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West Bromwich Commercial Limited

Strategic report

The Directors pr;esent their strategic report for West Bromwich Commercial Limited.
Business model, objectives and future developments

West Bromwich Commercial Limited (the Company) is a wholly owned subsidiary of West Bromwich Building Society (the
Society) and operates as part of the Commercial division of the West Bromwich Building Society Group (the Group).

The Company’s principal activity is the provision of loans secured on land and commercial property. For the foreseeable future,
the Company will concentrate on managing its existing portfolio of loans including, where appropriate, re-financing of existing
facilities.

Review of the business and key performance indicators
The Company's loss for the year is £5.4m (2015: £6.4m). The retained loss for the year has been transferred to reserves.

The ongoing impact of the economic downturn on commercial real estate has impacted negatively on financial performance over
recent years. The Company continues to be exposed to the commercial real estate sector which has experienced a more tentative
recovery compared with the residential lending market.

The impairment charge for the year is £7.4m (2015: £(1.0m)), however this did not include the movement in the fair value of the
derivatives hedging the non-performing commercial mortgages. Taking this into account, the underlying cost for commercial non-
performing loans this year is £6.8m, including £0.6m of positive fair value movements on derivatives (2015: £9.5m adverse
movement), this is comparable to a figure last year of £10.5m.

The statement of financial position on page 9 of the financial statements shows the Company’s financial position at the year end
date.

West Bromwich Building Society manages its operations on a Group basis. For this reason the Company's Directors believe that
further key performance indicators of the Company are not necessary or appropriate for an understanding of the development,
performance or position of the business. The performance of the Group is discussed in West Bromwich Building Society's Annual
Report which does not form part of this report.

Principal risks and uncertainties

The Company actively manages the various risks that arise from its operations. It is the responsibility of the Board to identify the
principal risks which the Company faces and to establish an effective system of internal control. Management are charged with
managing these risks within the control framework established by the Group Board. The control systems consist of plans and
budgets combined with regular internal management information, established risk limits, clear responsibilities and delegated
authorities, together with other control procedures.

A number of Group Committees, including the Risk Committee, Assets & Liabilities Committee, Audit Committee, Commercial
Loans Risk Committee, Operational Risk Committee and Group Capital Committee, support the Company Board in the effective
measurement and management of risk.



West Bromwich Commercial Limited

Strategic report (continued)

The key risks and uncertainties faced by the Company are set out below:

Credit risk

Credit risk can be described as the risk of counterparties being unable to meet their financial obligations to the Company as they
become due.

The Company faces this risk in respect of commercial lending. More details of the controls and processes in place to address this
risk are set out in note 19 to the financial statements.

The controlled management of credit risk is critical to the Group's overall strategy. The Group has therefore embedded a
comprehensive and robust credit risk management framework with clear lines of accountability and oversight as part of its overall

" governance framework. The Group has effective policies and procedures to identify, monitor, control, mitigate and manage credit
risk within the Group's risk appetite.

The Risk Committee is responsible for the management of the credit risk appetite that has been established by the Group Board
and for approving lending policy and setting limits on credit exposures, which are monitored and reviewed on a monthly basis. The
minutes of this committee are presented to the Group Board. This committee is supported by an Executive sub-committee; the
Commercial Loans Risk Committee.

The Commercial Loans Risk Committee reviews individual commercial loans at levels mandated by the Board. This may involve
reviewing each case on a quarterly, half yearly or annual basis.

The maximum credit risk exposure is the carrying value as shown in the carrying and fair value table in note 19 to the financial
statements. The Company's most significant exposures to credit risk are loans secured on UK commercial property.

Market risk

Market risk is the potential adverse change in Company income or the value of Company net worth arising from movements in
interest rates or other market prices.

The Group’s exposure to market risk is governed by the Group Board approved Treasury and Financial Risk Management Policy,
which sets out the nature of risks that may be taken and defines aggregate risk limits. Within this Policy, the Group Board has
delegated responsibility for the management and contro! of market rate risk to the Assets & Liabilities Committee (ALCo). At each
meeting, ALCo reviews reports which show the Group’s current and forecast exposure to market risks together with the results of
extensive stress testing.

The Society's Treasury function is responsible for operational management of the Group’s exposure to market risk. It achieves this
by taking advantage of natural hedges arising within the Group’s businesses and transacting appropriate hedging instruments
where no natural hedges exist.

More details of the controls and processes in place to address this risk are set out in note 19 to the financial statements.
Liguidity risk

Liquidity risk is the risk that the Company either does not have sufficient financial resources to enable it to meet its oBligations as
they fall due or can secure such resources only at excessive cost. These obligations primarily include repayment of loan capital.

The Company’s approach to management of this risk is described in note 19 to the financial statements.



West Bromwich Commercial Limited

Strategic report (continued)

Operational risk

Operational risk is the risk of loss and/or negative impact to the Company resulting from inadequate or failed internal processes or
systems, inability to attract, retain and motivate people, or from external events. Responsibility for managing operational risks lies
with individual business areas who identify and assess risks in line with the predefined processes. These risks are managed as an
integral part of the operations of the Company. '

Management have a responsibility to understand how operational risk impacts their area of the business and for putting in place
controls or mitigating activities. They are supported in this role by the Group’s risk functions which enforce and ensure co-
ordination of risk assessment and resulting control activities. The Group risk functions make regular reports to the Operational and
Conduct Risk Committee, Audit Committee, Risk Committee and Group Board.

Environment

The Company recognises its environmental responsibilities, monitors its impact on the environment, and designs and implements
policies to mitigate any adverse impact that might be caused by its activities. The Company operates in accordance with policies
as described in West Bromwich Building Society's Annual Report, which does not form part of this report.

Employees

Details of the number of employees and related costs can be found in note 5 to the financial statements.

Going concern

Notwithstanding the net liability position, the Company's main creditor, its ultimate parent undertaking, has indicated that it will
continue to support the Company for the foreseeable future. The accounts have therefore been prepared on a going concern basis.

By order of the Board

J Westhoff
Director
25th May 2016



West Bromwich Commercial Limited

Directors' report

The Directors present their annual report and the audited financial statements for the year ended 31 March 2016.

Directors and Directors' interests
The Directors who held office during the year and subsequently were as follows:

C Miller
J Westhoff
S Smart

The Directors benefited from qualifying third party indemnity provisions in place during the financial year and at the date of this
report.

Dividend

The Directors do not recommend the payment of a dividend (2015: £nil).

Disclosure of informat-ion to the auditor

The Directors who held office at the date of approval of this Directors' report confirm that, so far as they are each aware, there is
no relevant audit information of which the Company's auditor is unaware, and each Director has taken all of the steps that they

ought to have taken as a Director to make themselves aware of any relevant audit information and to establish that the Company's
auditor is aware of that information. : ,

Auditor

In accordance with the relevant sections of the Companies Act 2006, the Company has dispensed with the requirements to re-
appoint the auditor annually. :



West Bromwich Commercial Limited

Statement of Directors’ responsibilities in respect of the strategic report, Directors' report and the financial statements

The Directors are responsible for preparing the strategic report, 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 in accordance with International Financial Reporting Standards (IFRSs) as adopted by the
European Union (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 suitable accounting policies and then apply them consistently;

- make judgments and estimates that are reasonable and prudent;

- state whether they have been prepared in accordance with IFRSs as adopted by the EU; and

- prepare the financial statements on the going concern basis unless it is inappropriate to presume that the Company will continue
in 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 irregularities.

By order of the Board

J Westhoff
Director ,
25th May 2016



West Bromwich Commercial Limited
Independent auditor's report to the members of West Bromwich Commercial Limited

We have audited the financial statements of West Bromich Commercial Limited for the year ended 31 March 2016 set out on
pages 8 to 27. The financial reporting framework that has been applied in their preparation is applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the EU.

This report is 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 explained more fully in the statement of Directors' responsibilities 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 is to audit, and

express an opinion on, the financial statements in accordance with applicable law and International Standards on Auditing (UK
and Ireland). Those standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors.

Scape of the audit of the financial statements

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

Opinion on financial statements

In our opinion the financial statements:

- give a true and fair view of the state of the Company's affairs as at 31 March 2016 and of its loss 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 Companies Act 2006.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the strategic report and the Directors’ report for the financial year for which the financial
statements are prepared is consistent with the financial statements.

Matters on which we are required to report by exception

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

- adequate accounting records have not been kept, 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 returns; or

- certain disclosures of Directors' remuneration specified by law are not made; or

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

Simon Clark (Senior Statutory Auditor)
for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants :
One Snowhill
Snow Hill Queensway
Birmingham
B4 6GH
. 25th May 2016



West Bromwich Commercial Limited

Statement of comprehensive income
for the year ended 31 March 2016

Interest receivable and similar income
Interest expense and similar charges

Net interest receivable /(payable)
Fees and commissions receivable
Other operating income
Administrative expenses

Operating profit /(loss)

Impairment on loans and advances to customers
Impairment on other financial assets

Loss before tax
Taxation
Loss for the year

The loss for the year was derived wholly from continuing operations.

Notes

There has been no comprehensive income or expense other than the loss for the year (2015: £nil).

Statement of changes in equity
Jor the year ended 31 March 2016

Balance at 1 April 2015
Loss for the year

Balance at 31 March 2016

Balance at 1 April 2014
Loss for the year

Balance at 31 March 2015

The notes on pages 11 to 27 form part of these financial statements.

2015

2016
£'000 £'000
30,157 41,085
(24,849) (45,491)
5,308 (4,406)
212 310
(1,632) (1,613)
3,888 (5,709).
(7,448) 1,041
(458) (455)
(4,018) (5,123)
(1,356) (1,326)
(5,374 (6,449)
Retained

Share capital earnings Total
£'000 £'000 £'000

- (85,744) (85,744)

- (5374)  (5374)

- (91,118) (91,118)

Retained

Share capital earnings Total
£000 £'000 £000

- (79,295) (79,295)

- (6,449) (6,449)

- (85,744) (85,744)




West Bromwich Commercial Limited

Statement of financial position
at 31 March 2016

Assets

Non-current assets

Loans and advances to customers
Deferred tax assets

Other financial assets

Total non-current assets

Current assets

Cash and cash equivalents

Loans and advances to customers
Current tax - Group relief debtor
Trade and other receivables
Total current assets

Total assets

Liabilities

Current liabilities

Deemed loans

Current tax - Group relief creditor
Trade and other payables

Total current liabilities

Non-current liabilities

Deemed loans

Other interest bearing loans and borrowings
Total non-current liabilities

Total liabilities

Net liabilities

Equity
Share capital
Retained earnings

Total equity

The notes on pages 11 to 27 form part of these financial statements.

Notes

Co

11

12

14

12
13

15
16

2016
£'000

177,906
4,078

181,984

37
378,267
383
24
378,711

560,695

38,489

432
38,921

S 41,303
571,589

612,892

651,813

(91,118)

(91,118)

(91,118)

2015
£000

461,633
5,817
2,295

469,745

35
242,241

29
242,305

712,050

17,149
2,161
417
19,727

99,404
678,663
778,067
791,754

(85,744)

(85,744)

(85,744)

These financial statements were approved by the Board of Directors on 25th May 2016 and were signed on its behalf by:

206 ,

J Westhoff
Director
Company number: 05285783



West Bromwich Commercial Limited

Statement of cash flows

Jor the year ended 31 March 2016
Notes

Cash flows from operating activities
Loss before tax

Amortisation of acquisition premiums
Impairment on loans and advances to customers
Impairment on other financial assets

Change in carrying value adjustment on deemed loans

Net cash inflow from operating activities before changes in operating assets and
liabilities

Movement in loans and advances to customers

Movement in trade and other payables

Movement in trade and other receivables

Taxation

Net cash inflow from operating activities

Cash flows from investing activities
Movement in other financial assets

Net cash flows from investing activities

Cash flows from financing activities

Reduction in deemed loans

Decrease in other interest bearing loans and borrowings

Net cash flows from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year 7

The notes on pages 11 to 27 form part of these financial statements.

2016
£'000
(4,018)
250
7,448
458
1,901
6,039
140,003
15

5
(2,161)

143,901

1,837
1,837

(38,662)
(107,074)

(145,736)

2
35

37

2015
£000
(5,123)

250
(1,041)
455
5,644
185
87,770
171
580
554

89,260

(10
(10
(47,269)
(41,971)

(89,240)

10
25

35

All of the Company's taxation is paid or received by the ultimate parent company and recharged through the intér-group loan

account.

10



West Bromwich Commercial Limited

Notes to the financial statements

1 Accounting policies

West Bromwich Commercial Limited (the Company) is a company incorporated in the United Kingdom.

The Company is exempt by virtue of S400 of the Companies Act 2006 from the requirement to prepare group financial statements.
These financial statements present information about the Company as an individual undertaking and not about its group. The
results of the Company are consolidated in the financial statements of West Bromwich Building Society, whose financial
statements are available from the address given in note 17.

The principal accounting policies applied consistently in the preparation of these financial statements are set out below.

Basis of preparation

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) and its
interpretations as adopted by the European Union (EU) and effective at 31 March 2016.

The financial statements have been prepared under the historical cost convention.

The financial statements are presented in pounds Sterling and, except where otherwise indicated, have been rounded to the nearest
thousand.

Accounting developments

The following new or amended accounting standards, which are relevant to the Company, have been adopted during 2016:

» Amendments to IFRS 13 ‘Fair Value Measurement’

The amendments clarify that the standard does not intend to prevent entities from measuring short-term receivables and payables
that have no stated interest rate at their invoiced amounts without discounting, if the effect of not discounting is immaterial.
Further clarity is provided that the IFRS 13 portfolio exception, whereby entities are exempted from measuring the fair value of a
group of financial assets and financial liabilities with offsetting risk positions on a net basis if certain conditions are met applies to
contracts in scope of IAS 39 and IFRS 9, regardless of whether they meet the definition of a financial asset of liability under JAS
32.

« Amendments to IAS 16 ‘Property, Plant and Equipment and IAS 38 ‘Intangible Assets’
The amendments clarify the requirements of the revaluation model in IAS 16 and IAS 38, recognising that the restatement of
accumulated depreciation or amortisation is not always proportionate to the change in the gross carrying amount of the asset.

» Amendments to IAS 24 ‘Related Party Disclosures’
The amendments have extended the definition to include a management entity that provides key management personnel services to
the reporting entity. '

The following new or amended accounting standards and interpretations have been issued but are not effective for the twelve
months ended 31 March 2016. These standards when applied are not expected to have any material impact on the Annual
Accounts:

« Amendments to IFRS 11 ‘Accounting for Acquisitions of Interests in Joint Operations’
This amendment is applicable to annual periods beginning on or after 1 January 2016 and requires an acquirer of an interest in a
joint operation, which constitutes a business, to apply the principles and disclosure requirements of other relevant IFRSs.

« Amendments to JAS 16 and IAS 38 ‘Clarification of Acceptable Methods of Depreciation and Amortisation’
This amendment is applicable to annual periods beginning on or after 1 January 2016 and confirms the inappropriateness of
certain depreciation and amortisation methods.

* Annual improvements to IFRSs 2012-2014 Cycle

Four small amendments effective for reporting periods beginning on or after 1 January 2016, and include amendments to IFRS 5 ¢
Non-current Assets Held for Sale and Discontinued Operations’, IFRS 7 ‘Financial Instruments: Disclosures’, IAS 19 ‘Employee
Benefits’ and IAS 34 ‘Interim Financial Reporting’.

11



West Bromwich Commercial Limited
Notes to the financial statements (continued)

1 Accounting policies (continued)
The following accounting standards were neither adopted by the European Union nor effective for the twelve months ended 31

March 2016:

« IFRS 9 'Financial Instruments'

IFRS 9 replaces the existing guidance in IAS 39 Fmancml Instruments: Recognition and Measurement. This standard introduces
new requirements with respect to classification and measurement of financial instruments. It also changes the current incurred loss
basis for provisioning to an expected credit loss model for calculating impairment on financial assets, as well as introducing new
hedge accounting requirements. IFRS 9 is subject to EU endorsement, the timing of which is uncertain. The standard is currently
expected to be effective for annual periods beginning on or after 1 January 2018.

N .

« IFRS 15 ‘Revenue from Contracts with Customers’

This standard will be effective for reporting periods beginning on or after 1 January 2018. This standard specifies how and when
an entity should recognise revenue, providing a simple, principles based five-step model to be applied to all contracts with
customers. The standard also prescribes further disclosure requirements in this area.

* IFRS 16 ‘Leases’
The IASB announced the new standard will come into effect on 1 January 2019. This standard specifies that lessees would be
required to recognise assets and liabilities arising from both operating and finance leases on the balance sheet.

Securitisation transactions

The Company has entered into securitisation transactions in which it sells commercial mortgages to structured entities. In
accordance with IAS 39 and IFRS 10, the Company continues to recognise securitised assets as loans and advances to customers
and consequently also shows a deemed loan liability to the structured entities.

Segmental reporting

As the business operates in one business segment and all business is conducted in the UK, the Directors have decided not to
present segmental information.

Interest receivable and expense

Interest receivable and expense are recognised in the income statement for all instruments measured at amortised cost or available

for sale using the effective interest method. Interest income or expense on other financial instruments is recognised within interest
receivable/interest payable. Interest on impaired financial assets is calculated by applying the original effectlve interest rate of the
financial asset to the carrying amount as reduced by any allowance for impairment.

Effective interest rate

The effective interest rate is the method used to calculate the amortised cost of financial instruments and to recognise interest
receivable or payable over the relevant period. The effective interest rate is the rate that exactly discounts estimated cash flows
(excluding credit losses) to zero, through the expected life of the instrument. The main impact for the Company relates to mortgage
advances where fees, such as application and arrangement fees, and costs are incorporated in the calculation. This has the effect of
spreading these fees and costs over the expected life of the mortgage. Expected lives are estimated using historic data and
management judgment and the calculation is adjusted when actual experience differs from estimates, with changes in deferred
amounts being recognised immediately in the income statement.

Fees and commissions receivable

Fees and commissions are generally recognised on an accruals basis when the service has been provided. Mortgage arrangement
fees and other direct costs are deferred and recognised as an adjustment to the effective interest rate on the loan. Commissions and
fees arising from negotiating or participating in the negotiation of a transaction with a third party are recognised on completion of
the underlying transaction. '

Financial instruments

In accordance with IAS 39, all financial assets and liabilities have to be recognised in the statement of financial position and
measured in accordance with their assigned category.

a) Financial assets

Management determines the classification of its financial instruments at initial recognition. Purchases and sales of non-derivative
financial assets are accounted for at settlement date.

12



West Bromwich Commercial Limited
Notes to the financial statements (continued)
1 Accounting policies (continued)

Loans and receivables :
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market, other than:

» those that the Company intends to sell immediately or in the short term, which are classified as held for trading, and those that
the Company upon initial recognition designates as at fair value through profit or loss; or

» those that the Company upon initial recognition designates as available for sale; or

» those for which the holder may not recover substantially all of its initial investment, other than because of credit deterioration.

Loans and receivables are initially recognised at fair value — which is the cash consideration to originate or purchase the loan
including any directly attributable transaction costs — and measured subsequently at amortised cost using the effective interest
method. The Company's loans and advances to customers are classified as loans and receivables. Interest on loans is included in
the income statement and is reported as interest receivable and similar income. In the case of an impairment, the impairment loss is
reported as a deduction from the carrying value of the loan and recognised in the income statement as impairment losses on loans
and advances.

b) Financial liabilities
All financial liabilities held by the Company are recognised initially at fair value, being the issue proceeds, net of premia,
discounts and directly attributable transaction costs incurred.

Financial liabilities are subsequently measured at amortised cost using the effective interest method.

Deemed loans

The loans and advances to customers legally sold by the Company to structured entities fail the derecognition criteria of IAS 39 as
the Company has retained significant risk and rewards of ownership and therefore these loans remain on the statement of financial
position. IAS 39 therefore requires the Company to recognise deemed loan financial liabilities on its statement of financial
position. These deemed loans initially represent the consideration received by the Company in respect of the acquisition and the
beneficial ownership of the securitised loans and advances to customers and are subsequently adjusted due to repayments made by
the Company to the structured entities.

The carrying value of the deemed loans is assessed at the end of each accounting period in line with the expected future cash flows
of the underlying assets.

¢} Impairment of financial assets

The Company assesses at each year end date whether there is objective evidence that a financial asset is impaired. Objective
evidence of impairment can be defined as one or more events occurring after the initial recognition of the asset that have an impact
on the estimated future cash flows of the financial asset that can be reliably estimated.

If the Company determines that no objective evidence of impairment exists for an individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for impairment, and for which an impairment loss is or continues to be
recognised, are not included in a collective assessment of impairment.

If there is objective evidence of an impairment of loans and receivables, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows (excluding future credit losses that have
‘not been incurred) discounted at the financial asset’s original effective interest rate. The amount of the loss is recognised in the
income statement. :

13



West Bromwich Commercial Limited /
Notes to the financial statements (continued)
1 Accounting policies (continued)

Where a loan is not recoverable, it is written off against the related provision for loan impairment once all the necessary
procedures have been completed and the amount of the loss has been determined. Subsequent recoveries of amounts previously
written off decrease the amount of impairment losses recorded in the income statement.

d) Derecognition of financial assets and liabilities

The Company's policy is to derecognise financial assets when the contractual right to the cash flows from the financial asset
expires. The Company also derecognises financial assets that it transfers to another party provided the transfer of the asset also
transfers the right to receive the cash flows of the financial asset and substantially all the risks and rewards of ownership.

The Company derecognises financial liabilities only when the obligation specified in the contract is discharged, cancelled or has
expired.

e} Offsetting financial instruments

Financial assets and liabilities, including derivatives, are offset and the net amount reported in the statement of financial position
when there is a legally enforceable right to set off the recognised amounts and where there is an intention to settle on a net basis, or
realise the asset and settle the liability simultaneously.

Cash and cash equivalents

For the purposes of the statement of cash flows, cash comprises cash and bank balances repayable on demand. Cash equivalents
comprise highly liquid investments that are convertible into cash with an insignificant risk of changes in value, with maturities of
90 days or less.

Taxation

Tax on the losses for the year comprises current tax and deferred tax. Income tax is recognised in the income statement except to
the extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax receivable/payable on the taxable expense/income for the year, using the tax rate which applies to
the accounting period ending at the date of the statement of financial position, and any adjustment to tax payable in respect of
previous years.

Deferred tax is provided in full, using the statement of financial position liability method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax is determined using tax rates (and laws) that have been substantively enacted by the year end date and are expected io

apply when the related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profits will be available against which the
temporary differences can be utilised.

14



West Bromwich Commercial Limited

Notes to the financial statements (continued)

1 Accounting policies (continued)

Critical accounting estimates and judgments in applying accounting policies

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

Impairment losses on loans and advances
For commercial mortgages the key sensitivities are interest rates, rental yields and exit yields, the rental yield impacting on annual

returns and also the value of the commercial properties which provide security. A 0.5% increase in the current and projected
future interest rates would increase net commercial provision requirements by £4.0m, before any compensating hedging
transactions. A 0.25% reduction in expected rental yields would increase provision requirements by £2.0m. A 0.25% reduction i in
expected exit yield requirements would increase provisions by £3.6m.

Deferred tax assets
A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available against which

deductible temporary differences can be utilised. The recognition of the deferred tax asset is dependent upon the projection of
future taxable profits and future reversals of existing taxable temporary differences and it is necessary for management to evaluate
whether the deferred tax asset has arisen due to temporary factors or is instead indicative of a permanent decline in earnings.

Based on its analysis, management has determined that the tax losses held by the Company primarily result from the recent
economic downturn. The commercial property and credit market conditions in existence during the UK recession led to increases
in credit losses and contracting margins. Management has made detailed forecasts of future taxable income in order to determine
that profits will be available to offset the deferred tax assets. These projections are based on business plans and the current

economic situation.

The assumptions surrounding future expected credit losses and changes in interest rates represent the most subjective areas of
judgment in management’s projections of future taxable profits. Management’s forecasts support the assumption that it is probable
that the results of future operations will generate sufficient taxable income to utilise the deferred tax assets and it is on this basis
that the deferred tax assets have been recognised. Deferred tax has been recognised at 18%, being the rate substantively enacted at
the date of the statement of financial position.

2 Interest receivable and similar income 2016 2015
£'000 £'000

On loans and advances 30,407 41,335
Amortisation of acquisition premiums (250) (250)
30,157 41,085

Interest receivable on impaired assets was £6.3m (2015: £9.0m).

3 Interest expense and similar charges 2016 2015
£'000 £000

On loan from parent undertaking 20,617 39,409

On deemed loans 4,232 6,082
24,849 45,491

4 Loss before tax 2016 2015
£'000 £'000

Loss before tax is stated after charging:

Auditor's remuneration: audit services 30 29
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Notes to the financial statements (continued)

5

Information regarding Directors and employees

Directors
None of the Directors received any emoluments for their qualifying services to West Bromwich Commercial Limited during

the year ended 31 March 2016 or the preceding year.

Employees .
The average number of persons (excluding Directors) employed directly by the Company during the year was nil (2015: nil).
The aggregate direct payroll costs during the year ended 31 March 2016 were £nil (2015: £nil).

Taxation 2016 2015
£'000 £'000
UK corporation tax at 20% (2015: 21%) : (383) -
Corporation tax - adjustment in respect of prior years - 2,160
Total current tax . (383) 2,160
Deferred tax (note 9) . .
Current year (420) (1,076)
Adjustment in respect of prior periods 1,699 191
Effect of changes in tax rates i 460 51
Total tax charge 1,356 1,326

The tax charge is reconciled to the loss before tax in the income statement as follows:

2016 2015
£'000 £'000
Loss before tax (4,018) (5,123)
Loss before tax multiplied by the UK standard rate of tax of 20% (2015: (803) (1,076)
21%)
Effects of:
Adjustment in respect of prior years 1,699 2,351
Changes to tax rate . 460 51
Tax charge ’ 1,356 1,326
Cash and cash equivalents 2016 2015
£'000 £000
Bank deposits 37 35
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Notes to the financial statements (continued)

8 Loans and advances to customers 2016 2015
£'000 £'OQO
Repayable in: )

Less than 1 year 378,267 242,241

1to 5 years 71,193 325,090

Over 5 years : 148,901 . 180,506

. 598,361 ’ 747,837

Effective interest rate adjustment 1,703 1,953
Impairment provisions ' . (43,891) (45,916)

' 556,173 703,874

Allowance for losses on loans and advances

Individual  Collective .
provision provision Total

£'000 £'000 £'000
At 1 April 2015 38,043 7,873 45,916
Amounts written off (10,036) - (10,036)
Charge for the year comprising:
Provision for loan impairment 7,305 1,686 8,991
Provision in excess of the securitisation first loss 521 417 104
Change in carrying value of deemed loans : (980) 417 (563)
Adjustment to provisions resulting from recoveries (1,084) - (1,084)
. 5,762 1,686 7,448
Deemed loans 980 417 563
At 31 March 2016 34,749 9,142 43,891

The allowance for losses on loans and advances includes £4.2m against loans in securitisation entities (Sandwell
Commercial Finance No. 1 Plc: £2.4m and Sandwell Commercial Finance No. 2 Plc: £1.8m). The carrying value of the
deemed loans has been reduced by an equivalent amount.

Individual Collective

provision provision Total
£000 £'000 £000
At1 April 2014 T 49,771 8,555 58,326
Amounts written off ' (11,912) - (11,912)
Charge for the year comprising:
Provision for loan impairment 771 (682) 95
Change in carrying value of deemed loans (646) 103 o (543)
Adjustment to provisions resulting from recoveries (593) - (593)
Credit for the year _(462) (579) (1,041)
Deemed loans 646 (103) 543
At 31 March 2015 38,043 7,873 45,916
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9

10

Deferred tax

Deferred tax is calculated on all temporary differences under the liability method using an effective tax rate of 18% (2015:
20%)).

The movement on the deferred tax account is as follows: .
2016 2015

£'000 £'000
At beginning of year 5,817 4,983
Current year income statement credit (40) 1,025
Adjustments in respect of prior years (1,699 ) 191)
At end of year 4,078 5,817
Deferred tax assets are attributable to the following items:

2016 2015

£'000 £000
Carried forward tax losses 4,078 5,791
IFRS transitional adjustment - 26

4,078 . 5,817

Deferred tax assets are recognised only to the extent that realisation of the related tax benefit against future taxable profits is
probable over the foreseeable future. The deferred tax assets have not been discounted.

Deferred tax assets and liabilities are offset where there is a legally enforceable right to do so.

Reductions in the UK corporation tax rate to 21% (effective from 1 April 2014) and 20% (effective from 1 April 2015)
were substantively enacted on 2 July 2013 with further reductions to 19% (effective from 1 April 2017) and 18% (effective
from 1 April 2020) substantively enacted on 26 October 2015. This will reduce the Company's future current tax charge
accordingly.

Deferred tax assets and liabilities have been calculated at 18% (2015: 20%), being the rate substantively enacted at the
statement of financial position date.

Other financial assets 2016 2015
£'000 £'000
Balances owed by related parties - 2,295
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11

12

13

14

15

16

Trade and other receivables 2016
£'000
Other receivables 24
Deemed loans 2016
£'000
Repayable in:
Less than 12 months 38,489
1to S years 16,512
Over 5 years 29,034
Carrying value adjustment (4,243)
' 79,792
Other interest bearing loans and borrowings 2016
£'000
Amounts owed to parent undertaking  ° _ 571,589

2015
£000

29

2015
£'000

17,149
65,671
39,877

(6,144)
116,553

2015
£'000

678,663

The amount due to the parent undertaking has no fixed repayment date. However, this forms part of the long term funding

of the Company and is considered to be due after more than one year.

Trade and other payables 2016
£'000
Other payables 432
Share capital . 2016
£

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

Allotted, called up and fully paid
2 ordinary shares of £1 each 2

Capital disclosures

2015
£000
417

2015

1,000

The Company is not subject to externally imposed capital requirements in either the current or prior year. The Company
manages its ordinary share capital in order that there is sufficient capital, in the opinion of the Directors, to support the

transactions and level of business undertaken by the Company.

Retained earnings 2016
£'000
At beginning of year (85,744)
Loss for the year (5,374)
At end of year (91,118)

19

2015
£000

(79,295)

(6,449)
(85,744)
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18

i)

i)

iii)

Ultimate parent undertaking

The entire share capital of the Company is owned by West Bromwich Building Society (the Society), the ultimate parent
undertaking and controlling party, a building society registered under the Building Societies Act 1986. A copy of the Group
financial statements may be obtained from the registered office, 2 Providence Place, West Bromwich B70 8AF, the Group

and the Company's principal place of business.

Related party transactions

Parent and ultimate controlling party

The parent and ultimate controlling undertaking is detailed in note 17 to the financial statements.

Transactions with key management personnel

The Board considers key management personnel to comprise Directors. Details of Directors’ emoluments are disclosed in
note 5. There have been no transactions with key management personnel and their close family members during the current

or prior year.
Transactions with Group undertakings

Transactions with West Bromwich Building Society

2016

£'000

Interest paid . 20,617

Staff and other recharges 1,632
Qutstanding balances with West Bromwich Building Society

2016

£'000

Other interest bearing loans and borrowings 571,589

2015
£000

39,409
1,613

2015
£'000

678,663

Interest accrues on outstanding balances at a transfer price agreed between West Bromwich Building Society and its

subsidiaries.

The Company undertook the following transactions with special purpose entities during the year:

Transactions with Sandwell Commercial Finance No. 1 Plc

2016

£'000
Administration and cash management fees 55
Interest payable on deemed loans (1,377)

20

2015
£'000

79

(1,961)
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19

Related party transactions (continued)

Transactions with Sandwell Commercial Finance No. 2 Plc

2016 2015

£'000 £'000
Administration and cash management fees 110 156
Interest payable on deemed loans . (3,314) (4,567)

At the year end the following balances were outstanding with structured entities:

Deemed  Deemed loan Loans owed Loans owed

loan liability liability by Group by Group

undertakings undertakings

2016 2015 2016 2015

£'000 £000 £'000 £'000

Sandwell Commercial Finance No. 1 Plc 23,634 42,624 4,170 4,194
Sandwell Commercial Finance No. 2 Plc 56,158 73,929 - -
Sandwell Finance Holdings Limited - - 25 25

Financial instruments

A financial instrument is a contract that gives rise to a financial asset of one entity and a financial liability or equity of
another entity. The Company is a retailer of financial instruments, mainly in the form of commercial mortgages. The
financial risks of the Company are managed as part of a group arrangement with its parent, West Bromwich Building
Society (the Society) which uses wholesale financial instruments to invest liquid asset balances and raise wholesale funding,
and to manage the risks arising from its and its subsidiary operations.

As a result of these activities, the Company is exposed to a variety of risks, the most significant of which are market risk
(principally interest rate risk), credit risk and liquidity risk.

The Company's financial instruments comprise principally of loans and advances to customers, amounts owed to Group
undertakings and cash and cash equivalents.

" Market risk

Market risk is the potential adverse change in Company income or the value of Company net worth arising from movements
in interest rates or other market prices. The Company recognises that the effective management of market risk is essential to
the maintenance of stable earnings and the preservation of shareholder value.

The Company’s exposure to market risk is governed by a policy approved by the Group Board. This policy sets out the
nature of risk which may be taken and aggregate risk limits. At each meeting the Assets & Liabilities Committee (ALCo)
reviews reports showing the Group’s exposure to market and liquidity risks.

The Group’s exposure to market risk is managed by the Group's Treasury department by using appropriate hedging
instruments or by taking advantage of natural hedges arising or existing within the Group’s businesses. Market risk is
managed within a clearly defined framework of policy limits and it is measured and reported using a variety of techniques,
according to the appropriateness of the technique to the exposure concerned. The techniques used include interest rate gap
analysis, basis risk analysis, scenario analysis, net interest income and market value sensitivity analysis.
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Financial instruments (continued)
Interest rate risk

Due to the nature of its funding arrangements with its parent (loans effectively re-price at each quarterly interest payment
date), the Company has no significant interest rate re-pricing exposure.

Credit risk

Credit risk is the risk that a customer or counterparty will not be able to meet its obhgatlons to the Company as they become
due. Credit risk arises primarily from loans to commerc1a1 customers.

The Risk Committee is responsible for the management of the credit risk appetite that has been established by the Group
Board and for approving lending policy and setting limits on credit exposures, which are monitored and reviewed on a
monthly basis. The minutes of this committee are presented to the Group Board. This committee is supported by an
Executive sub-committee; the Commercial Loans Risk Committee.

The Commercial Loans Risk Committee reviews individual commercial loans at levels mandated by the Board. This may
involve reviewing each case on a quarterly, half yearly or annual basis.

The Company adopts a respons1ble approach to lending and ensures that the servicing of the loan meets the customer’s
ability to repay.

The maximum credit risk exposure is the carrying value as shown in the carrying and fair value table on page 26.

The table below shows an analysis of the commercial loan portfolio by type of loan:

2016 ' 2015
£'000 £'000
Concentration by loan type
Loans secured on commercial property . 594,743 741,464
Loans to housing associations - 31 40
Loans secured on residential property 3,587 6,333
Gross balances 598,361 747,837
Impairment provisions (43,891) (45,916)
Effective interest rate adjustment 1,703 1,953
’ 556,173 703,874

The analysis of loans secured on commercial property by industry type is as follows:

2016 2015

£'000 £000

Healthcare and leisure 165,132 184,162
Industrial and warehouse . 19,552 31,328
Office 44,677 113,630
Retail 343,951 389,339
Other 21,431 23,005
594,743 741,464

The average indexed loan to value is 82.9% (2015: 93.1%).

22



West Bromwich Commercial Limited
Notes to the financial statements (continued)
19  Financial instruments (continued)

The table below shows the geographic spreéd of the commercial loan portfolio at the year end date:

2016 2015

£'000 ‘ £'000
East Anglia 14,356 16,547
East Midlands 36,438 41,206
Greater London . . 55,036 118,972
North 41,653 : 47,579
North West 197,414 210,097
Scotland 15,941 19,485
South East ’ 91,897 117,420
South West 24,274 45,009
Wales ' 18,156 . 20,211
West Midlands 59,746 63,314
Yorkshire . 43,450 47,997

598,361 747,837

The table below provides further information on the Company's loans and advances to customers by payment due status at
31 March 2016:

2016 2015 *
£'000 - £000
Loans neither past due or impaired 326,125 518,336
Not past due but impaired 136,327 115,570
Past due but not impaired
Past due up to 3 months 4,922 1,389
Impaired -
Past due up to 3 months 4,971 : 4,002
Past due 3 to 6 months . 6,460 3,083
Past due 6 to 12 months 11,150 -
Past due over 12 months 108,405 ) 105,457
598,361 747,837

* Prior year comparatives have been reclassified. Loans past due by more than 3 months with no individual provision for
impairment have been reclassified as impaired, based on the 3 months plus arrears status.

The following table indicates collateral held against commercial loans and advances to customers:

Value of collateral held (unindexed) 2016 2015
£'000 £000

Not impaired 367,072 603,770
Impaired : 170,163 108,435
537,235 712,205

The collateral held consists of properties, land or other guarantees or cash included within the above categories. The use of
such collateral is in line with the terms that are usual and customary to standard lending activities.
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Financial instruments (continued)

The table below analyses commercial mortgage balances with evidence of forbearance and renegotiated terms at the year

end date.
Term
Arrangements Capitalisation extensions Total
At 31 March 2016 £'000 £'000 £'000 £'000
Loans neither past due or impaired 525 - 67,610 68,135
Not past due but impaired 4,634 11,310 20,576 36,520
Impaired
Past due over 12 months 19,324 - - 19,324
24,483 11,310 88,186 123,979
Term
Arrangements  Capitalisation extensions Total
At 31 March 2015 * £'000 £'000 £'000 £'000
Loans neither past due or impaired 529 11,043 83,594 95,167
Not past due but impaired 4,954 - 23,686 28,640
Impaired
Past due 3 to 6 months 2,357 - 2,357 4,715
Past due over 12 months 18,942 - - 18,942
) 26,783 11,043 109,638 147,464

* Prior year comparatives have been reclassified. Loans past due by more than 3 months with no individual provision for
impairment have been reclassified as impaired, based on the 3 months plus arrears status.

Liquidity risk

Liquidity risk is the risk that the Company is not able to meet its financial obligations as they fall due, or can only do so at
excessive cost. The Company's liquidity policy is to maintain sufficient liquid resources to cover cash flow imbalances and
fluctuations in funding and to enable the Company to meet its financial obligations. This is achieved as part of the Group
liquidity management process, through maintaining a prudent level of liquid assets, wholesale funding facilities, inter-group
loans and through management control of the growth of the business. Further information on the Group's risk management .
process is provided in the West Bromwich Building Society Annual Report and Accounts.

The table below analyses the Company's assets and liabilities across maturity periods that reflect the residual duration from

significantly different to that shown in the analysis.

. the year end date to the contractual maturity date. The actual repayment profile of loans and advances is likely to be

Less than No specific
12 months 1toSyears OverSyears maturity Total
£'000 £'000 £'000 £'000 £'000
At 31 March 2016
Assets
Cash and cash equivalents 37 - - - 37
Loans and advances to customers 378,267 71,193 148,901 (42,188) 556,173
Other financial assets - - - - -
Deferred tax assets - - - 4,078 4,078
Current tax - Group relief debtor - - - 383 383
Trade and other receivables - - - 24 24
378,304 71,193 148,901 (37,703) 560,695
Liabilities and equity
Deemed loans 38,489 16,512 29,034 (4,243) 79,792
Other interest bearing loans and borrowings - - - 571,589 571,589
Current tax - Group relief creditor - - - - -
Trade and other payables - - - 432 432
Equity - - - (91,118) (91,118)
38,489 16,512 29,034 476,660 560,695
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At 31 March 2015

Assets

Cash and cash equivalents

Loans and advances to customers
Other financial assets

Deferred tax assets

Trade and other receivables

Liabilities and equity

Deemed loans

Other interest bearing loans and borrowings
Current tax - Group relief creditor

Trade and other payables

Equity

Gross contractual cash flows

Less than No specific

12 months 1 to 5 years Over 5 years maturity Total
£000 £000 £'000 £'000 £'000

35 - - - 35
242,241 325,090 180,506 (43,963) 703,874
- - 2,295 - 2,295

- - - 5,817 5,817

- - - 29 29
242,276 325,090 182,801 (38,117) 712,050
17,149 65,671 39,877 (6,144) 116,553

- - - 678,663 678,663

- - - 2,161 2,161

- - - 417 417
- - - (85,744) (85,744)

17,149 65,671 39,877 589,353 712,050

The Company’s only significant financial liabilities are amounts owed to Group undertakings. These liabilities are subject
to formal loan arrangements, which have no scheduled repayment terms. These loans are repayable upon West Bromwich
Building Society giving the Company three calendar months’ written notice. However, no such notice will be given whilst
the Company remains a wholly owned subsidiary of West Bromwich Building Society.

Cash and cash equivalents are held with an AA- rated bank.

Classification of financial assets and financial liabilities

The following tables show the classification of the Company's assets and liabilities:

At 31 March 2016

Assets

Cash and cash equivalents |
Loans and advances to customers
Other financial assets

Total financial assets
Non-financial assets

Total assets

Liabilities

Deemed loans

Other interest bearing loans and borrowings
Total financial liabilities

Non-financial liabilities

Total liabilities

Loans and
receivables Total
£'000 £'000
37 37
556,173 556,173
556,210 556,210
4,485
560,695

Other

financial
liabilities Total
£'000 £'000
79,792 79,792
571,589 571,589
651,381 651,381
432
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Loans and
receivables Total
At 31 March 2015 £'000 £'000
Assets
Cash and cash equivalents 35 35
Loans and advances to customers 703,874 703,874
Other financial assets . 2,295 2,295
Total financial assets 706,204 706,204
Non-financial assets 5,846
Total assets 712,050
Other
financial
liabilities Total
£000 £'000
Liabilities
Deemed loans 116,553 116,553
Other interest bearing loans and borrowings 678,663 678,663
Total financial liabilities 795,216 795,216
Non-financial liabilities 2,578
Total liabilities 797,794

Fair values of financial assets and financial liabilities

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. The Company determines fair value by the following three tier valuation
hierarchy:

Level 1: Quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: Valuation techniques where all inputs are taken from observable market data, either directly (i.e. as prices) or
indirectly (i.e. derived from prices).

Level 3: Valuation techniques where significant inputs are not based on observable market data.

Valuation techniques include net present value and discounted cash flow models, comparison to similar instruments for
which market observable prices exist and other valuation models. Assumptions and market observable inputs used in
valuation techniques include risk-free and benchmark interest rates, equity index prices and expected price volatilities. The
objective of valuation techniques is to arrive at a fair value determination that reflects the price of the financial instrument at
the reporting date that would have been determined by market participants acting at arm’s length. Observable prices are
those that have been seen either from counterparties or from market pricing sources including Bloomberg. The use of these
depends upon the liquidity of the relevant market.

Carrying  Fair value Fair value  Fairvalue  Fair value
value Level 1 Level 2 Level 3 Total
£'000 £'000 £'000 £'000 £000

At 31 March 2016

Financial assets

Cash and cash equivalents 37 37 - - 37
Loan and advances to customers 556,173 - - 523,814 523,814
Other financial assets - - - - -
Financial liabilities

Other interest bearing loans and borrowings 571,589 - 571,589 - 571,589
Deemed loans 79,792 - - 75,149 75,149

26



West Bromwich Commercial Limited

Notes to the financial statements (continued)

19

Financial instruments (continued)

At 31 March 2015

Financial assets

Cash and cash equivalents

Loan and advances to customers
Other financial assets

Financial liabilities
Other interest bearing loans and borrowings
Deemed loans

Carrying
Value
£000

35
703,874
2,295

678,663
116,553

Fair value
Level 1
£000

35

Fair value
Level 2
£000

2,295

678,663

Fair value
Level 3
£'000

680,857

112,742

Fair value
Total
£'000

35
680,857
2,295

678,663
112,742

a) Loans and advances to customers

The fair value of loans and advances to customers has been calculated on an individual loan basis taking into account factors
such as impairment and interest rates. It is not considered appropriate to value them collectively as a portfolio sale.

Impairment is calculated on an incurred loss basis except to the extent that acquired mortgage books have been fair valued
on a basis which makes allowances for anticipated losses over the remaining life of the loans.

b) Other interest bearing loans and borrowings

The fair value of other interest bearing loans and borrowings is assumed to equal book value, as there is no fixed repayment

profile.

¢) Deemed loans

The deemed loans are net of provisions for impairment. The estimated fair value represents the discounted amount of
estimated future cash flows expected to be received. Expected cash flows are discounted at current market rates to

determine fair value.
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