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West Bromwich Commercial Limited

Directors' Report
The Direciors present their anual report and the audited financial statements for the year ended 31 March 2009.

Business Review and Principal Activities

The Company is a wholly-owned subsidiary of West Bromwich Building Society and operaes as part of the
Commercial division.

The Company’s principal activity is the making of loans secured on land and comniercial property. The directors
have reviewed the levels of new commercial advances to be made and have significantly reduced the level of
advances expected. For the foreseeable future, the Company will concentrate on managing its existing portfolio of
accounts, including where appropriate re-financing of existing facilities.

As sliown in the Company’s income statement on page 7, the Company’s furuover has reduced this year, primarily
as a result of falliug interest rates. Net interest margins were down by 52% as a resuit of increases in intercompany
funding rates charged (margin above Lihor). The overall result for the year shows a significant level of losses
following £48.7m of impairment provisions charge.

The balance slieet on page § of the financial statements shows the Company’s financial position al the year-end.

On 18 April 2008, West Bromwich Commercial Limited sold £230 million of assets to Sandwell Commercial
Finance No 3 Limited, a special purpose entity.

The Company’s main creditor, its ultimate parent undertaking, has indicated that it will continue to support the
Company for the foresecable future. The accounts have therefore been prepared on a Going Concern basis.

West Bromwich Building Society manages ils operations on a Group basis. The Company's directors believe that
the current key performance indicators of the Company at this poini in (ime principally centre around arrears
management of the cument portfolio. Furthrer details of the portfolio broken down by category are included in note
19 to (iese accounts.

Dividend
The directors do not recommend the payment of a dividend (2008: Nil}

Directors and (Iirectors'.Intcrests

The Directors who held office during the period were as follows:

RD Smith (Resigned 16th April 2009)

GT Cowdrill (Resigned 8th May 2009)

MJ Nixon (Resigned 2nd December 2008}
AM Smith (Resigned 2nd December 2008)

P Southcott {Appointed 8th May 2009)
J Westhoff {Appointed 8th May 2009)
CJ Miller

Certain directors benefited from qualifying third party indemnity provisions in place during the finaucial year and &t
the date of this report.




West Bromwich Commercial Limited

Directors' Report (continued)
Environment

The Company recognises its environmental responsibilities, monitors its inpact 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 noted in West Bromwich Building Society’s Annual Report, which does not
form part of this report,

Financial risk management

The directors have considered the financial risks affecting the company and have disclosed the retevant policies in
the notes to the financial statements.

Principal Risks and Uncertalntics

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 controi framework established by the West
Bromvwich Building Society ("Sociely") Board. The contro! systems consist of plans and budgets together with
regular internal ianagenent information, established risk Jimits, clear responsibilities and delegated authorities
together with other control procedures.

A number of Saciety Board Committees, including the Society Assets and Liabilities Committee, Society Audit and
Risk Committee, and Society Credit Committee, support the Company Board in the effective measurement and
management of risk.

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

Credit risk is the risk that a customer or counterparty is unable to honour its obligations 1o us as they fall due. The
Company faces this risk in respect of corporates (commercial lending). More details of the controls and processes
in place to address this risk are set out in Note 19 to the Accounts.

Credit risk is managed within the group credit policies and limits set by the Society Board Credit Committee by
thorough evaluation of the credit risk associated with the potential borrowers (with the credit decision being
managed separately from the sales force), the taking of security against the loan and the close ongoing monitoring
of account performance. Loans which show signs of adverse performance are managed by specialist teams.

The Company adopts a responsible approach te lending and ensures that the servicing of the loan meets the
customers' ability Lo pay.

The maximum credit risk exposure is the book value as shown in the book and fair value table on page 20. The
Company's most significant exposures to credit risk are loans secured on UK land.

Market Risk

Market risk is the risk that the value of, or income from, the Company’s assets and Siabilities are impacted as a
result of external changes, primarily in interest rates.

The Society Treasury Department is responsible for managing our exposure to market risk, with aversight provided
by the Society Assets and Liabilities Committee. More details of the controls and processes in- place to address this
risk are set out in Note 19 to the Accounts.



West Broimnwich Commercial Limited

Directors' Report {continued)
Liquidity Risk

Liquidity risk is the risk ihat 1lie Company is unable to meet its current and future cash flow obligations as they fall
due, or can only do 50 at excessive cost. These obligations primarily include repayment of commercial mortgages,
fees aud conynissions received in advance and management expenses. The Conipany’s approach to imanagement
of this risk is described in Note 19 to the Accounts,

Operational Risk

Operational risk is the risk of financial loss or impairment to reputation arising from inadequate or failed processes,
people or systems, or from external events, Responsibilify for managing operational risks lies with individual
husiness arcas who identify and assess risks in line with the predefined processes. Thiese risks are managed as an
integral part of the operations of each of the Company’s business units.

Management have a responsibility to understand how operational risk impacts their area of the business and for
putiing in place contrels or mitigating activities. They are supported in this rele by the Society Business Risk
Departiient which enforces and ensures co-ordination of the Society’s risk assessment and resulting control
activities. The Society Business Risk Department makes regular reports {o the Scciety Audit and Risk Committee
and the Board.

Disclosure of information to auditors

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 andit isformation of which the company’s auditors are unaware, and each director has
taken all of the steps that he ought to have taken as a director to make himself aware of any relevant audit
information and to establish that the company's auditors are aware of this infornation.



West Bromwich Commercial Limited

Directors' Report {continued)
Statement of Directors' responsibilltics in respeet of the Dirvectors' Report and the financial statements

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

Company law requires the directors to prepare financial statements for each financial year. Under that law they
have elected to prepare the financial staternents in accordance with IFRS's as adopted by the EU and applicable
lavws.

The financial statements are required by law to present fairly the financial position and the performance of the
Company: the Companies Act 1985 provides in relation to such financial statements that references in the relevant
part of that Act to financial statements giving a true and fair view are references to their achieving a fair
presentation,

In preparing these financial statements the directors are required to:

- select suitable accounting policies and then apply them consistently;

- make judgements and estimates that are reasonable and prudent;

- stale whether they have been prepared in accordance with IFRS's as adopted by the EU; and

- prepare the financial statements on the going concern basis until it is inappropriate to presume that the
company will continue in business.

The directors are responsible for keeping proper accounting records that disclose with reasonable aceuracy at any
time the financial position of the company and enable them to ensure its financial statements comply with the
Companies Act 1985, They have a 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 irreguiarity.

Aunditors

In accordance with Section 386 of the Companies Act 1985, the company dispensed with the requirements 10 re-
appoint the auditors annually.

By order of the hoard

S Bartleet-Cross
Secretary

27 Ockcber 2009



West Bromwich Commercial Limited

REPORT OF THE INDEPENDENT AUPITORS' TO THE MEMRERS OF WEST BROMWICH COMMERCIAL LIMITED

We have audited the financial statenrents of West Bromwich Commercial Limited for (he year ended 31 March 2009 which contprise the
Incomne Statement, the Statement of Recognised Income and Expendilure, the Balance Sheet and the Cash Flow Statement and the retated
notes. These financial statements have been prepared under the accounting pelicics sct out therein.

This report is made solely to the company's members, as 1 body, in accordance with section 235 of the Companies Act 1985, Onr audit
work has beens undertaken so that we might state 1o the company’s members (hose inatters we are required 1o state 1o them in an guditor’s
report and for no other purpose. To the fullest extent permitted by faw, we do not accept or assunte responsibility to anyone other than the
company and the company’s members s a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of direclors and anditors
Tire directors' responsibilities for preparing the financial statements in acecrdance with applicable 1aw and Intemational Financial Reporting
Standards {IFRS's) as adopled by the EU are set onet i the Statemnent of Directors' responsibilities on page 5.

Qur responsibility is to audit the financial statements in accordanee with refevant legal and regulatory requirements and Intemational
Standards on Auditing (UK and ireland).

We report to you our opinion as to whether the finatcial stiements give a true and fair view and wihiether the fisapcial statements liave been
properly prepared in accordance with the Companies Act 1985, We also report to you whether in our opinien the information given in the
Dircetors* Report is consistent with the financinl statements.

In addition we report to you if, in our opinion, the company hias net kept proper accounting records, if we have not received all the
information and explanations we require for our audit, or if information specified by taw regarding directors’ remuneration and other
transactions is act disclosed.

We read the Directors’ Report and consider the implications for onr report if we betome aware of any apparcit misstatlements within it

Basis of audit opinion

We conducted our audit in accordance with Internaticnal Standards on Auditing (UK and treland) issued by the Auditing Practices Board.
An audit includes examination, on a lest basis, of cvidence relevent to the amounts and disclesures in the financind statements. It aiso
includes an assessnient of the significant estimates and judgments made by the directors in the preparation of the financial statements, and
of whether the accounting polieies arc appropriate 1o the compnny’s circuntstances, consistently applied and adequately diselosed.

We planned and performed onr audit so as to obtain ail the information end explanations which we eonsidered necessary in order 1o pravide
us with sufficient evidence to give reasenable assurance that the financial statentents are free from materiat misstatentent, whether caused
by feuted or other ircegularity or error, In forming our opinion we also evaluated the overall adequacy of the presentation of information in
the financin! statements,

Qpinion

In otir opindon:
= the financial statements give a true and fair vicw, in accordance with 1FRSs as adopted by the EU, of the state of tlic company's
affairs as at 31 Mareh 2009 and of its loss for the year then ended; and
- the finanicial statemients have been properly prepared in aceordance witl the Companics Act 1985; and
- the infonnation gives in the Directors' Report is consistent with the financial statctents.

idreg Avdr Pic
KPMG Audit Ple 2 Comwall Sireet
Chartered Accountants Birmingham

Registered Auditor

0% dddms Laoq




West Bromwich Commercial Limited

Income Statement
for the year ended 31 March 2009

Noles
lizterest receivable and similar income 2
hiterest payable and similar charges 3
Net interest income
Fee and commission income
Other operating expenses
Qpcrating profit
Movement in impairment on loans and advances &
{Loss)/profit before taxation 4
Taxation 6

(L.oss)/profit for the year
All results relate ta the Company’s continuing operations.

* As restated - see note 2

Statement of recognised income and expenditure
Jor the vear ended 31 March 2009

(Loss)/profit for the year

Total recognised income and expenditure for the year

Year
ended 31 Year ended
March 31 March
2009 2008 *
£'000 £000
102,434 116,048
(95,936} (102,601
6,498 13,447
1,243 788
(1,967) (2,446)
5,774 11,789
(48,686) (500)
(42,912) 11,289
12,329 (3,432)
(30,583) 7,857
Year
ended 31 Year ended
March 31 March
2009 2008
£000 £000
(30,583) 7,857
(30,583) 7,857
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West Bromwich Commercial Limited

Balance Sheet
at 31 March 2009

Notes 2009 2008
£'000 £000

Assels
Non Current Assefs )
Loans and advances 8 1,544,981 1,576,253
Deferred tax assets 9 6,634 321
Other financial assets i 34,588 15,643
Total non current assets 1,586,203 1,592.917
Current Assels
Cash and cash equivalents 7 127 146
Loans and advances 8 39,258 73,538
Tax receivable 8,544 -
Trade and other receivables H 149 7
Total current assets 48,078 73,691
Total Assets 1,634,281 1,666,608
Liabilities
Current liabilities
Derivative financial instruments 2,663 -
Tax payable - 2488
Trade and other payables 14 - 231
Total current liabilities 2,663 2,719
Nan current liabilities
Deemed loans 12 - 597,907 421,758
Other interest bearing loans and borrowings 13 1,040,514 1,218,351
Total nan current liabilities 1,638,421 1,640,109
‘Tatal Liabilities 1,641,084 1,642,828
Net (Liabitlties)/ Assets (6,303) 23,780
Equity
Share capital 15 - -
Retained earnings 16 (6,803) 23,780
Total Equity {6,803) 23,780

These financial statements were approved by the Board of Directors on 27 ajd-Ef me were sigied on its
behalf by:

Director

CMPG’U M@?Sfef\ed number - 0S285783




West Bromwich Commercial Limited

Cash flow statement

Jor the year ended 31 March 2009
Notes

Cash flow from operating activitles
(Loss)profit before tax

Amaortisation of acquisition premiums
Iinpairment on loans and advauces
Movements in derivative financial instruments

Cashflows from operating activities before
changes in operating assets and [iabilities

Net movement in loans and advances

Net movement in other financial assets

Net movement on deemed loans

Net movement in ather interest bearing loans and borrowings
Nel movement in trade and other payables

Net movenient in trade and other receivables

Net Cashflow fram operating activities
Tax paid
Mavement in cash and cash equivalents

Opening cash and cash equivalents
Closing cash and cash equivalents 7

2009 2008
£000 £'000
{42,912) 11,289
385 400
48,686 422
2,663 .
8,822 12,111
17,181 (214,850)
(18,945) 2,096
176,149 (33,976)
(177,837) 237,647
(2,759) 173
(142) 35
2,469 3,236
(2,488) (3,236)
(19 -
146 146
127 146




West Bromwich Commercial Limited

Notes
(forming part of the financial statements)

1 Summary of significant accounting palicies

Basis of preparation

West Bromwich Commercial Limited (the "Company") is a company incorperated in the UK.

The principal accounting policies of these financial statements are set out below. These policies have been
consistently applied to all the years presented, unless otherwise stated, These financial statements have been
prepared and approved by the Directors in accordance with Intematianal Financial Reporting Standards (“*Adopted
IFRS™) as adopted by the EU.

The following Accounting Standard amendinents have been applied in 2008/09:

—  Amendments to 1AS 39 Financial Instruments: Recognition and Measurement and IFRS 7 Financial
Instruments; Disclosures. The application of these amendments has not affected the Company;

The following Standard has heen adopted by the EU but is not yet effective

—  IFRS 8 Operating Segments is effective for periods commencing on or after 1st January 2009. This standard
replaces TAS 14 Segmental Reporting and its apptication will not have any impact upon the financial results of the
Company as it does not change the recognition or measurement of transactions in the financial statements. The
standard aligns the disclosure of operating segments in the financial statements with the internal reporting of
segients to senior management.

The following Standards and interpretations are neither adapted by the European Union nor effective for the
2008409 year end:

—  Amendments to |AS { Presentation of Financial Statements: A Revised Presentation which is effective for
periods commencing on or after 1st January 2009. The revised standard will affect the presentation of owner
changes in equity and of comprehensive income, Adoption will not change the recognition, measurement or
disclasure of specific transactions or events as required by other standards;

—  Amendment to 1AS 23 Borrowing Costs which is applicable to borrowing costs related to qualifying assets for
which the commencement date for capitalisation is on or after 1st Jannary 2009. The application of this revised
standard in 2008 would not have had a material impact on the financial statements;

—  Amendments to 1AS 39 Financial Instruments: Recognition and Measurement: Eligible Hedged Itenis which is
effeclive for periods cominencing on or after 1st Juty 2009. This amendment clarifies what can be designated asa
hedged ilem in a hedge accounting relationship. It is not expected that this amendment wili have any impact on the
Company’s ability to achieve hedge accounting; and

—  Amendments to IAS 39 Reclassification of Financial Assets: Effective Date and Transition which is effective
on or after 1st July 2008, This amendment clarifies the effective date and transition requirements for the change to
the standard issued in Qctober 2008, which permits entities to reclassify non-derivative financial assets out of the
Fair value through profit and loss category in particular circumstances, The Company has not applied any of the
reclassification options available in this amendment.

The financial statements have been prepared on an histarical cost basis. The preparation of financial stafements
under IFRS requires the use of certain critical accounting estimates and judgement. The areas involving a higher
degree of judgement or complexity, or areas where assumplions and estimates are significant to the financial
statements, include Effective Interest Rate calculations, impainment of financial assets and recognition and
derecagnition of financial assets and liabilities. Further details are set out at the end of this note.




West Bromwich Commercial Limited

Notes {(continued)
(forming part of the financial statements)

The Company’s main creditor is its ulfimate parent undertaking. The ultimate parent undertaking has indicated that
it will continue to support the Company for the foreseeable future. Therefors, the accounts have been prepared on a
going concertt basis.

The Company is exempt by virtue of s228 of the Companies Act 1985 from the requirement to prepare group
financial statements. These financial statements present information abouf the company as an individual
undertaking and not about its group.

Interest receivable and payable
Inferest income and expenses are recognised in the income statement using the effective interest rate method.
Effective Interest rate

The effective interest method is 2 method of calculating the amortised cost of a financial asset or liability and
allocating the interest income or expense over the relevant period. Thie effective interest rate is the rate that exactly
discounts estimated future cash flows over the expected life of the financial instrument or, when appropriate, a
shorter period, to the net carrying amouat of the financial asset or liability. When calculating the effective interest
rate, the Company estimates cash flows considering all contractual terms of the financial instrument. The
calculation includes, where appropriate, &ll amounts payable or receivable by the company that are an integral part
of the overall return,

Securitisation transactians

The company has entered into various securitisation transactions in which it sells commercial mortgages to special
purpase entities (SPEs). In accordance with 1AS 39, the Company continues (o recognise securitised assefs as loans
and advances to customers and consequently also shows a Deemed Loan liability to the SPEs.

As part of the securitisation transactions, the Company receives deferved cansideration from the SPEs, Sandwell
Commercial Finance No 1 plc, Sandwell Conmercial Finance No 2 plc and Sandwell Commercial Finance No 3
Limited dependent upon the performance of the underlying mortgages. Such deferred consideration is included within
interest income.

Loaus and advances to customer's

The company's loans and advances to custotmers are classified as "loans and receivables®. Loans and receivahles are
non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. The
company measures its loans and receivables af amortised cost, whereby the principal balance is the amount at initial
recognisition, less any principal repayments and impairment and adjusted for the cuinulative amaortisation using the
effective interest rate method.

In accordance with the effective intersst method, up-front cosis and fees such as mortgage premia paid on
acquisition of mortgage books and completion fees are capitalised and amortised over the expected life of mortgage
assets. Histaorical and forecast inorigage redemption data and management judgement are used 10 estimate the
expected lives of morigage assets.

Impairntent of financial assets
The company assesses at each balance sheet date whether there is objective evidence that a financial asset is
impaired. Objective evidence of impairment can be defined as one or more evenis 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.

H




West Bromwich Commercial Limited

Notes {continued)
(forming part of the financial statements)

The company first assesses whether objective evidence of ilmpairment exists for financial assets. 1f the Company
detennines that no objective evidence of impatrment exists for an individually assessed financial asset, whether
significant or not, it inclndes 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 coltective assessment of impairment.

If there is objective evidence of an impairment of oans 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 Josses that have not been incurred) discounted at the financial asset’s original effective interest rate,
The carrying amount of the asset is reduced throngh the use of an allowance account and the amount of the loss is
recognised in the Income Statement.,

Fee and commission income

Fee and conmmission income cther than directly related to loans is recognised over the period for which service las
been provided or on compietion of an act to which the fee relates.

Segmental reporting

The business operates in one business segment and all business is conducted in the UK, therefore the directors have
decided not 1o present segmental information. ’

Cash and cash equivalents

For the purposes of the cash flow statement, cash comprises cash in hand and loans and advances to credit
institutions repayable on demand. Cash equivalents comprise highly liquid investments thal are convertible into
cash with an insignificant risk of changes in value, with original maturities of three menths or less.

Taxation

Income tax on the (losses)/profits 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.

Curren? 1ax is the expected tax payahle/receivable on the taxable income/losses for the year, using tax rates enacted
or substaniially enacted on the Balance Sheet date, and any adjustment to tax payable in respect of previous years.

Defesred income tax is provided in fidl, using the balance sheet 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 income tax is detennined using tax rates (and laws) that have been enacted by
the balance sheet date and are expected 1o apply when the related deferred income tax asset is realised or the
deferred income tax liability is settled.

Deferred tax assets are recognised where it is probable that future taxable profit will be availabie against which the
temporary differences can be ntilised

Offsetting financial instruments
Financial assets and liabilities, including derivatives are offset and the net amount reported in the balance sheet

when there is a legally enforceable right to set off the recognised amounts and where there is an intention to settle
on a net hasis, or realise the asset and settle the liahility simultancously.



West Bromwich Commercial Limited

Notes (continued)
(forming part of the financial stateinenis)

Flnancial Instruments

All financial assets held by the Company are measured at amortised cost using the effective interest method.
Financial Liabilitics

All financial liabilities held by the Company are ineasured at mnortised cost us?ng the effective interest method.
Derecognition af financial assets and liabilitics

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 deresognises financial assets that it transfers to anather party provided
the transfer of the asset also transfers the riglit to receive the cash flows of the financial asset and substantially ali
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.

Critical accounting estimates and judgements in applying accounting palicies

The Company mnakes estimates and assumptions that affect the reported amounts of assets and liabilities within the
next financial year. Estimates and judgements are continuaily evatuated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the circumstances.

Effective interest rate

The calculation of an effective interest rate requires the Company to make assumptions around the expected lives of
mortgages and the likely levels of early repayment fees (ERFs) to be received. Management regularly reviews these
assumptions and compares with actual resulits. 1f the assvmed average life of the loans were to be decreased or
increased by 6 months then this would have increased group profit by £280k for a decrease and £280k for an
increase.

Impairment losses on loans and advances

In accordance with the accounting policy on page ! 1 the methodology and assumptions nsed for estimating both the
amount and timing of future cash flows ace reviewed regularly to reduce any differences between loss estimates and
actudd loss experience. Since each loan is individually assessed for impainment, it is not practical to assess the
impact of individual changes in assumptions.

Deferred tax

The recognition of the deferred tax asset is mainly dependent upon the projection of future taxable profits and
future reversals of existing taxable temporary differences within both the Company and group. Tax losses were
incurred in the Company and other group companies during the year. Group management have evaluated the
factors contributing to the losses to determaine whether the factors leading to the losses are temporary or indicative
of a permanent decline in earnings. Based on its analysis, Group management has determined that the losses were
caused by increases in credit losses and contracting margin due to the current property and credit markets, as well as
continued weakening in the general economy. Management's projections of future taxable profits for the Group are
based on business plans, future capital requirements and ongoing tax planning strategies. Management's forecasts
suppert the assumption that it is probable that the future results of the Company and-Group will generate sufficient
taxable income in the future to utilise deferred tex assets.

13




West Brommwich Commercial Limited

Notes (continued)
{forming part of the financial statements)

2

Interest Receivable and similar income
On loans and advances

Amortisation of acquisition premiums
Other interest

Interest receivable on impaired assets was £4,610k (2008: £241%)

2008
2009 Restated*
£0400 _ £000
102,814 115,369
(385) {400}
5 1,079
102,434 116,048

* [ previous years, interest receivable on securitised mortgages has been presented netted off interest

payable arising on the deemed loan. As the interest receivable and payable do not arise on the same

transaction there is no right to set off. Therefore, the interest receivable on the securitised morigages and the
interest payable on the deemed loan are required to be presented in the jncome statement on a gross basis. The
effect of {his adjustment on the comparative period is to increase interest receivable from £89.2m by £26.8m
to £116.0m and increase interest payable from £75.70 by £26,9m to £102.6m. This adjustment has had no

effect on profit for the year, opening or closing net assets.
Interest Payable and similar charges

Intercompany loan interest

[nterest payable on deemed loan

* see note 2 for explanation

(Loss)/Profit before tax

(Loss)/Profit before tax is stated after charging :
Auditors remuneration: audit services

Information regarding Directors and employees

2009 Restated*

£000 £000
57,878 75,728
38,058 26,873
95,936 102,601

2009 2008

£'000 £000
12 12

The Company has no employees (2008: nil). The directors received no remuneration from the Company in

respect of qualifying services during the year (2008: nil).
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West Bromwich Commercial Limited

Notes (continued)
(forming part of the financial statements)

6  Taxsation 2009 2008
£'000 £000
Current year
UK corporation tax (6,016) 3,358
Total current tax (6,016) 3,358
Deferred tax (ote 9) (6,313) 74
Tax {credit)/charge for the year (12,329} 3,432
The tax (credit)/charge for the year is in accordance with the UK standard rate of corporation tax of 28%
(2008:30%).
2009 2003
Reconciliation of effective tax rate: £'000 £000
(Loss)/profit before tax (42,912) 11,289
Tax using UK corporation tax rate of 28% (2008: 30%) (12,015) 3,387
Non allowable revenue items 1 9
Effect of change in deferred tax rate 315) 23
IFRS Transtional adjustments unwind - 13
Total tax (credit)fexpense (12,329) 3,432
7 Cash aud cash equivalents 2009 2008
£'000 £'000
Bank Accotnls 127 146
127 146
8 Loans and advances 2009 2008
£'000 £000
Repayable:
in not more than 3 months 11,961 4,07
in more than 3 months but not more than one year 71,000 69,467
in more than one year but not more than 5 years 657,245 944,599
in more than 5 years 819,284 630,595
1,559,530 1,648,732
Effective lnterest Rate adjustment 16,389 4,131
Fair value adjustments 58,362
Less impainnent [osses on loans and advances (50,592) (2,372)
At 31 March 1,584,239 1,650,491
Impairment for losses on loans and advances
At 1 April (2,372) (1,950)
Provision for impairment (48,686) (500)
Utilisation during period 466 78
At 31 March (50,592 (2,372)

15
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West Bromwich Commercial Limited

Notes (continned)
(forming part of the financial statements}

9

16

11

Deferred tax assets

Deferred tax is calculated on all temporary timing differences under the liability method using an effective tax
rate of 28% (2008: 28%)

2009 2003

The movement in the deferred tax asset is as follows: £'000 £000

At start of year 321 395

(Charge)/credit to incoine statement 6,313 {74)
At 31 March 2009 6,634 321

2009 2008

Deferred tax assets are attributable as follows: £'000 £000
Timing difference in respect of recognition of arrangement fee income 285 321
Trading losses 5,604 -
Timing difference in respect of recognition of derivative fair values 745 -
6,634 321

Deferred tax assets are recognised only to the extent that the realisation of the related tax benefit is probable.

The deferred tax assets have been calculated at 28%, the Company’s applicable corporation tax rate in
accordance with IAS 12,

Other financial assets 2009 2008
£'000 £000

Balances owed by related parties 34,583 15,643
34,588 15,643

Balances owed by related parties include a £2,750,000 (2008:£2,750,000) subordinated foan and a £ 357,244
(2008: £837,874) start up loan to Sandwell Commercial Finance No 1 ple. These attract interest at 3 month
Libor plus 5% and 2.5% respectively. They also include a £5,250,000 (2008: £5,250,000} subordinated loan
and a £600,000 (2008: £],000,000) start up loan to Sandwell Commercial Finance No 2 ple. These attract
interest at 3 month Libor plus 5% and 2.5% respectively. They also include a £5,283,152 subordinated loan
and a £1,586,951 start up loan to Sendwell Commercial Finance No 3 Limited. These also attract interest at 3
month Libor plus 5% and 2.5% respectively. The subordinated loans have contractual waturities in 203% and
2040, but would be repayable should the SPV's be wound up before that time. The start up loan to Sandweil
Commercial Finance No 1 plc is now fully repayabie once cashflows allow whilst the remaining start up loans
are repayahle in installinents until September 2010 and march 2013 respectively.

Trade and other receivables 2009 2008

£'000 £000

Other trade receivables 149 7
149 7
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Deemed loans 2049 2008
£000 £000
Repayable:

Within 1 year 43,794 16,775
[ to 2 years . . 80,580 18,782
2t0 5 years 74,821 92418
Over 5 years 398,712 293,783
597,907 421,758
Othey inferest bearing loans and harrowings 2009 2008
£0400 £000

Owed to Parent Compaay 1,040,514 1,218,351
1,048,514 1,218,351

The amounts owed to parent Company attracts interest at a rate of 3 mouth Libar plus 0.25%. 1t 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 ather payables 2009 2008
£'000 £000
Other trade payables - 231
- 231
Share capital 2009 2008
£ £
Ainithorised
1,000 Ordinary shares of £1 each 1,000 1,000

Allotted, called np and firlly paid
2 Ordinary shares of £1 each, fully paid 2 2

Capital disclosures . )

The Cotpany 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 suppert the transactions and level of business undertaken by the Company

Retained earnings 2009 2008

£'000 £000
At start of year 23,780 15,923
(Loss)/profit for the year {30,583) 7,857
At end of year (6,803) 23,780

Paveut undertaking and uiltimate controlling party
The entire ordinary share capital of the company is owned by West Bromwich Building Society, the ultimate

parent undertaking and controiling party. Copies of the parent company’s consolidated financial statements
can be obtained from 374 High Street, West Bromwich, B70 8LR.
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i)

1))

i)

Related Party transactions

Subsidiary, Parent and Ultimate Controlling party
The parent and ultiate controlling party is detailed in note 17 to these accounts.

Key Management Personnel
The Board considers key management to coniprise the directors (as disclosed in the Directors’ report). Details

of directors remuneration are set out in note 5 to the financial statements,

Transactions with key management personnel and their close family members
There are no transactions to note.

The company underiook the foliowing transactions with other companies in the group during the year:

Interest paid ~ Staff and other recharges Balance Due
2009 £000 £000 £000
West Bromwich Building Society 57,878 1,967 1,040,514
2008
West Bromwich Building Society 75,728 2,295 1,218,351

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 yeat:

Interest Fees received Balance Due

2009 £000 £'000 £000
Sandwell Commercial Finance No 1 ple _ 219 261 4,177
Sandwell Commercial Flnance No 2 plc 1,761 407 5,851
Sandwell Comnziercial Finance No 3 Limited 1,238 394 6,380
Sandwell Finance Holdings Limited - - 25

2008
Sandwell Commercial Finance No 1 ple 364 252 4,767
Sandwell Commercial Finance No 2 ple 1,983 3387 10,851 !
Sandweli Finance Holdings Limited - - 25

13



West Bromwich Commercial Limited

Notes (continued)
(forming part of the financial statements)

19

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 instrmments, 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 Buiiding 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. The Company's financial instruments comprise principally of Loans and Advances to
customers, amounts owed to group undertakings and cash and cash equivalents.

As a resuit of these activities, the Company is expased 10 a varlety of risks, the most significant of which are
market risk (principally interest rate risk), credit risk and liquidity risk.

Market Rislc

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 inarket risk is essentiaf 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 Society's Assets and
Liabilities Committee ("AL.CQ"). This policy sets out the nature of risk which may be taken and aggregate
risk limits. At each meeting the ALCO reviews reports showing the Society's exposure, of which the
Company is a member, to market and liquidity risks.

The Group's exposure to market risk is managed by the Society Treasury depariment by using appropriate
hedging instruments or by taking advantage of natural hedges arising or existing within the group's business
{although there are no hedging instruments existing within the Company). Market risk is inanaged within a
clearly defined framework of palicy limits and is measured and reported using a varisty 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.

19
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Interest rate risk

The company has no derivative financial instruntents, but due to the nature of its funding arrangements with
its parent (loans effectively re-price at each quarterly interest payment date} has no significant interest rate re-
pricing exposure. hterest rate re-pricing gap information is shown in the table below at 31 March. It
provides en estimate of the re-pricing profile of the company’s assets and liabilities. For the inajor categories
of assets and liabilities, the table shows the carrying values of interest caming assets and liabilities, which re-

price within selected timeframes.

Assets

Cash and cash equivalents
Loans and advances

Other financial assets
Deferred tax assets

Tax receivable

Trade and other receivables
Total Assets

Liabfilities

Deemed loans

Derivative financial instruments

Other interest bearing loans and borrowings
Total Liahilities

Assets

Cash and cash equivalents
Loans and advauces

Other financial assets
Deferred tax assets

Trade and other receivables
Total Assets

Liabilities

Deemed loans

Other interest bearing loans and borrowings
Tax payable

Trade and other payables

Total Liabilities

Not more Non-
than 3 interest
months bearing Total
£000 £000 £'000
2009
127 - 127
1,584,239 - 1,584.239
34,588 - 34,588
- 6,634 6,634
3,544 8,544
- 149 149
1,618,954 15,327 1,634,281
597,907 - 597,907
2,663 2,663
1,040,514 - 1,040,514
1,638,421 2,663 1,641,084
2008
146 - 146
1,650,491 - 1,650,491
15,643 - 15,643
- 321 321
- 7 7
1,666,280 328 1,666,608
421,758 - 421,758
1,218,351 - 1,218,351
- 2488 2483
- - 231 231
1,640,109 2,719 1,642,828
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Financial Instruments (continued)

Fair values of financial instruments

Set out below is a comparison of book and fair values of some of the Company’s financial instrunents at 31
March 2009. Where available, market values have been used to determine fair values,otherwise fair values of
alher instruments have been caleutated by discounting the expected future cashflows at the prevailing interest
rate.

2009 2008
Bock Book
Value Fair Value  Value Fair Value
£000 £000 £000 £000

Loans and receivables
Loans and advances 1,584,239 1,595,487 1,650,491 1,659,404
Cash and cash equivalents 127 127 146 146
Other financial assets 34,588 34,582 15,643 15,643
Finaneial Liabilities held at amortised cost
Other interest bearing loans and borrowings 1,040,514 1,040,514 1,218,351 © 1,218,351
Deemed loan 597,907 597,907 421,758 421,758

Credit Risk

Credit risk is the risk thal a customer or counterparty will not be able to meet its obligations te the Company
as they become due. Credit risk arises primarily from loans to our commercial customers. The maximum
credit risk exposure is the book value as shown in the fair value table above.

The Gronp Board Credit Committee is responsible for the management of the level of credit risk that has been
established by the Board and for approving lending policy and setting timits on credit exposures, which are
monitored and reviewed on a monthly basis. The minutes of this committee are prescnied to the Board. This
committee is supported by two Execulive sub-committees; the Group Credit Policy Committee and the Large
Loans Approvals Committee and their role in the credit risk framework is outlined below.

The Gronp Credit Policy Committee is responsible for the monitoting of the Group’s credit exposures and
approving changes to the systems that ave utifised. In addition, the committee reviews the type and quality of
approved commercial mortgage business and appraises actual arrears and repossession levels against irends
and industry averages. The minutes of this committee are presented to the Board Credit Committee.

The Large Loans Approval Committee approves large residential and commercial loans at levels mandated by
the Board. Details of all loans approved by the comunitice are provided to the Board.

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

2009 2008
£000 £000
Concentration by loan type
Loans secured on conmercial properly 1,407,293 1,451,507
Loans to housing associations 5,087 27,441
Loans secured on residential property 147,200 169,784
Gross balances 1,559,580 1,648,732
Impainnent provisions (50,592) (2,372)
Fair value adjustments 75,251 4,131
1,584,239 1,650,491
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Financial Instruments (eontinued)

2009 2008
Loans secured on commercial property are further spiit down into the £'000 £000
following:
Healtheare & Leisure 250,493 245,262
Industrial & Warehouse 102,371 114,611
Office 242,191 262,948
Retail 793,529 783,809
Other 18,709 44,877
1,407,293 1,451,507

The average indexed loan to value is 75.8% (2008: 75.7%). $4.%m (2008:nil) of loans that would be past due
or ilmpaired have had their terms renegotiaied.

The table below provides further iuformation on the Group's loans and advances ta customers by payment due
status as af 31 March 2009.

2009 2008
£'000 £000
Laans neliher past due or impaired 1,304,621 1,643,563
Laass vot past due but impaired 89,424 -
Past due but not impaired
- Past due up to 3 months 51,789 1,012
- Past due 3 to 6 monihs 4,660 602
- Past due 6 to 12 mouths 35,142 -
- Past due over 12 montlhis - -
Impaired
- Past due up to 3 months 58,593 1,549
-Pas{ due 3 fo 6 months 7,962 1,051
- Past due 6 to 12 mounths 4,538 -
- Past due over 12 months 751 -
- Possessions 1,100 0955
1,559,580 1,648,732

The coltateral held consists of properties, land or otlier guaraniees or cash held within the above categories.
The use of such collateral is in line with the terms that are usual and customary to standard lending activities.

Fair value of collateral beld (unindexed) 2009 2008
£'000 £000

Not impaired 2,053,199 2,582,056
Impaired 192,843 7,017
Possessions - 609
2,246,042 2,590,573
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Liquidity rislk

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 suffictent 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 Society liquidity management process, through maintaining a prudent Jevel of liquid assets,
wholesale funding facilitics, intergroup loans and through management conteol of the growth of (he business.
Further information on the Group's risk management process is provided in the West Bromwich Building Society

Accounts,

The following table analyses the maturity profile of the company's financial assets and liabilities, reflecting the
residual duration fram the balance sheet date to the contractual maturity date.

2009
Between No
Withinl land2 Between 2 Qver 5 specific
year years and 5 years ycars maturity Total
Assets £000 £000 £'000 £000 £'000 £000
Cash and cash equivalents 127 - - - - 127
Loans and advances 83,051 53,087 604,158 819284 24,659 1584239
Otler financizl assets - - - - 34,588 34,588
Tax receivable . - - . 8,544 8,544
Delerved tax nssats - - - - 5,634 6,634
Trade and other receivables - - - - 149 149
83,178 33,087 604,158 319.284 74,574 1,634,281
Liabilities and reserves
Deemned loans 43,794 80,580 74,821 - - 195,195
Derivative financial instrumens - - - - 2,663 2,663
Other inferest bearing Joans
and borrowings . . 140,514 1,040,514
Reserves . . - - (6,803) (6,803)
43,794 80,580 74,821 - 1,036,374 1,215,569
2008
Between No
Withinl  1and2 Between 2 Over 5 specific
Assets year years and 5 years years maturity Total
£'000 £000 £'000 £000 £000 £000
Cash and cash equivalents 146 - - - - 146
Loans and advances 73,538 132,758 811,841 630,595 1,259 1,650,491
Other financial assels . - - . 15,643 15,643
Deferred tax assels - . - - 32t 321
Trade and other reecivables - - - - 7 7
73,684 132,758 311,841 630,593 12,230 [,666,608
Liabilities and reserves
Decinted losms 16,775 18,782 386,201 - - 421,158
Other inlcrest bearing loans )
and borzowings . . - - 1,218,351 1,218,351
Tax payable - - . - 2438 2488
Tiade and othev payables - - - - 231 nt
Reserves - - - - 23,780 23,780
16,775 12,782 336201 - 1,244,850 1,666,608
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The Company's only significant financial liabilities are amounts owed to Group Companies. These liabilities are
subject to formal loan arrangements, which have no sclieduled repayment terms. These loans are repayable upon
West Bromwich Building Saciety giving the Company three calendar months written notice. However, no such

notice will be given whilst the Company reinainis a wholly owned subsidiary of west Bromwich Building Society.
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