Secure Trust Bank Plc
Annual report and financial statements

for the year ended 31 December 2010

Regstered number 541132

NN

AD4 18/06/2011 4
COMPANIES HOUSE

2

SATURDAY




Secure Trust Bank Plc

Annual report and financial statements
for the year ended 31 December 2010

Drrectors and advisers

Directors’ report .

Independent auditor’s report to the members of Secure Trust Bank Plc
Statement of comprehensive income

Statement of financial position

Statement of changes in equity

Statement of cash flows

Notes to the financial statements

Page

10
11

i2




Secure Trust Bank Plc

Directors and advisers

Directors

H Angest (Chairman)

P A Lynam {Chief Executive) (appointed 13/09/2010)
G A Jennison (resigned 10/05/2010)

N M Fielden

O P Woodley (resigned 01/11/2010)

D R Nield (appointed 20/05/2010)

A A Salmon

JR Cobb

A D Turrell {appointed 25/02/2010)

D M Proctor (appointed 25/11/2010)

D G Anthony (non-executive) (resigned 22/03/2010)
R J J Wickham (non-executive)

Secretary and registered office

J R Kaye FCIS
One Arleston Way
Solihull

BY90 4LH

Secure Trust Bank Plc 1s incorporated in the United Kingdom

Independent auditors

KPMG Audit Plc
Chartered Accountants
One Snowhill

Snow Hill Queensway

Birmingham
B4 6GH

Bankers

Barclays Bank Plc
38 Hagley Road
Edgbaston
Birmingham

B16 8NY




Secure Trust Bank Plc

Directors’ report
for the year ended 31 December 2010

The directors present their report and the audited financial statements for the year ended 31 December 2010
Principal activities

The Company 15 a banking institution which 1s authonsed and regulated by the Financial Services Authonity
Its pnincipal activity 1s retail banking the main features of which are

e A current accounts facility that 1s linked to a prepaid Mastercard

e The operation of a budgeting facility that provides customers with a bill paying facility which enables
them to pay 1n constant peniodic payments to meet their vanable monthly commitments

e  The provision of unsecured consumer loans, point of sale retail loans and motor hire purchase
agreements

e  The taking of retail deposits
Review of business

The directors are satisfied wath the performance of the Company during the year and do not envisage any
significant change in the pnincipal activity in the ensuing year The results for the year are shown on page 8

| The directors use the following key performance indicators to monitor the business,

2010 2009 Increase/

| (decrease}

| Operating income (£m) 24.0 217 23

‘ Expenses (£m} 14.6 121 25

} Profit before tax (£m) 7.2 74 02

‘ Return on equity (%) 42.4 572 (14 8)

‘ New loans onginated (£m) 85.0 256 594

| Lending balances net of provisions (£m) 84.3 51¢ 333
Deposit balances (£m) 153.8 933 605
Deposat to loan ratio 1.8 18 00 |
Tier 1 capital to RWAs (%) 13.2 141 09 }
Average customer numbers ('000) 83 57 26 ;

Despate the increasingly compettive environment the Company delivered a robust operating income of £24 Om
and profits before tax of £7 2m

The business strategy remains to

s  Mantain a balanced approach to risk for liqudity, capital and credit
¢ To grow organic lending in a way that balances risk and return
s To finance lending through retails deposits

o To grow the current account facility and make 1t the most functional product of its type in the market




Secure Trust Bank Plc

Directors’ report
for the year ended 31 December 2010 (continued)

The business continued to manage 1ts balance sheet structure mn a lghly structured and prudent manner It
remains highly liquid as a consequence of the policy of ensuring that deposits balances exceed that of loans
The deposits exceed loans by a factor of 1 8 and the business also maintained a high level of capital wath the
Tier 1 capital being 1n excess of 10% of RWAs These metrics are significantly higher than the market norm
and these were mamntamned even during a year where lending balances grew by 65% Ths financial prudence
enables the business to remain hughly resilient in time of economue turbulence and has provided sigruficant
growth opportunities while others withdraw from the market

The business has grown lending in all three of its key product groups and the growth mm new business volumes
has not been at the expense of price or quality The three product groups are

¢  Unsecured consumer loans sold to exusting customers and via a website aggregator
e  Pomnt of sale retail loans to uiche markets such as music or cycle shops
e  Motor hire purchase agreements to customers of mainstream dealerships

The business utilises highly automated underwniting systems which in addition to providing significant cost
advantages eliminate discretionary credit decisions which enables 1t to ensure that performance 1s hughly
consistent Differential pricing that reflects the credit nisk of the underlying customer 18 standard These
systems have enabled the business to strongly control nsk whilst retaining the speed of service needed to pick
up awards from 1ts retail partners and their flexibility was a major element 1n the successful tender for the cycle
business

The bad debt performance on all of the books has been 1n line with the expectations set 1n the pricing models
but this continues to be tightly momtored To further support this the business invested in a new collections
system that 1s more suitable for the balance sheet size the business now operates

The portfolios acquired 1n 2009 continue to-perform in line with expectations, although they will contribute
less to future years performance as balances have declined as the loans have been collected

The rapid growth in lending has been entirely funded through retail deposits These are attracted through the
‘best buy’ tables, however the business has not been actively seeking to raise additional deposits as it did thus
ahead of the lending growth The retatl deposits are in the form of notice accounts with the minimum notice
penod bemng 60 days but most balances are at 120 days Thus provides a secure structure which again gives
additional financial secunty to the business

The growth in the current account volumes continue and has now outstripped the reduction i OneBall
accounts The business has developed an on line capability to both service and sign up accounts It 15 now
possible for a customer to open an account on-line, be provided wath the new account number and sort code
and to automatically transfer all of their direct debits and standing orders from their old account as part of this
set up 1n minutes The account charges a monthly fee of £12 50 but as part of this the customers get rewarded
for using therr card by selected retailers and this 1s between 3% and 4% of the amount spent A typical
customer can earn more than their monthly fee from this scheme

Costs 1n 2010 are higher than 2009 due to investment in new systems and processes that have been needed to
support the now bigger busimess and to build 1n greater resihence and to ehminate single points of failure
Sigmficant costs were mcurred m developing the lending systems and associated scorecards, and implementing
the Consumer Credit Directive and Irresponsible Lending guidelines The development of the web capability to
support the current account digital sign up process was also considerable and in January 2011 a new deposit
servicing platform was implemented




Secure Trust Bank Plc

Directors’ report
for the year ended 31 December 2010 (continued)

Dividends and transfers to reserves

The profit for the year after taxation amounted to £4,976k (2009 £5,178k) Dividends of £2,500k (2009
£2,500k) were declared and paid during the year The directors do not recommend the payment of a final
dividend The balance of the profit for the year of £2,476k (2009 £2,678k) has been transferred to reserves

Charitable donations

The Company supports 3 local charities, the Foundation for Conductive Education, St Richard’s Hospice and
Queen Alexandra College and made donations totalling £4,830 (2009 £5,985)

Tangible fixed assets
The movements 1n tangible fixed assets duning the year are set out in note 16 to the financial statements
Directors

The directors who served during the year and up to the date of sigming these financial statements were as
follows

H Angest {Chairman)

P A Lynam (Chief Executive) (appointed 13/09/2010)
G A Jennison (resigned 10/05/2010)

N M Fielden

O P Woodley (resighed 01/11/2010)

D R Nield (appointed 20/05/2010)

A A Salmon

JR Cobb

A D Turrell (appointed 25/02/2010)

D M Proctor (appointed 25/11/2010)

D G Anthony (non-executive) (resigned 22/03/2010)
R 7 J Wickham (non-executive)

Directors’ interests

All the directors holding office at 31 December 2010, except Mr Fielden and Mr Nield, are directors of the
ultimate parent company Arbuthnot Banking Group Plc and their interests 1n the share capital of group
compantes and share options are shown n the Directors’ Report of that Company

No director had a beneficial interest in shares of the Company dunng the year

Employees

The Company gives due consideration to the employment of disabled persons and 1s an equal opportunities
employer It also regularly provides employees with information on matters of concern to them, consults on
decisions likely to affect their interests and encourages their involvement in the performance of the Company

Supplier payment policy

The Company’s supplier payment policy 1s to make payment in line with terms agreed with individual
suppliers, payments being effected on average within 30 days of receipt of invoice (2009 30 days)




Secure Trust Bank Plc

Directors’ report
for the year ended 31 December 2010 (continued)

Risk Management

The Company regards the momtonng and controlling of risks as a fundamental part of the management
process Consequently, semior management are mvolved 1n the development of rnisk management policies and
mn monutoring their application

The principal non-operational nsks inherent 1 the Company’s business are credit, hquidity and market nsks A
detailed description of the nsk management policies 1n these areas 1s set out 1n Note 4 to the financial
statements Credit nsk 18 managed through the Group Risk Commuitee

Market nsk anses 1n relation to movements 10 interest rates The Group's treasury functton operates on behalf
of the Company and therefore 1t has no exposure to currency fluctuattons

Going Concern

After making appropnate enquines which assessed strategy, profitability, funding and capital resources, the

directors are satisfied that the Company has adequate resources to continue m operation for the foreseeable
future The financial statements are therefore prepared on the gomng concern basis




Secure Trust Bank Plc

Directors’ report
for the year ended 31 December 2010 (continued)

Statement of directors’ responsibilities in respect of the Directors’ Report and the financial statements

The directors are responsible for prepanng the Directors’ Report and the financial statements in accordance
with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law they
have elected to prepare the financial statements 1n 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 affaws of the company and of the profit or loss of the company for that
period In prepanng these financial statements, the directors are required to

+ select suitable 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 1s inappropnate 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 responsibility 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 wrregularities

Statement of disclosure of information to auditors

So far as each of the directors are aware, there 18 no relevant audit information of which the Company’s
auditors are 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 establish that the Company’s auditors
are aware of that information

Auditors

In accordance with Section 489 of the Compames Act 2006, a resolution for the re-appointment of KPMG
Audit Plc as auditors of the Company 1s to be proposed at the forthcoming Annual General Meeting

By order of the board

q\l.ld&v\ .
N M Fielden

Dirrector
16 March 2011




Independent auditor’s report to the members of Secure Trust Bank Plc

We have audited the financial statements of Secure Trust Bank Plc for the year ended 31 December 2010 set
out on pages 8 to 41 The financial reporting framework that has been applied 1n their preparation 1s applicable
law and International Financial Reporting Standards (IFRSs) as adopted by the EU

Thas report 1s made solely to the company’s members, as a body, 1n accordance with Chapter 3 of Part 16 of
the Compames Act 2006 Cur andit work has been undertaken so that we might state to the company’s
members those matters we are requured to state to them 1n an auditor’s report and for no other purpose To the
fullest extent permutted by law, we do not accept or assume responsibihity to anyone other than the company
and the company’s members, as a body, for our audit work, for this report, or for the opimons we have formed

Respective responsibilities of directors and auditor

As explained more fully mn the Directors' Responsibilities Statement set out on page 6, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view Our responsibility 1s to audit, and express an opmion on, 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 opiuon the financial statements

+ give a true and fair view of the state of the company’s affairs as at 31 December 2010 and of 1ts profit for the
year then ended,

* have been properly prepared in accordance with IFRSs as adopted by the EU, and

* have been prepared in accordance with the requirements of the Compames Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opinion the mformation given 1n 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 1 respect of the following matters where the Compames Act 2006 requires us to
report to you 1if, 1n our opinion

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

= the financial statements are not in agreement with the accounting records and retumns; or

= certain disclosures of directors' remuneration specified by law are not made, or

= we have not recerved all the information and explanations we require for our audut

/¢V G /e Mard 20f)

Simon Clark (Senior Statutory Auditor)
for and on behalf of KPMG Audit Plc, Statutory Auditor

Chartered Accountants

One Snowhull
Snow Hill Queensway

Burmungham
B4 6GH




Secure Trust Bank Plc

Statement of comprehensive income
for the year ended 31 December 2010

2010 2009

Note £000 £000

Interest receivable and similar income 15,663 9,932
Interest expense and simular charges (3,419) (1,345)
Net interest income 12,244 8,587
Fee and commuission income 11,750 13,119
Operating income 23,994 21,706
Group restructure - Intercompany balances 0 (693)
Group restructure - Investments 0 (426)
Impairment losses on loans and advances 14 (2,166) (1,156)
Operating expenses 6 (14,631) (12,072)
Profit before income tax 7,197 7,359
Income tax expense 8 2,220  (2,181)

Profit for the year

4976 5,178

Profit attributable to:

Equuty holders of the Company

4976 5178

Total comprehensive income attributed to:

Equuty holders of the Company

4,976 5,178

The Company has no recogmsed gains and losses other than those included n the results above

The notes on pages 12 to 41 are an integral part of these financial statements




Secure Trust Bank Plc

Statement of financial position
as at 31 December 2010

2010 2009

Note £000 £000
Assets
Current assets
Cash and cash equivalents 10 13 4
Loans and advances to banks and building societies 11 43,577 38,334
Debt securities held to matunity 12 25,627 11,000
Loans and advances to customers 13 84,273 51,022
Other assets 15 22,096 11,583
Non-current assets
Property, plant and equipment 16 1,051 1,630
Intangible assets 17 783 785
Investments 19 1 71
Deferred tax asset 18 70 0
Total assets 176,491 115429
Liabilities
Customer accounts 20 153,778 93,342
Subordinated loan capital 25 2,400 2,400
Other habihties 21 6,113 7,954
Deferred tax Liabihties 18 0 9
Total liabilities 162,291 103,705
Equity
Share capital 22 5,000 5,000
Retained earmings 9,200 6,724
Capital and reserves attributable to the Company's equity 14,200 11,724
holders
Total equity and liabilities 176,491 115,429

The financial statements on pages 8 to 41 were approved by the Board of Directors on 16 March 2011 and

were signed on 1ts behalf by

T
P Lynam
Chief Ex e

Compan ber 541132

e

N M Fielden
Durector

'Y VHPEN



Secure Trust Bank Plc

Statement of changes in equity
for the year ended 31 December 2010

Share Retained Total
capital earnings

£000 £000 £000

Balance at 1 January 2009 5,000 4,046 9,046
Profit on ordinary activities after tax for 2009 0 5,178 5,178
Dividends 0 (2,500) (2,500)
At 31 December 2009 5,000 6,724 11,724
Balance at 1 January 2010 5,000 6,724 11,724
Profit on ordinary activities after tax for 2010 0 4,976 4,976
Dividends 0 (2,500) (2,500)

At 31 December 2010

5,000

9,200 14,200

10



Secure Trust Bank Plc

Statement of cash flows
for the year ended 31 December 2010

2010 2009
Note £000 £000
Cash flows from operating activities
Profit for the year 4,976 5,178
Income tax expense 8 2,221 2,181
Depreciation 703 473
Amortisation 179 155
Group restructure intercompany balances 0 693
Group restructure mvestment balances 0 426
Provisions against amounts due from customers 2,166 1,156
Cash flows from operating activities before changes in 10,245 10,262
operating assets and liabilities
Changes in operating assets and liabilities:
Net increase in trade receivables 35,417) (39,627
Net increase 1n trade payables 60,436 57,514
Net increase in other assets (10,513) {1,216)
Net decrease 1n other habilities (2,421) (1,510)
Income tax paid {1,650) 371
Net cash inflow from operating activities 20,680 25,052
Cash flows from investing activities
Purchase of tangible non-current assets (124) (152)
Purchase of intangible non-current assets amm (650)
Net cash from investing activities (301) (802)
Cash flows from financing activities
Subordinated loan inflows 0 1,400
Dividends paid 9 (2,500) (2,500)
Net cash used in financing activities (2,500) (1,100}
Net increase in cash and cash equivalents 17,879 23,150
Cash and cash equivalents at beginning of year 50,338 27,188

Cash and cash equivalents at 31 December 24 68,217 50,338




Secure Trust Bank Plc

Notes to the financial statements
for the year ended 31 December 2010

1 Principal accounting policies

1.1 Basis of presentation

The Company’s financial statements have been prepared n accordance with IFRSs (as adopted and endorsed
by the EU), IFRIC Interpretations and the Compames Act 2006 applicable to compames reporting under IFRS
They have been prepared under the histoncal cost convention

The preparation of financial statements 1n conformity with IFRSs requires the use of certain critical accounting
estimates It also requires management to exercise 1ts judgement in the process of applying the Company’s
accounting policies The areas mvolving a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the financial statements are disclosed 1n note 2

Under IAS 27 paragraph 10 the Company 1s exempt from the requirement to prepare group accounts and
therefore consolidated accounts have not been prepared and thus the financial statements only present
mformation about the Company as an individual undertaking

1.1a) Interpretations and amendments effective in 2010

IFRS 3 (Revised), ‘Business combinations” The revised standard continues to apply the acquisition method to
business combinations, however, all payments to purchase a business are to be recorded at fair value at the
acquisition date, with contingent payments classified as debt subsequently re-measured through the statement
of comprehensive income There 1s a choice on an acquisition-by-acquusition basis to measure the non-
controtling interest 1n the acquiree either at fair value or at the non-controlling interest’s proportionate share of
the acquiree’s net assets All acquisitton-related costs should be expensed

IAS 24 (Revised), ‘Related party disclosures’ (effective from 1 January 2011 - early adopted) The revised
standard includes an exemption from the disclosure requirements for related party transactions between "state-
controlled" entities and includes a revised defimtion for related parties

IAS 27 (Revised), ‘Consolidated and separate financial statements’ The revised standard requires the effects
of all transactions with non-controlling 1nterests to be recorded 1n equity 1f there 1s no change m control Any
remaining mnterest 1n an investee 15 re-measured to fair value mn determiming the gan or loss recognised 1n
profit or loss where control over the investee 1s lost

Improvements to [FRSs Sets out minor amendments to [FRS standards as part of annual tmprovements
process




Secure Trust Bank Plc

Notes to the financial statements
for the year ended 31 December 2010 (continued)

1 Principal accounting policies

1.1b) Standards, amendments and interpretations to existing standards (applicable to the Company)
that are not yet effective and have not been early adopted by the Company

The following standards and amendments to existing standards have been published and are mandatory for the
Company’s accounting pertods beginning on or after 1 January 2011 or later periods, but the Company has not
early adopted them

IFRS 7 {Rewvised), ‘Disclosures - Transfers of Financial Assets’ (effective from 1 July 2011) The revised
standard require additional disclosures for transfers of financial assets and where there are a disproportionate
amount of transactions undertaken around the period end The revised standard will not have any matenal
impact on the Company's financial accounts *

IFRS 9 ‘Financial instruments’ {effecve from 1 January 2013) Thus standard deals with the classification
and measurement of financial assets and will replace IAS 39 The requirements of this standard represent a
significant change from the existing requirements 1n IAS 39 The standard contains two primary measurement
categores for financial assets amortised cost and fair value The standard elimmates the exisung IAS 39
categonies of 'held to matunity', ‘available for sale' and ' loans and receivables’ The potential effect of this
standard 1s currently being evaluated but 1t 1s expected to have a pervasive impact on the Company's financial
statements, due to the nature of the Company's operations *

* The revised IFRS 7 and IFRS 9 have not yet been endorsed by the EU
1.2 Interest income and expense

Interest income and expense are recognised in the statement of comprehensive income for all instruments
measured at amortised cost using the effective interest method The Company only recogmses interest tncome
on loans that make a payment in the accounting period

The effective mterest method 1s a method of calculating the amortised cost of a financial asset or a financial
hability and of allocating the interest income or interest expense over the relevant period The effective interest
rate 15 the rate that exactly discounts estimated future cash payments or receipts through the expected life of the
financial mstrument or, when appropnate, a shorter period to the net carrying amount of the financial asset or
financial liability When calculating the effective wnterest rate, the Company takes into account all contractual
terms of the financial instrument but does not consider future credit losses The calculation includes all fees
pard 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

Once a financial asset or a group of simular financial assets has been wnitten down as a result of an impairment
loss, interest mcome 1s recogmsed using the rate of mterest used to discount the future cash flows for the
purpose of measunng the impairment loss

1.3 Fee and commission income

Fees and commussions which are not considered integral to the effective interest rate are generally recogrused
on an accruals basis when the service has been provided

13




Secure Trust Bank Ple

Notes to the financial statements
for the year ended 31 December 2010 (continued)

1 Principal accounting policies

1.4 Financial assets and financial liabilities

The Company classifies its financial assets and financial habihities 1n the following categories loans and
recetvables, held-to-maturity investments and other financial liabihties Management determines the
classification of 1ts investments at imtial recognition A financial asset or financial hability 1s measured
mtially at fair value as well as the transaction costs that are directly attributable to its acquisition or 1ssue

(a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or deterrinable payments that are not
quoted 1n an active market They arise when the Company provides money, goods or services directly to a
debtor with no intention of trading the receivable Loans are recogmsed when cash 15 advanced to the
borrowers Loans and receivables are carried at amortised cost using the effective interest method

(b) Held-to-maturity

Held-to-matunty investments are non-denvative financial assets with fixed or determinable payments and
fixed matunties that the Company’s management has the positive intention and ability to hold to maturity
Held to maturity investments are carried at amortised cost using the effective interest method

(¢) Other financial liabilities

Deposits are non-denvative financial habilities with fixed or determinable payments Deposits are recogmsed
when cash 15 received from the depositors Deposits are carmed at amortised cost using the effective interest
method

Derecognition

Financial assets are derecogmsed when the nghts to receive cash flows from the financial assets have expired
or where the Company has transferred substantially all nsks and rewards of ownership Any mterest 1n
transferred financial assets that quahfy for derecognition that 1s created or retamned by the Company 1s
recognised as a separate asset or hability 1n the statement of financial position In transactions m whach the
Company neither retains nor transfers substantally all the nsks and rewards of ownership of a financial asset
and 1t retains control over the asset, the Company continues to recognise the asset to the extent of its
continung involvement, determuned by the extent to which 1t 1s exposed to changes in the value of the
transferred asset There have not been any instances where assets have only been partially derecogmsed

The Company derecogmses a financial hability when tts contractual obligations are discharged, cancelled or
expire

Amortised cost measurement

The amortised cost of a financial asset or financial liability 1s the amount at which the financial asset or
financial liabihity 15 measured at imtial recogmtion, minus principal payments, plus or minus the cumulative
amortisation using the effective interest method of any difference between the imitial amount recognised and
the matunity amount, munus any reduction for impairment

1.5 Offsetting financial instruments
Financial assets and liabilities are offset and the net amount reported 1n the statement of financial position

when there 1s a legally enforceable right to offset the recognised amounts and there 1s an intention to settle on a
net basis, or realise the asset and settle the habihty simultaneously




Secure Trust Bank Plc

Notes to the financial statements
for the year ended 31 December 2010 (continued)

1 Principal accounting policies

1.6 Impairment of financial assets

(a) Assets carried at amortised cost

On an ongoing basis the Company assesses whether there 1s objective evidence that a financial asset or group
of financial assets 15 impaired A financial asset or a group of financial assets 1s impaired and impairment
losses are mcurred 1f, and only 1f, there 1s objective evidence of impairment as a result of one or more events
that occurred after the mitial 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 rehably
estimated

The cnitena that the Company uses to determine that there 1s objective evidence of an impairment loss include,
but are not limted to, the following

*» Delinquency 1n contractual payments of principal or interest,
+ Cash flow difficulties expenenced by the borrower, and

« Imitiation of bankruptcy proceedings

If there 15 objective evidence that an impairment loss on loans and receivables or held-to-matunty investments
carmed at amortised cost has been incurred, the amount of the loss 18 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
ongnal effective interest rate The carrying amount of the asset 15 reduced through the use of an allowance
account and the amount of the loss 1s recogmsed in the siatement of comprehensive income If a loan or held-
to- maturity investment has a vanable interest rate, the discount rate for measuring any impaument loss 1s the
current effective interest rate determined under the contract

When a loan 1s uncollectible, 1t 1s written off against the related provision for loan impawrment Such loans are
wnitten off after all the necessary procedures have been completed and the amount of the toss has been
determuned Subsequent recoveries of amounts previously wntten off decrease the amount of the provision for
loan umpairment 1n the statement of comprehensive income

(b) Renegotiated loans

Loans that are either subject to collective tmpairment assessment or individually sigmficant and whose terms
have been renegotiated are no longer considered to be past due but are treated as new loans

1.7 Intangible assets

(a) Goodwill

Goodwill represents the excess of the cost of a loan book acquisition over the fair value of the Company’s
share of the net identifiable assets of the acquired loan book at the date of acquisition

The goodwill on the Music loan book relates to relationships with suppliers These are assessed as endunng
relationships and therefore goodwall 1s deemed to have an infinite life

15




Secure Trust Bank Plc

Notes to the financial statements
for the year ended 31 December 2010 (continued)

1 Principal accounting policies

Goodwill 1s tested at least annually for impairment or when events or changes 1 economic circumstances
indicate that impairment may have taken place and carried at fair value less accumulated impairment losses
Impairment losses are recogmsed 1n the statement of comprehensive income if the carrying amount exceeds the
recoverable amounts This will be released over the life of the book

(b) Computer software

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to
use the specific software These costs are amortised on the basis of the expected useful hives (three to five
years)

Costs associated with developing or maintaiming computer sofiware programs are recogmsed as an expense as
incurred

1.8 Plant and equipment

Plant and equipment 1s stated at hustorical cost less depreciation Historical cost mncludes expenditure that 15
directly attributable to the acquisition of the items Depreciation is calculated using the straight-line method to
reduce their cost to their residual values over their estimated useful lives, applying the following annual rates,
which are subject to regular review

Office equipment 5% to 15%
Computer equipment 20% to 33%

Gains and losses on disposals are determuned by comparing proceeds with carrying amounts These are
included 1n the statement of comprehensive income

1.9 Leases

Rentals made under operating leases are recognised n the statement of comprehensive income on a straight
line basis over the term of the lease

1.10 Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equvalents compnise balances with less than
three months’ matunity from the date of acquisition, including cash, loans and advances to banks and building
societies and short-term highly liquid debt secunties

1.11 Employee benefits
(a) Post-retirement obligations

The Company contributes to a defined contribution scheme and to individual defined contribution schemes for
the benefit of certain employees The schemes are funded through payments to msurance compan:es or trustee-
admimistered funds at the contnbution rates agreed with individual employees The Company has no further
payment obligations once the contributions have been paid The contributions are recognised as an employee
benefit expense when they are due Prepaid contributions are recogmsed as an asset to the extent that a cash
refund or a reduction in the future payments 1s avatlable

There are no post-retirement benefits other than pensions
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Notes to the financial statements
for the year ended 31 December 2010 (continued)

1 Principal accounting policies

1.12 Income taxation

Current mncome tax which 1s payable on taxable profits 1s recognised as an expense 1n the period m whuch the
profits anse Income tax recoverable on tax allowable losses 1s recognused as an asset only to the extent that 1t
15 regarded as recoverable by offset against current or future taxable profits

Deferred tax 15 provided 1n full, using the liability method, on temporary differences arising between the tax
bases of assets and habilities and their carrying amounts in the financial statements Deferred tax s determined
using tax rates (and laws) that have been enacted or substantially enacted by the statement of financial poesition
date and are expected to apply when the related deferred tax asset 13 realised or the deferred tax liabshity 1s
settled

Deferred tax assets are recogmsed where 1t 1s probable that future taxable profits will be available agaimnst
which the temporary differences can be utilised

1.13 Dividends

Dividends on ordinary shares are recognised 1 equity 1n the penod in which they are approved

2 Critical accounting estimates and judgments 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 historical
expentence and other factors, including expectations of future events that are believed to be reasonable under
the circumstances

2.1 Estimation uncertainty
Credit losses

The Company reviews 1ts loan pottfolios and held-to-matunty investments to assess impairment at least on a
half-yearly basis The basis for evaluating impairment losses 1s descrtbed n accounting policy 1 6 Where
financial assets are individually evaluated for impairment, management uses their best estimates 1n calculating
the net present value of future cash flows Management has to make judgements on the financial position of the
counterparty and the net realisable value of collateral, in determining the expected future cash flows
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for the year ended 31 December 2010 (continued)

2 Critical accounting estimates and judgments in applying accounting policies
(continued)

Goodwill impairment

The accounting policy for goodwall 1s descnbed 1 note 1 7 (a) Significant management judgements are made
in estimations, to evaluate whether an impairment of goodwill 1s necessary

Goodwill 18 montored for management purposes throughout the period This will enable management to
complete goodwill impairment testing 1f indicators anse The accuracy of future cash flows 1s subject to a hugh
degree of uncertainty 1n volatile market conditions Durning such cond:tions, management would do impairment
testing more frequently than annually to ensure that the assumptions applied are still valid in the current market
conditions

At the time of the impairment testing, 1f the future expected cash flows decline and/or the cost of capatal has
increased, then the recoverable amount will reduce

Purchased Loan Books

Income on purchased books 1s calculated using the EIR method Future cashflows were assessed at inception
and are reviewed 1n line with business performance on a regular basis

Income Taxation

Significant estimates are required 1n determunung the provision for income taxation There are many
transactions and calculations for which the ultimate tax determunation is uncertain durtng the ordinary course
of business The Company recognises habilities for anticipated tax audat 1ssues based on estimates of whether
additional taxes will be due Where the final tax outcome of these matters 15 different from the amounts that
were 1mtially recorded, such differences will impact the current tax and deferred tax provisions in the period n
which such determination 1s made

2.2 Judgements

Impairment losses on loans and advances

The Company reviews its loan portfolios to assess impairment at least on a half-yearly basis In determining
whether an impairment loss should be recorded 1n the statement of comprehensive income, the Company
makes judgements as to whether there 1s any observable data indicating that there 1s a measurable decrease 1n
the estimated future cash flows from a portfolio of loans before the decrease can be 1dentified with an
individual loan n that portfolio This evidence may include observable data indicating that there has been an
adverse change 1n the payment status of borrowers 1n a group, or national or local ecoromuc conditions that
correlate with defaunlts on assets 1n the group Management uses estimates based on historical loss experience
for assets with simular credit nsk charactenstics and objective evidence of impairment similar to those 1n 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 expenence
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3 Maturity analysis of assets and liabilities

The table below shows the matunity analysis of assets and habilities as at 31 December 2010

Due after
Due within more than
one year one year Total

At 31 December 2010 £000 £000 £000
Assets

Cash and cash equivalents 13 0 13
Loans and advances to banks and building societies 42,577 0 42,577
Debt secunities held to matunty 25,627 0 25,627
Loans and advances to customers 33,804 50,469 84,273
Other assets 21,096 0 22,096
Property, plant and equipment 0 1,051 1,051
Intangible assets 0 783 783
Investments 0 1 1
Deferred tax asset 0 70 70
Total assets 124,117 52,374 176,491
Liabilities

Customer accounts 153,778 0 153,778
Subordinated loan capatal 0 2,400 2,400
Other liabilities 6,113 0 6,113
Deferred tax liabilities 0 0 0
Total liabilities 159,891 2,400 162,291
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The table below shows the matunty analysis of assets and habilities as at 31 December 2009

Due after
Due within more than

one year one year Total
At 31 December 2009 £000 £000 £000
Assets
Cash and cash equivalents 4 o 4
Loans and advances to banks and building socreties 39,334 o 39,334
Debt secunties held to maturity 11,000 0 11,000
Loans and advances to customers 16,312 34,710 51,022
Other assets 11,583 0 11,583
Property, plant and equipment 0 1,630 1,630
Intangible assets 0 785 785
Investments 0 71 71
Total assets 78,233 37,196 115,429
Liabilities
Customer accounts 93,342 0 93,342
Subordinated loan capital 0 2,400 2,400
Other liabilities 7,954 0 7.954
Deferred tax liabilities 9 0 9
Total liabilities 101,305 2,400 103,705
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4 Financial risk management

Strategy

The directors and semor management of the Company have formally adopted a Risk and Controls Palicy
whach sets out the Board’s attitude to nisk and internal controls Key nisks identified by the dwrectors are
formally reviewed and assessed at least once a year by the Board, in additton to which key business nisks are
wdentified, evaluated and managed by operating management on an ongoing basis by means of procedures such
as physical controls, credit and other authonsation himits and segregation of duties The Board also receives
regular reports on any nisk matters that need to be brought to its attentton Sigmificant nsks identified in
connection with the development of new activities are subject to consideration by the Board There are
budgeting procedures m place and reports are presented regularly to the Board detailing the results of each
principal business umit, vanances against budget and prior year, and other performance data

The principal non-operational risks inherent 1n the Company’s business are credit and hiquudity nsk
(a) Credit risk

The Company takes on exposure to credit risk, which 1s the risk that a counterparty will be unable to pay
amounts in full when due Impairment provisions are provided for losses that have been incurred at the
statement of financial position date Signuficant changes 1n the economy could result 1n losses that are different
from those provided for at the statement of financial position date  Management therefore carefully manages
its exposures to credit nisk as they consider thus to be the most significant nisk to the business

The Company structures the levels of credit nsk by placing limits on the amount of nsk accepted 1n relation to
individual borrowers or groups of borrowers  Such nisks are monitored on a revolving basis and subject to an
annual or more frequent review The linuts on the level of credit nsk are approved penodically by the Board
of Directors and actual exposures against limits monitored daily

Exposure to credit nsk 1s managed through regular analysis of the ability of borrowers and potential borrowers

to meet mterest and capital repayment obligations and by changing these tending limits where appropnate
The assets undergo a nigorous sconng process to mitigate risk and are monitored by the Board
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4 Financial risk management (continued)

The Company’s maximum exposure to credit r1sk 1s as follows

2010 2009
£000 £000
Credit risk exposures relating to on-statement of financial position assets
Loans and advances to banks and building societies 42,577 39,334
Loans and advances to customers 84,273 51,022
Debt securities held to maturnity 25,627 11,000
Amounts due from related companies 19,579 10,162

172,056 111,518
Credit risk exposures relating to off- statement of financial position assets

Financial guarantees 0 0
Loan commutments and other credit related habilities 0 0

0 0
Total exposure at 31 December 172,056 111,518

The above table represents the maximum credit nsk exposure (net of impairment) to the Company at 31
December 2010 and 2009 without taking account of credit enhancements attached For on-statement of
financial position assets, the exposures are based on the net carrying amounts as reported in the statement of
financial position

The quality of the assets which are neither past due or impaired 15 momitored closely, with detailed credit
scoring being carried out The carrying value of assets which would be impaired 1f they had not been
negotiated 18 also assessed

(b) Market risk

Market risks arise from open positions 1n mterest rate and currency products, all of which are exposed to
general and specific market movements

Currency risk
The Company has no exposures 1n foreign currencies

Interest rate risk

Interest rate risk 1s the potential adverse impact on the Company’s future cash flows from changes 1n interest
rates and arises from the differing interest rate risk charactenstics of the Company’s assets and liabilities In
particular, fixed rate products expose the Company to the nsk that a change n interest rates could cause either
a reduction 1n interest income Or an increase i mnterest expense relative to vanable rate mterest flows The
company seeks to “match” interest rate risk on either side of the statement of financial position However, this
15 not a perfect match and interest rate risk 1s present on money market deposits of a fixed rate nature The
Company monitors the interest rate mismatch on a daily basis in conjunction with hiquidity and capital
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4 Financial risk management (continued)

Interest rate sensitivity gap

The following table summanses the repricing periods for the assets and liabilinies 1n the Company’s non
trading book Items are allocated to ime bands by reference to the earher of the next contractual interest rate

and the matunity date

Over 3 Over6 Overl
months months year
but but but More Non
Within 3 within 6 within 1 within thamS  interest
months months year 5 years years bearing Total
£000 £000 £000 £000 £000 £000
Assets
Cash and cash equivalents 0 0 0 0 0 13 13
Loans and advanccs to banks and 36,500 5,987 0 0 0 0 42577
building societies
Debt secunties held to matunty 15,589 5,028 5,010 0 0 0 25,627
Loans and advances to customers 11,834 10,075 13,442 47,737 0 1,185 84,273
Other assets 0 0 0 0 0 24,001 24,001
64,013 21,090 18,452 47,737 0 25,199 176,491
Liabilities
Customer accounts 153,778 0 0 0 0 0 153,778
Other hiabilities 0 0 0 0 0 8,513 8,513
Total equity 0 0 0 0 0 14,200 14,200
153,778 0 0 0 0 22,713 176,491
Interest rate sensitivity gap (89,765) 21,090 18,452 47,737 0 2,486
Cumulative gap (39,765) {68,675) (50,223) (2,486) (2,486) 0

(¢) Liquidity risk

The new Liquidity regime came into force on the 1st of October 2010 The FSA requires a firm to mauntan at
all umes hquidity resources which are adequate, both as to amount and quality, to ensure that there 15 no
sigmficant nsk that its habilities cannot be met as they fall due There 15 also a requirement that a firm ensures
1ts hiquidity resources contain an adequate buffer of hugh quality, unencumbered assets (1 ¢ Government
secunties in the liquidity asset buffer), and it maintains a prudent funding profile The hquid assets buffer 1s a
pool of lughly hquid assets that can be called upon to create sufficient hiquidity to meet liabilities on demand,
particularly 1n a penod of iquidity stress The hquidity resources outside the buffer must either be marketable
assets with a demonstrable secondary market that the firm can access, or a credit facihity that can be activated

1n times of stress

The Company prepared and approved therr Individual Liquidity Assessment (ILA) The hiquidity buffers
required by the ILA have all been put in place and maintained since Liquidity resources outside of the buffer
are made up of certificates of deposit The Company also maintains long-term committed bank facilitzes
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4 Financial risk management (continued)

The Company 1s exposed to daily calls on 1its available cash resources from overmight deposits, current
accounts, maturing deposits and loan draw-downs The Company does not maintamn cash resources to meet all
of these needs, as experience shows that a minimum level of rewnvestent of maturing funds can be predicted
with a high level of certainty The Board sets limits on the minimum proportion of matuning funds available to
meet such calls and on the munimum level of inter-bank and other borrowing facilities that should be in place
to cover withdrawals at unexpected levels of demand

The matching and controlled mismatching of the maturities and interest rates of assets and habilities 15
fundamental to the management of the Company It 1s unusual for banks to be completely matched, as
transacted business 1s often of uncertain term and of different types An unmatched position potentially
enhances profitability, but also increases the nisk of losses

The maturities of assets and habilities and the ability to replace, at an acceptable cost, mterest-bearing
habilities as they mature are important factors 1n assessing the hqudity of the Company and its exposure to

changes 1n interest rates and exchange rates

The tables on pages 25 and 26 analyse the Company’s assets and liabiliies into relevant matunty groupings
based on the remaming period at the statement of financial position date to the contractual matunity date
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4 Financial risk management (continued)

Liguidity Risk at 31 December 2010

Over 3
months Over 1
Within but  year but More Non
3 within within 5 than 5 cash
months 1 year years years items Total
£000 £000 £000 £000 £000 £000
At 31 December 2010
Cash and cash equivalents 13 0 0 0 ] 13
Loans and advances to banks and buillding societies 36,590 5,987 0 Q 0 42,577
Debt secunties held to maturity 15,589 5,028 5,010 ] 0 25,627
Loans and advances to customers 12,435 24,713 54,922 0 (7,797) 84,273
Other non cash assets 1,367 20,799 1] 1 1,834 24,001
Total assets 65,994 56,527 59,932 1 (5,963) 176,491
Customer accounts 74,472 79,306 0 0 0 153,778
Other non cash hiabilities inc Total Equety 2,792 3,321 2,400 0 14,200 22,713
Total liabilities 77,264 82,627 2,400 0 14200 176,491
Net hquidity gap {11,270) (26,100) 57,532 1 (20,163) 0
At 31 December 2009
Cash and cash equivalents 4 0 0 0 0 4
Loans and advances to banks and building societies 46,334 4,000 0 0 0 50,334
Loans and advances to customers 7,491 8,821 40,523 0 (5,813) 51,022
Other non cash assets 392 11,191 0 71 2,415 14,069
Total assets 54,221 24,012 40,523 T (3,398) 115,429
Customer accounts 67,366 25,976 0 0 0 93,342
Other non cash hiabilities mc Total Equity 1,497 6,466 2,400 0 11,724 22,087
Total liabilities 68,863 32,442 2,400 0 11,724 115429
Net hiqudity gap (14,642)  (8,430) 38,123 71 (15,122) 0
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4 Financial risk management (continued)

Farr values of financial assets and liabilities

The tables below sets out the carrying amounts and fair values of the Company’s financial assets and financial

liabilities

Liquidity risk at 31 December 2010

Other Total
Designated Held-to- Loans and Available- amortised carrying Fair
at fair value maturity receivables for-sale cost amount value
At 31 December 2010 £000 £000 £000 £000 £000 £000 £000
Cash and cash 0 0 13 0 0 13 13
equivalents
Loans and advances to
banks and building 0 C 42,577 0 0 42,577 42,577
societies
Debt securnities held to
matunty 0 25,627 0 0 0 25,627 25,627
Loans and advances to 0 0 84,273 0 0 84273 84273
customers
0 25,627 126,863 0 0 152,490 152,490
Customer accounts 0 0 0 0 153,778 153,778 153,778
0 0 0 0 153,778 153,778 153,778
Other Total
Designated Held-to- Loans and Available- amortised carrying Fair
at fair value maturity receivables for-sale cost  amount value
At 31 December 2009 £000 £000 £000 £000 £000 £000 £000
Cash and cash 0 0 4 0 0 4 4
equivalents
Loans and advances to
banks and building 0 0 39,334 0 0 39,334 39,334
societies
Debt securities held to
maturity 0 11,000 0 0 0 11,000 11,000
Loans and advances to 0 0 51,022 0 0 51,022 51,022
customers
0 11,000 90,360 0 0 101,360 101,360
Customer accounts 0 0 0 0 93,342 93,342 93,342
0 0 0 0 93,342 93,342 93,342
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4 Financial risk management (continued)
Fair values of financial assets and liabilities

The carrying amounts of those assets and habilities not presented on the Company’s statement of financial
position at fair value are not matenally different from their fawr values

5 Capital management

The Company’s capital management policy ts focused on optirrusing shareholder value. There 1s a clear focus
on growth both organically and through acquisition of loan books, ensunng capital resources are sufficient to
support planned levels of growth The Board regularly reviews the capatal position

In accordance with the EU's Capital Requirements Directive (CRD) and the required parameters set out 1n the
FS A Handbook (BIPRU 2 2), the Individual Capital Assessment Process (ICAAP) 1s embedded in the risk
management framework of the Company and 1s subject to ongoing updates and revisions when necessary
However, at a mimimum, the ICAAP 1s updated annually as part of the business planming process The ICAAP
18 a process that brings together management framework (1 & the policies, procedures, strategies, and systems
that the Company has implemented to identify, manage and mitigate 1ts risks) and the financial disciplines of
business planning and capital management

Not all matenal risks can be mitigated by capital, but where capital 1s appropnate the Board has adopted a
“Pillar I plus™ approach to determine the level of capital the Company needs to hold This method takes the
Pillar I capital formula calculations (standardised approach for credit, market and operational risk) as a starting
pont, and then considers whether each of the calculations deliver a sufficient capital sum adequately to cover
Managements’ anticipated nsks Where the Board considered that the Pallar 1 calculations did not reflect the
nisk, an additional capital add-on in Pallar IT 1s applied, as per the Indivaidual Capital Guidance (ICG) 1ssued by
the FSA

The Company’s regulatory capatal 1s divided mto two tiers

« Tier 1 compnses mainly shareholders’ funds after deducting goodwill and other mntangible assets

» Lower Tier 2 compnses qualifying subordinated loan capital and revaluation reserves. Lower Tier 2 capital
cannot exceed 50% of tier 1 capital

The foltowing table shows the regulatory capital resources as managed by the Company

2010 2009

£000 £000
Tier 1
Share capital 5,000 5,000
Retained earmings - (pre dividend) 11,700 9,225
Intangible assets (783) (785)
Dividend paid (2,500) (2,500)
Investment (1) 71)
Total tier 1 capital 13,416 10,869
Tier 2
Revaluation reserve 0 )
Subordinated loan 2,400 2,400
Total tier 2 capital 2,400 2,391
Total capital after deductions 15,816 13,260
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5 Capital management (continued)

The ICAAP includes a summary of the capital required to mitigate the identified nsks 1n 1ts regulated ennties
and the amount of capital that the Company has available The FSA's last review of the Company’s ICAAP
was last conducted 1n December 2007 and the regulatory capital requirements for the Company has
subsequently been agreed, as part of the ICG 1ssued by the FSA The FSA sets ICG for each UK bank
calibrated by references to 1ts Capital Resources Requirement, broadly equivalent to 8 percent of nisk weighted
assets and thus representing the capital required under Pillar | of the Basel II framework The ICAAP 1s a key
mput into the FSA's ICG setuing process, which addresses the requirements of Pillar 2 of the Basel II
framework The FSA's approach 1s to monutor the available capital rescurces in relation to the ICG
requirement The Company mamntains an extra internal buffer and capital ratios are reviewed on 2 monthly
basis to ensure that external requirements are adhered to The Company has complied with all of the externally

imposed capital requirements to whach they are subject

6 Operating expenses

2010 2009
Note £000 £000
Staff costs, including directors
Wages and salaries 6,359 6,113
Social secunty costs 665 515
Other pension costs 202 206
Amortisation 17 179 155
Depreciation 16 703 473
Chantable donations 5 6
Operating lease rentals 455 521
Other admimstrative expenses 6,063 4,083
Total operating expenses 14,631 12,072
Auditors’ remuneration

2010 2009

£000 £000

Amounts recervable by the auditors and their associates in respect of

Audit of these financial statements and subsidianies 85 95

Other services relating to taxation 75 5
All other services 5 0

7 Average number of employees

2010 2009

Adminmstration 201 208

The figures above include the directors of the Company
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8 Income tax expense

2010 2009
£000 £000
United Kingdom corporation tax at 28% (2009 28%)
Current 2,065 2,089
Deferred 97) (23)
Current - prior year over provision 235 85
Deferred - pnor year over provision 18 30
Income tax expense 2,221 2,181
Tax reconciliation
The tax assessed for the year 1s not at the standard rate of corporation
tax 1n the UK of 28% (2009 28%)
Profit before tax 7,197 7,359
Tax at 28% (2009 28%) 2,015 2,061
Non taxable mcome 50 5
Reduction n tax rate on deferred tax balances 3 0
Pnor peniod adjustments 253 115
Tax charge for the year 2,221 2,181

The Emergency Budget on 22 June 2010 announced that the UK corporation tax rate will reduce from 28% to
24% over a peniod of 4 years from 2011 The first reduction in the UK corporation tax rate from 28% to 27%
was substantively enacted on 20 July 20610 and will be effecuve from 1 Apnil 2011 This wall reduce the
company’s future current tax charge accordingly As such, the deferred tax balances outstanding at the balance
sheet date are stated at 27% It has not yet been possible to quantify the full anticipated effect of the announced
further 3% rate reduction, although this will further reduce the company’s future current tax charge and reduce
the company’s deferred tax assets accordingly

9 Dividends

2010 2009
£000 £000
Interim pard 2,500 2,500

The dividend per share was 50 0 pence (2009 50 0 pence per share)
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10 Cash and cash equivalents
2010 2009
£000 £000
Cash at bank and in hand included 1 cash and cash equivalents (note 24) 13 4
11 Loans and advances to banks and building societies
2010 2009
£000 £000
Placements with other banks and building societies included i cash and 42,577 39,334

cash equivalents (note 24)

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

2010 2009

£000 £000

Aaa 16,457 0
Aaj3 2,491 6,000
No rating (group Company) 23,629 33,334
42,577 39,334

None of the loans and advances to banks and building societies are exther past due or imparwred
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Debt securities held to maturity

Debt secunties represent certificates of deposit The Company’s intention 1s to hold them to matunty and,

therefore, they are stated 1n the statement of financial position at amortised cost

The movement in debt secunties held to matunty may be summansed as follows

2010 2009

Note £000 £000

At 1 January 11,000 14,293
Additions 150,790 48,097
Redemptions (136,163) (51,390)
At 31 December 24 25,627 11,000

The table below presents and analysis of debt secunties by rating agency designation at 31 December, based on

Moody's long term ratings

2010 2009

£000 £000

Aa? 5,000 0

Aa3 20,627 11,000

At 31 December 25,627 11,000
None of the debt secunties held-to-maturity are either past due or impaired

13 Loans and advances to customers

2010 2009

£000 £000

Gross loans and advances 92,070 56,817

Less allowances for losses on loans and advances (7,797 (5,795)

84,273 51,022

For a matunity profile of loans and advances to customers, refer to note 3
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13 Loans and advances to customers (continued)

Loans and advances to customers can be further summansed as follows

2010 2009

£000 £000
Neither past due nor impaired 74,814 45,491
Past due but not impaired 5,632 5,326
Impaired 11,624 6,000
Gross 92,070 56,817
Less allowance for impairment (7,797) (5,795)
Net 84,273 51,022

The majonty of the loans are unsecured personal loans with an average size at inception of £5,000, therefore
the portfolio does not have a significant concentration 1o any individuals Only £204k (2009 £212%) of the

loans are secured (upon restdential property) and these are neither past due nor impaired

Gross amounts of loans and advances to customers that were past due but not impaired were as follows

2010 2009
£000 £000
Past due up to 30 days 3,762 3,943
Past due 30 - 60 days 1,400 800
Past due 60 - 90 days 470 583
Total 5,632 5,326
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14 Allowances for impairment of loans and advances

2010 2009

£000 £000

At 1 January 5,795 4,438
Provision movement charged to profits 2,166 1,156
Recoveries 0 201
Amounts wnitten off (164) 0
At 31 December 7,797 5,795

15 Other assets

2010 2009

£000  £000

Prepayments and accrued income 1,367 393
Amounts due from related compames 19,579 10,162
Other assets 1,150 1,028
22,096 11,583
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16 Plant and equipment

Computer and office

equipment
£000
Cost or valuation
At 1 January 2009 7,861
Additions 153
At 31 December 2009 8,014
Additions 124
At 31 December 2010 8,138
Accumulated depreciation
At 1 January 2009 (5,911)
Depreciation charge (473)
At 31 December 2009 (6,384)
Depreciatton charge (703)
At 31 December 2010 (7,087
Net book amount
At 31 December 2009 1,630
At 31 December 2010 1,051
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17 Intangible assets

Goodwill 2010 2009
£000 £000
Openng net book amount 309 0
Additions 0 309
Accumulated amortisation 0 0
Closing net book amount 309 309
Computer Software 2010 2009
£000 £000
Cost
At 1 January 1,755 1,414
Additions 177 341
At 31 December 1,932 1,755
Accumulated amortisation
At 1 January 1,279  (1,124)
Amortisation charge (179 {155)
At 31 December (1,458) (1,279)
Net book amount
At 31 December 474 476
Total intangible assets
20190 2009
£000 £000
Goodwll 309 309
Computer software 474 476
Net book amount at 31 December 783 785
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18 Deferred taxation

2010 2009
£000 £000
The deferred tax asset/(hiability) comprises
Depreciation tn excess of capital allowances 28 (63)
Pension 6 6
Specific provisions 36 48
Total 70 9
At 1 January 9) (2)
Income statement credit/(charge) 79 )]
At 31 December 70 €)]
19 Shares in subsidiary undertakings
Net
Shares Impairment book
at cost provision value
£000 £000 £000
31 December 2009 1,513 {1,442) 71
Net book value at 1 January 2010 71
Wrnite off investment (70)
Net book value at 31 December 2010 1
The mvestment written off was with A&G
The principal undertakings of Secure Trust Bank Plc are
Subsidiary Name Interest  Nature of business
%
Secure Estate Agency Limited 100% Estate Agency
Secure Homes Services Limited 100% Property rental
STB Leasing Limited 100% Leasing
Secure Trust Financial Services Limuted 100% Dormant

Shares 1n subsidiary undertakings are stated at cost less any proviston for imparrment  All subsidiary
undertakings are unlisted None of the subsidiary undertakungs are banking institutions

(1)  All the above subsidiary undertakings are registered in England and Wales and operate wathin the Uruted
Kingdom

(1) All the above subsidiary undertakings have an accounting reference date of 31 December

(ut) The mterests of Secure Trust Bank Ple compnse £1 ordinary shares only
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20 Due to customers

2010 2009
£000 £000
Retail customers
- current / demand accounts 27,514 26,418
- term deposits 126,264 66,924

153,778 93,342

21 Other liabilities

2010 2009
£000 £000
Trade creditors 32 45
Amounts due to related companies 2,032 4,474
Corporation tax 1,289 1417
Accruals and deferred income 2,760 2,018

6,113 7,954

FSCS Levy

The Fimancial Services Compensation Scheme provides compensation to customers of financial institutions 1n
the event that an mstitution 1s unable, or 1S likely to be unable, to pay claims against t Duning 2008, a number
of instituttons failed, mcluding Bradford & Bingley plc, Heritable Bank plc, Kaupthing Singer & Fniedlander
Limited, Landsbank: ‘Icesave’, and London Scottish Bank plc In order to meet 1ts cbligations to the
depositors of these mnsututions, the FSCS has borrowed £19 7 bilhion from HM Treasury, which 1s on an
interest only basis until September 2011

These borrowings are anticipated to be repaid wholly or substantially from the realisation of the assets of the
above named mstitutions The FSCS raises annual levies from the banking industry to meet 1ts management
expenses and compensation costs Individual institutions make payments based on their level of market
participation (1n the case of deposits, the proportion that their protected deposits represent of total market
protected deposits) at 31st December each year. If an institution 15 a market participant on this date 1t 13
obligated to pay a levy Secure Trust Bank Plc was a market participant at 31st December 2008, 2009 and
2010 The Company has accrued £99,000 for 1ts share of levies that will be raised by the FSCS including the
mterest on the loan from HM Treasury in respect of the levy years to 31st March 2011 The accrual includes
the director's estimates for the mterest FSCS wall pay on the loan and estimates of the Company’s market
participation 1n the relevant penods Interest will continue to accrue on the HM Treasury loan to the FSCS until
September 2011 and wall form part of future FSCS management expenses levies [f the assets of the failed
wnstitutions are insufficient to repay the HM Treasury loan 1n 2011, the FSCS will agree a schedule of
repayments with HM Treasury, which will be recouped from the industry 1n the form of additional levies At
the date of these financial statements, 1t 15 not possible to estimate the quantum and timing of additional levies
on the industry, the level of the Company’s market participation or other factors that may affect the amounts or
timing of amounts that may ultimately become payable, nor the effect that such levies may have upon
operating results 1n any particular financial period
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22 Share capital

Number Ordinary

of shares shares
£000
Authorised
At 1 January 2010 and 31 December 2010 at £1 per share 5,000,000 5,000
Allocated, called up and fully paid
At 1 January 2010 and 31 December 2010 at £1 per share 5,000,000 5,000

23 Contingent liabilities and commitments

a) Capital commitments
At 31 December 2010, the Company had no capital commitments (2009 £mul)
b) Credit commuitments

The contractual amounts of the Company’s off-statement of financial position financial instruments that
commut 1t to extend credit to customers, are as follows

2010 2009
£000 £000
Guarantees and other contingent habilities
- Guarantees on Prermmum Finance loans 0 0
Commitments to extend credat
- Ongmal term to matunity of one year or less 0 0
0 0

¢} Operating lease commitments

The future aggregate lease payments under non-cancellable operatng leases 1s as follows

2010 2009

Land & Land &
Buildings ' Buldimngs  O0F
Within 1 year 29 32 63 79
Between 1 year and 5 years 15 9 41 26
Over 5 years 0 0 0 0
44 41 104 105

The leases under Land and Buildings are 4 branches with the other leases being motor vehicles
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24 Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise the following balances with

less than three months matunty from the date of acquisition

2010 2009

Note £000 £000

Cash at bank and 1n hand 10 13 4
Loans and advances to banks and building societies 11 42,577 39,334
Debt secunties held to matunty 12 25,627 11,000
68,217 50,338

25 Related party transactions

Related parties of the Company include subsidiaries, Key Management Personnel, close famuly members of
Key Management Personnel and entities which are controtled, jointly controlled or significantly influenced, or
for which significant voting power 1s held, by Key Management Personnel or their close farmuly members

A number of banking transactions are entered into with related parties 1n the normal course of business on
normal commercial terms These mclude loans and deposits  The volumes of related-party transactions,

outstanding balances at the year end, and relating expense and income for the year are as follows

Directors

2010 2009

£000 £000
Loans
Loans outstanding at 1 January 219 434
Interest capitalised 10 0
Loan repayments dunng the year 0 0
Loan reclassification 0 (215)
Loans outstanding at 31 December 229 219
Interest income earned 5 5

The reclassification relates to a loan from a director who ceased to be employed by the bank

No provisions have been recogmsed in respect of loans given to related parties (2009 £mil)

The loans to directors are secured on property or shares and bear interest at rates linked to base rates

39




Secure Trust Bank Plc

Notes to the financial statements
for the year ended 31 December 2010 (continued)

25 Related party transactions (continued)

2010 2009

£000 £000
Deposits held with Group Companies
Deposits outstanding at 1 January 7,500 6,500
Deposits 1ssued duning the year 120,078 15,500
Deposit repayments duning the year (127,578) (14,500)
Balances outstanding at 31 December 0 7,500
Interest income earned 103 100

During the year the Company undertook the following transactions with other compamnies 1n the Arbuthnot

Banking Group
2010 2009
£000 £600
Secure Homes Services Limited - building rental pard 360 360
Arbuthnot Banking Group plc - recharge of shared services 220 106
Balances outstanding at 31 December 580 466

Amounts receivable from and payable to related compames are mcluded 1n notes 15 and 21

Subordinated loan

As a consequence of the revised regulatory framework bemg introduced under Basel II, the Company raised

£1,000k by way of a subordinated loan from the parent Arbuthnot Banking Group plc in December 2007 This

15 due to be repaid 1n 2016 and attracts interest at the rate of LIBOR plus 1 5%

A further loan of £1,400k was taken out 1n 2009 under the same terms as above
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25 Related party transactions (continued)
Directors’ remuneration

The directors’ emoluments (including pension contributions and benefits i kind) for the year were as follows

2010 2009
£000 £000
Other emoluments 850 775
Compensation for loss of office 673 0
Pension contnbutions 58 75
1,581 850

The emoluments of Messrs Angest, Salmon , Cobb, Turrell, Proctor and Wickham are paid by Arbuthnot
Banking Group Plc, which makes no recharges to the Company for their services

The aggregate emoluments of the lughest paid director are £643k (2009 £407k), including £17k (2009 £50k)
of contnbutions made to a money purchase scheme on their behalf and £552k 1n compensation for loss of :
office A further £121k was paid to another director 1n compensation for loss of office

No directors have a beneficial interest 1n any shazes of the Company and therefore exercised no share opttons
(2009. none) The interests of any directors whom hold shares in the ultunate parent Company are shown in
the Directors Report of that Company

26 Immediate and ultimate parent company

The durectors regard Arbuthnot Banking Group Ple, a Company registered in England and Wales, as the
mmmediate and ultimate parent Company Henry Angest, the Group Chairrman and CEO has a beneficial
materest i 52 8% of the 1ssued share caputal of Arbuthnot Banking Group Plc and s regarded by the directors
as the ultumate controliing entity A copy of the consolidated financial statements of Arbuthnot Banking Group
Plc may be obtained from the Secretary, Arbuthnot Banking Group Plc, One Arleston Way, Solihull, B90 4LH

41




