable operating leases were as follows

As at 31 Dec 2010

As at 31 Dec 2009

Land & Other Land & Other
Buildings Buildings
£000 £000 £000 £000
Expiring within one year 2,626 104 2,104 117
Expiring between one and five years 7,459 120 - 174
10,085 224 2,104 291
12 Profit on ordinary activities before taxation
Profit on ordinary activities before taxation 1s stated after
charging 2010 2009
£000 £000
Depreciation 2,819 3,695
Amortisation 5,933 4,655
Operating lease rentals
- plant and machinery 402 461
- buildings 2.625 2,454
Sublease rental income (413) (393)
Independent auditor’s fees
- Audit remuneration audit services 129 129

29




MARKS AND SPENCER FINANCIAL SERVICES PLC

Notes to the Financial Statements
For the Year Ended 31 December 2010

13 Tax expense

2010 2009
£000 £000
Current tax
UK Corporation Tax
- on current year 21,289 20,496
- adjustments 1n respect of prior years (84) 31
21,205 20,527
Deferred tax
Ongination and reversal of temporary differences 95 (273)
Effect of changes in tax rates 74 .
Adjustments 1n respect of prior years 5 21
Tax expense 21,379 20,275

The following table provides a reconciliation between the tax expense which would apply if all
profits had been taxed at the UK Corporation Tax rate and the actual tax expense

2010 2009

£000 £000
Profit before tax 74,826 71,128
Tax calculated at the UK Corporation tax rate of 28% (2009 28%) 20,951 19,916
Expenses not deductible for tax purposes 424 307
Adjustment re share based payments 9 -
Adjustments 1n respect of prior years (79) 52
Effect of changes 1n tax rates 74 -
Tax expense 21,379 20,275
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14 Deferred tax

The following are the major deferred tax assets/(liabilities) recogmsed by the Company and movements

thereon during the current and prior periods

At 1 January
2010

Income Statement

credit/(expense)

At 31 December
2010

At 1 January
2009

Income Statement
credit/(expense)

At 31 December
2009

Property plant Share based  Other temporary Total
and equipment payments differences

£000 £000 £000 £000

2,239 268 (373) 2,134

(228) (18) 72 (174)

2,011 250 (301) 1,960

2,319 0 437) 1,882

(80) 268 64 252

2,239 268 (373) 2,134
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15 Cash and balances with central banks

As at As at

31 Dec 2010 31 Dec 2009

£000 £000

Mandatory reserve deposits with central banks 1,300 1,880
1,300 1,880

Mandatory reserve deposits are not available for use in the Company’s day to day operations Cash
in hand and balances with central banks and mandatory reserve deposits receive interest at nominal
rates

16 Loans and advances to banks

As at As at

31 Dec 2010 31 Dec 2009

£000 £000

Amounts due from intermediate parent undertaking 1,404,931 528,103
Loans and advances to banks 21,326 7,754
1,426,257 535,857

Loans with varnable rates totalled £21,326,000 (31 December 2009: £7,754,000)

Amounts due from intermediate parent undertaking are unsecured, interest bearing and have fixed
dates of repayment which range from 12 January 2011 to 16 September 2015 All loans and
advances to other banks have variable interest rates and are repayable on demand
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17 Loans and advances to customers

Gross loans and advances to individuals

Less allowance for losses on loans and advances

As at As at

31 Dec 2010 31 Dec 2009
£000 £000
3,272,685 3,404,691
(337,149 (303,877)
2,935,536 3,100,814

Loans and advances (net of allowances) with variable rates totalled £2,671m (2009 £2,733m) and

fixed rates totalled £264m (2009 £368m)

Allowance for losses on loans and advances

At 1 January

Provision for loan impairment

Loans and advances written off during the period as
uncollectible

Unwind of discount of allowance

At 31 December

2010 2009
£000 £000
303,877 236,963
130,889 166,367
(98,298) (100,112)
681 659
337,149 303,877
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18 Other assets

As at As at

31 Dec 2010 31 Dec 2009

£000 £000

Amounts due from fellow subsichanes 657 372
Other assets 29,921 48,170
Prepayments and accrued income 2,224 2,017
32,802 50,559

Amounts duc from fellow subsidiary undertakings are unsecured, mnterest free and have no fixed
date of repayment Other assets include £4,833,000 (2009 £6,011,000) relating to insurance

underwnting profit due from third parties
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19 Intangible assets

Software Software Total
development development in
costs the course of
construction
£000 £000 £000
Cost
At 1 January 2009 5,898 17,498 23,396
Additions 22,924 5,497 28,421
Disposals/transfer from WIP - (21,705) (21,705)
At 31 December 2009 28,822 1,290 30,112
Amortisation
At 1 January 2009 1,807 - 1,807
Amortisation charge 4,655 - 4,655
Dasposals - - -
At 31 December 2009 6,462 - 6,462
Net book value
At 1 January 2009 4.091 17,498 21,589
At 31 December 2009 22,360 1,260 23,650
Cost
At 1 January 2010 28,822 1,290 30,112
Additions 1,680 - 1,680
Disposals/transfer from WIP - (1,290) (1,290)
At 31 December 2010 30,502 - 30,502
Amortisation
At 1 January 2010 6,462 - 6,462
Amortisation charge 5,933 - 5,933
Disposals - - -
At 31 December 2010 12,395 - 12,395
Net book value
At 1 January 2010 22,360 1,290 23,650

At 31 December 2010 18,107 - 18,107
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20 Property, plant and equipment

Leasehold Equipment Total
improvements
£000 £000 £000

Cost
At | January 2009 2,740 56,050 58,790
Additions - 1,246 1,246
Disposals - (826) (826)
At 31 December 2009 2,740 56,470 59,210
Accumulated depreciation
At 1 January 2009 1,752 48,827 50,579
Charge for the period 539 3,156 3,695
Disposals - (689) (689)
At 31 December 2009 2,291 51,294 53,585
Net book value
At 1 January 2009 988 7,223 8,211
At 31 December 2009 449 5,176 5,625
Cost
At 1 January 2010 2,740 56,470 59,210
Additions - 1,590 1,590
Disposals - (721) (721)
At 31 December 2010 2,740 57,339 60,079
Accumulated depreciation
At 1 January 2010 2,291 51,294 53,585
Charge for the peniod 449 2,370 2,819
Disposals - (634) (634)
At 31 December 2010 2,740 53,030 55,770
Net book value
At [ January 2010 449 5,176 5,625
At 31 December 2010 - 4,309 4,309
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21 Deposits by banks

Amounts owed to intermediate parent undertaking

Deposits from other banks

As at As at

31 Dec 2010 31 Dec 2009
£000 £000
1,436,690 1,131,249
259 498
1,436,949 1,131,747

Amounts due to mtermediate parent undertaking are unsecured, interest bearing and have fixed
dates of repayment which range from 4 January 2011 to 17 February 2016 (31 December 2009.
2 January 2010 to 13 May 2015) Ali deposits from other banks have vanable interest rates and are

repayable on demand

22 Due to customers

Retail customers

Credit balances on unsecured loans and advances

Customer savings deposits

As at As at

31 Dec 2010 31 Dec 2009
£000 £000

8.200 7,906
2,431,452 2,058,501
2,439,652 2,066,407

Customer deposits have fixed and variable interest rates and are repayable on demand Customer
deposits with variable rates totalled £1,007m (2009 £1,575m) and fixed rates totalled £1,425m

(2009 £484m).

23 Other liabilities

Amounts owed to immediate parent undertaking
Amounts owed to fellow subsidiaries

SAYE

Other habilities

Accruals and deferred income

As at As at
31 Dec 2010 31 Dec 2009
£000 £060
10,002 10,002
8,104 7,099
- 192
34,193 32,170
62,814 57,918
115,113 107,381
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24 Provisions for liabilities and charges

The following table summanses the movements 1n provisions for liabilities and charges

Insurance Restructuring Regulatory Complaints Total
commission provision fee Provision
clawback provision
£000 £000 £000 £000 £060

At 1 January 2009 1,333 1,093 1,901 - 4,327
Charged/(credited)
to statement of
comprehensive
income - - 900 - 900
Payments made (780) (937) (637) - (2,354)
At 31 December
2009 553 156 2,164 - 2,873
At 1 January 2010 553 156 2,164 - 2,873
Charged/(credited)
to statement of
comprehensive
mncome - 47 (163) 1,080 964
Payments made (453) - (501) - (954)
At 31 December
2010 100 203 1,500 1,080 2,883

(a) Insurance commission clawback

A provision of £100,000 (31 December 2009 £553,000) exists for insurance commission clawback
in respect of the potential obligation to refund commission income on early terminations of loans
insurance

(b) Restructuring provision

A provision of £203,000 (31 December 2009 £156,000) exists for redundancy payments to a
number of employees where employment 1s to be terminated as part of a restructuring programme
The provision reflects the full amount of payments agreed with the individuals affected

{c¢) Regulatory fee provision

Based on 1its share of protected deposits, the Company, 1n common with all regulated UK deposit
takers, pays levies to the Financial Services Compensation Scheme (FSCS) to enable the FSCS to
meet claims against 1t The FSCS levy consists of two parts — a management expenses levy and a
compensation levy. The management expenses levy covers the costs of runmng the scheme and the
compensation levy covers the amount of compensation the scheme pays, net of any recoveries 1t
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24 Provisions for liabilities and charges (continued)

makes using the rnights that have been assigned to 1t In 2008 a claim was triggered aganst the
FSCS by the transfer of Bradford & Bingley Plc’s retail deposit business to Abbey National Plc and
similar 1ssues with various Icelandic Banks, London Scottish Bank Plc and the transfer of core parts
of Dunfermhine Building Society to the Nationwide Building Society in 2009

We understand that the FSCS has met, or will meet, the claims by way of loans received from the
Bank of England which will eventually be replaced by a loan from HM Treasury The FSCS has, 1n
turn, acquired the nights to the realisation of the assets of these banks The FSCS 1s hable to pay
interest on the loans from the Bank of England The FSCS may have a further habihty 1f there are
insufficient funds available from the realisation of the assets of the banks to fully repay the
respective Bank of England loans To the extent that the loans have not been repaid 1n full by 31
March 2012, the FSCS wall agree a schedule of repayments with HM Treasury The FSCS will then
levy the industry (including Marks and Spencer Financial Services Plc) accordingly

As a result of notifications 1t received from the Financial Services Authority, the Company has
recognised a provision for a levy of £700,000 for the scheme year 2010/11 A further provision
charge of £800,000 has been recognised in the year to 31 December 2010 for the management
expenses levy for scheme year 2011/2012, calculated with reference to the Company’s protected
deposits as at 31 December 2010 and further information recerved from the FSCS The Company’s
provision does not include management expense levies for any further scheme years, nor for any
compensation levies which may arise from any ultimate payout on the claims

(d) Complamts Provision

The company has provided £1,080,000 for the cost of redress in respect of customer complaints,
where it is probable that the complaint will be upheld

25 Other borrowed funds

As at As at

31 Dec 2010 31 Dec 2009

Subordinated notes £000 £000
£94m floating-rate notes due 2014 94,000 94,000
Interest payable 266 249
94,266 94,249

This consists wholly of Sterling subordinated loan stock due to HSBC Bank Plc The Stockholder
shall, subject to the subordination provisions, be entitled to demand early repayment of the loan
stock 1n any voluntary or compulsory winding up of the Company In the event of the winding up of
the Company, the claims of the Stockholder n respect of the stock shall be subordinated to the
claims of the Company’s unsecured creditors
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25 Other borrowed funds (continued)

Interest on subordinated loans 1s payable at a rate of LIBOR + 1.25% (31 December 2009- LIBOR +
1 25%)

26 Retirement benefit obligations

The Company 1s a member of the HSBC Bank (UK) Defined Benefit and HSBC Bank (UK)
Defined Contribution pension schemes and future service will be earned 1n those schemes

For the year ended 31 December 2010 the cost to the Company was £5,604,932 (2009 £5,984,849)

The HSBC Bank (UK) Pension Scheme covers employees of HSBC Bank Plc, its UK subsidianes
and certain other employees of the Group. This scheme, the assets of which are held 1n a separate
trust fund, comprises a defined benefit scheme (‘the principal scheme’) and a defined contribution
scheme, which was established on 1 July 1996 for new employees Individual subsidianes within
the Group, whose employees participate 1n the principal scheme, are not able to 1dentify their share
of the underlying assets and liabilities of the principal scheme and account for the principal scheme
as a defined contribution scheme

Details of the scheme are included in the accounts of HSBC Bank Plc

27 Contingent liabilities and commitments

The contractual amounts of the Company’s financial instruments not reflected 1n 1ts statement of
financial position that commit 1t to extend credit to customers 1s as follows

As at As at
31 Dec 2010 31 Dec 2009
£000 £000
Commitments to extend credit
- Maturing in one year or less 10,325,064 11,053,691
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28 Share capital

As at As at

31 Dec 2010 31 Dec 2009

£000 £000

35,000,000 ordinary shares of £1 each 35,000 35,000

The concept of authorised share capital was abolished under the Companies Act 2006 with effect
from 1 October 2009 and consequential amendments to Marks and Spencer Financial Services Plc
Articles of Association were approved by shareholder resolution on 13 October 2010

At 1 January 2009 and 2010, the allotted, called up and fully paid ordinary share capital of Marks
and Spencer Financial Services Plc was £35,000,000 consisting of 35,000,000 ordinary shares of £1
29 Reconciliation of profit before tax to net cash flow from operating activities

Authorised, issued, allotted, called up and fully paid: |
(a) Non-cash items included in the statement of comprehensive income
|

2010 2009
£000 £000
Depreciation 2,819 3,695
Amortisation of intangible fixed assets 5,933 4,655
Impairment of property, plant & equipment 87 137
Impairment of intangible fixed assets - -
Increase 1n loan impairment provision 33,272 66,914
Change 1n provisions for liabilities and charges 10 (1,454)
42,121 73,947

(b) Change 1n operating assets |
2010 2009
£000 £000
Change 1n deposits at central banks 581 26
Change 1n loans and advances to customers 132,007 (38,225)
Change 1n other assets 17,736 5,233
150,324 (32,966)
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29 Reconaliation of profit before tax to net cash flow from operating activities (continued)

(c) Change 1n operating liabilities

Change 1n customer accounts
Change in other habilitics
Change in other borrowed funds

(d) Cash and cash equivalents comprise

Loans and advances to banks of one month or less
Deposits by banks of one month or less

2010 2009
£000 £000
373,246 781,109
8,510 791

17 (387)
381,773 781,513
2010 2009
£000 £000
1,426,256 535,857
(418,028) (334,956)
1,008,228 200,901
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30 Related party transactions
Other group companies
During the period the Company carried out a number of transactions with fellow subsidiaries within

the Marks and Spencer Retail Financial Services Holdings Limited group The nature of these
transactions and the amounts receivable/(payable) are shown below

2010 2009
£000 £000
Marks and Spencer Life Assurance Limited
Management charges recharged by the company - 1,035
Purchases recharged by the company 29 111
Staff recharges 141 87
Marks and Spencer Savings and Investments Limited
Tax and VAT payments recharged by the company 54 73
Marks and Spencer Unit Trust Management Limited
Management charges recharged by the company 337 844
Purchases recharged by the company 1,821 2,072
Staff recharged by the company 1,784 1,744
Interest paid (32) (55)
Marks and Spencer Retail Financial Services Holdings Limited
Dividends paid (40,000) (80,000)
The amounts receivable/(payable) at the end of the period were as follows
As at As at
31 Dec 2010 31 Dec 2009
£000 £000
Marks and Spencer Life Assurance Limited (13) 185
Marks and Spencer Savings and Investments Limited 32 48
Marks and Spencer Unit Trust Management Limited (8,091) (7,099)
Marks and Spencer Retail Financial Services Holdings Limited (10,002) (10,002)

The Company carried out transactions with and received funding from 1its intermediate parent
company HSBC Bank Plc The nature of these transactions and the amounts receivable/(payable) are
shown on the following page
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30 Related party transactions (continued)

2010 2009
£000 £000
HSBC Bank Ple
Costs recharged to the company (24,764) (27,658)
Interest paid (21,050) (43,635)
Commuission received 4,178 4,190
HSBC Life (UK) Limited
Commussion received 70 275
The amounts receivable/(payable) at the end of the period were as follows-
As at As at
31 Dec 2010 31 Dec 2009
£000 £000
HSBC Bank Plc (142,856) (712,845)
HSBC Life (UK) Limited (54) (70)

All the above balances are unsecured There are no provisions against any of the balances and no
amounts were written off in the period

Directors and key management personnel

Key management personnel are those persons having authority and responsibility for planning,
directing and controlling the activities of the entity, directly or indirectly, including any director
(whether executive or otherwise) of the entity Transactions were made on terms equivalent to those
that prevail 1n arms length transactions

2010 2009
Credit Cards Number* £ Number* £
Balances outstanding 16 50,570 13 40,224
1 January
Balances outstanding 14 48,317 16 50,570

31 December

*Number of directors and key management personnel with credit card balances

Credit card transactions are entered into in the normal course of business Interest income eamed on
these balances 1n 2010 was £2,713 (2009. £3,293)
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30 Related party transactions (continued)

No provisions have been recogmised 1n respect of credit card balances outstanding from related
parties (2009 nil)

2010 2009
Insurance Number* £ Number* £
Premiums recervable during the 4 3,604 2 374
period

*Number of directors and key management personnel with msurance policies issued by the
Y 2 y4 F4 Y

Company
Commussion earned on sales of insurance policies to directors and key management personnel 1s
immatenal
2010 2009
Premium Club Number* £ Number* £
Premiums receivable duning the 5 480 4 272
period

*Number of directors and key management personrnel with premium club membershi
g p p p

2010 2009
Savings Number* £ Number* £
Holdings at 2 23,263 1 30,000
1 January
Holdings at 4 80,354 2 23,263

31 December

*Number of directors and key management personnel with Cash ISA, Fixed Rate Savings &

Everyday Saver holdings
2010 2009
Key management compensation Number* £ Number* £
Salaries & other short term benefits 9 1,034,522 13 1,162,532
Post-employment benefits 3 38,107 4 40,215
1,072,629 1,202,747

*Number of directors and key management personnel receiving compensation

Key management compensation includes emoluments paid to directors Further details of directors’
compensation are disclosed 1n Note 31
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31

32

Directors’ emoluments

2010 2009

£ £

Highest paid director 230,614 223,464
Aggregate emoluments of other directors 576,180 557,960
806,794 781,424

Retirement benefits are accruing to 2 directors (31 December 2009 3) under a defined benefit
scheme Contributions were made for 3 directors of £36,063 (31 December 2009: 3)
(31 December 2009 £26,683) under a money purchase scheme and 5 directors (31 December 2009
4) are entitled to receive, and have received, shares in the ultimate parent undertaking under a long-
term incentive scheme

The remuneration of the Executive Directors 1s allocated between the companies 1in the Marks and
Spencer Retail Financial Services Holdings Limited group and the relevant proportion of their

emoluments 1s included above

Three directors exercised options during the year (2009. 1).

Dividends

The aggregate amount of dividends comprises

2010 2009

£000 £000

Final dividends paid 1n respect of prior year but not 20,000 40,000
recognised as Liabilities 1n that year

Interim dividends paid 1n respect of the current year 20,000 40,000

40,000 80,000

The aggregate amount of dividends proposed and not recognised as habilities as at the year end 1s
£20 million ( 2009 £20 million).
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33

34

Ultimate holding company
The ultimate parent undertaking and ultimate controlling party 1s HSBC Holdings Ple which 1s the
parent undertaking of the largest group to consolidate these financial statements. HSBC Bank Plc 18

the parent undertaking of the smallest group to consolhidate these financial statements

The 1mmediate parent undertaking 1s Marks and Spencer Retail Financial Services Holdings
Limited All compames are registered in England and Wales

Copies of HSBC Holdings Plc and HSBC Bank Plc consolidated financial statements can be
obtained from the Company Secretary at 8 Canada Square, London, E14 SHQ

Events after the statement of financial position date

Subsequent to the year end, the Board declared the payment of a dividend of £20 million (2009
£20 mlhion)
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