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Welcome Financial Services Limited

Directors’ Report for the year ended 31 December 2012

The directors present their Annual Report together with the audited financial statements of Welcome Financial
Services Limted (the Company or WFS) for the year ended 31 December 2012

Principal activities

The Company’s principal activity during 2012 was the provision of consumer credit to non-standard customers
In 2009, the Company significantly reduced 1ts lending volumes and closed its car retall operation Since then,
the Company’s main focus has been on collecting out 1ts loan book, although its Shopacheck home-collected
credit business continues to lend to new and existing customers

Business review

Before restructuring adjustments, the Company reported a loss before tax of £13 6 million (2011 loss of
£11 2 million) After restructuring adjustments, the Company made a loss in the year before tax of
£172 7 mlhon (2011 profit of £1,943 2 million)

The loss before restructuring adyustments reported 1n 2012 1s similar to the loss for the previous year Interest
me¢ome has fallen by 16 1% as the customer loan book has continued 1o be collected out  This has been offset by
a reduction n costs, through the continued closure of branches, a reduction in provision costs 1n respect of
Payment Protection Insurance (PPI} and a reduction n interest expense as a result of the compromuise of the
external borrowings on 2 March 2011 The loan loss charge has increased to £17 8 million (2011 crednt

£4 0 million} as the unwinding of the discount that created a credit in the Welcome book in 2011 1s lower this
year due to the run-off of the Welcome book  Further analysis of the ioan loss charge 1s shown 1n note 11

The large profit in 2011 after restructuring adjustments was as a result of the compromise of the debt owed to
Cattles Limited (formerly Cattles plc) (Cattles) as a part of the Company’s Scheme of Arrangement, further
details of which are set out below

The balance sheet as at 31 December 2012 includes in Borrowings a Scheme hability of £283 6 mullion (2011
£265 5 milhon), representing the Company’s liability to pay distributions to 1ts Scheme Creditors as it collects
out 1ts customer loan book Thus hlabihity 15 measured at 1ts discounted value, with the cash flow forecasts being
reassessed at each balance sheet date  The loss 1 2012 afier restructuring adjustments 1s as a result of the
upwards revaluation of the Scheme liability of £159 1 mullion, as set out n note 7, largely as a result of higher
forecast future collections at Welcome

The Company’s balance sheet as at 31 December 2012 shows net assets of £119 5 million (2011 £291 4 million)
These net assets will not benefit the Company’s shareholders as they do not include future credit losses to be
mcurred on the customer loan book, future operating costs of the business and an unwinding of the discount on the
Scheme hiability and provisions

During 2012, the Company compnsed Welcome and Shopacheck During the year Welcome continued to collect
out its customer loan book, with cash ¢ollections 1n 2012 of £202.0 million (2011 £318 5 million) 2012 has
also seen Shopacheck continue to make good progress in developing its business and increasing its profitability

Total customers’ net loans and receivables were £409 2 mulhon (2011 £536 2 million) The directors’ current
estimate of the fair value of the Company's loans and receivables 15 £362 8 mullion at 31 December 2012 (2011
£400 6 million), which 1s calculated by discounting expected future cash flows from the loans and receivables at
8 0% per annum (2011 8 0%), being a proxy for the Company’s cost of capital plus the costs of collection
effective at the reporting date

Restructuring of Cattles Group

As previously reported, on 2 March 2011 (Scheme Effective Date), Cattles, the Company’s ultimate parent
company untit 2 March 201 1, announced that its Group restructuring schemes had become effective  As part of
the schemes, the Company entered into a Scheme of Arrangement (the WFS Scheme), a brief summary of which
15 set out below Further, there was agreement with the Financial Services Compensation Scheme (FSCS), which
15 also summanised below

On 28 July 2011, WFS made the first distnbution to WFS Scheme Creditors in accordance with the WFS
Scheme Since then, WFS has continued to make further monthly distributions In total, WFS paid distributions
of £140 9 million to WFS Scheme Creditors during 2012 (2011 £147 2 million)




Welcome Financial Services Limited

Directors’ Report for the year ended 31 December 2012 (continued)

Restructunng of Cattles Group (continued)

The WFS Scheme

The purpose of the WFS Scheme was to compromise the claims of certain creditors of the Company 1n order to
achieve a better return on the claims of WFS Scheme Creditors than they would obtain on an admimistratton of
the Company A number of creditors were excluded from the WFS Scheme and continued to be paid in full
outside of the WFS Scheme

The compromise of the claims of certain creditors of the Company has been reflected 1n these financial
statements 1 2011 and gave rise to a substantial reduction 1n the value of the Company’s liabilities Details of
the accounting tmpact of the WFS Scheme are set out tn note 7 1o the financial statements

In broad terms, the assets available for distribution to the WFS Scheme Creditors when the WFS Scheme became
effective comprised

(a) the proceeds of future net cash collections of the Company’s Welcome business, as well as any future sale
of the remaining loan book,

(b} the realisable value of the Company’s Shopacheck business,

(c) the proceeds of any successful Outward Claims that the Company may have, and

(d) any residual assets held by the Company at the end of the WFS Scheme,

less the costs of administering the WFS Scheme and realising the Company’s assets, ncluding any costs incurred
in pursuing any Qutward Claims

[n certain circumstances the WFS Scheme 1s permiutted to end early This 1s known as a Scheme Reversion
There are a number of Scheme Reversion Decision Events, full details of which are set out in the WES Scheme

If a Scheme Reversion Decision Event occurs, the Scheme Supervisors will call a meeting of WFS’s Scheme
Creditors to consider and decide whether to (1) take no action, (11) agree any remedial proposals, or (m) confirm
that a Scheme Reversion should occur

On a Scheme Reversion, the WFS Scheme will come to an end and, subject to certain exceptions, the provisions
of the WFS Scheme will cease to be binding on both WFS and the WFS Scheme Creditors

PPl

Under an agreement reached between the FSCS and the Company, the FSCS 1s paying PPI-related claims of
eligible PPI Claimants anising on or after 14 January 2005, in retumn for certain payments totatling £90 million
from the Company, which were made between March and May 2011 (which will be repaid to the Company to the
extent that 1t 1s not used by the FSCS to pay compensation and costs) Under the terms of the PPI agreement, the
Company must make ‘top-up’ payments to the FSCS 1 additton to the £90 million 1f the Company meets or
exceeds a business plan  The first such top-up payment, amounting to £7 2 mithon, was pard in September 2011
Further top-up payments have since been made amounting to £5.4 mullion 1n March 2012, £4 7 mithon in
September 2012 and £3 4 mdlion 1n March 2013 As part of the agreement reached with the FSCS, during 2011
the Company contacted all customers tt believes are eligible PPl claimants

In addition, pursuant to the terms of the WFS Scheme, the Company has established a trust for the purpose of
meeting the cash redress costs of all valid claims anticipated to be made i respect of PPI sold prior to 14 January
2005 £20 mullion was paid n to the trust shortly before the Scheme Effective Date Further top-up payments
have since been made amounting to £0 5 million in August 2012, £4 9 rullion in January 2013 and £1 4 million
mn April 2013 Further details are set out in note 16 to the financial statemenis




Welcome Financial Services Limited

Directors’ Report for the year ended 31 December 2012 (continued)

Going concern basis

On 2 March 2011, Cattles announced that the scheme of arrangement to effect the restructuring of the Cattles
Group had become effective Following the Scheme Effective Date, the Company now has to operate under the
terms of the schemes As part of the restructuring discussions, the Company agreed a medium-term financial
plan with its key financial creditors and each year has agreed an updated medium-term plan under the WFS
Scheme, with its Creditors’ Commuttee The schemes include a number of covenants, which are measured
against these medium-term plans, some of which if breached may require a new financial plan, and potentially
could lead to Scheme Reversion

The directors continie to believe the Company will not cease trading 1n the foreseeable future, as Welcome
focuses on collecting out 1ts customers’ loans, with Shopacheck continuing to trade as normal

After making enquinies regarding the circumstances outlined above, the directors have concluded that based on
1ts current medium-term plan, prepared duning 2012, there 1s currently no reasonable expectation that the
Company will not in the foreseeable future meet the covenants contained 1n the schemes (except in such
circumstances, as described in note 16, where the Board has a reasonable expectation that, given the current
business performance, if a covenant 1s at risk of being exceeded n the future, Creditors’ Committee consent
would be given to remedy any such breach} Accordingly, the directors have a reascnable expectation that the
Company can continue to pay its operational debts as they fall due for the foreseeable future and they continue to
adopt the gomg concern basis in prepanng the financial statements The financial statements do not include the
adjustments that would result if the Company were unable to continue as a going concern

Key performance indicators
The key performance measures are summansed below

2012 2011
Welcome cash collections (£m) 202.0 3185
Welcome loans and recervables neither past due nor impaired (£m) 267.0 3628
Welcome headcount (year end number) 544 774
Shopacheck loans and receivables (£m) 63.8 589

Dividends
The directors do not recommend the payment of an ordinary dividend (2011 £mil) or dividends on any of the
preference shares (2011 £mil)

Diarectors
The directors of the Company who held office during the year and up to the date of signing the financial
statements were

P H Thompson

R D East

J M Brniggs

J R Drummond Smith

R S Johnson (appointed 15 March 2012)




Welcome Financial Services Limited

Directors’ Report for the year ended 31 December 2012 (continued)

Statement of Directors’ responsibilities
The directors are responstble for prepanng the Directors’ Report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements 1n accordance with International Financial Reporting
Standards as adopted by the European Union (IFRSs) 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 and profit or
loss of the Company for that penod 1n preparing these financial statements, the directors are required to

select suitable accounting policies and then apply them consistently,

make judgments and accounting estimates that are reasonable and prudent,

state whether applicable IFRSs have been followed, subject to any matenal departures disclosed and
explained n the financial statements, and

¢ prepare the financial statements on the going concern basis unless 1t 1s inappropnate 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 are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention
and detection of fraud and other iregulanties

The directors are responsible for the maintenance and integrity of the corporate and financial information
included on the Company’s website Legislation in the United Kingdom governing the preparation and
dissemnation of financial statements may differ from legislation 1n other junisdictions

Directors’ indemnities

The Company has made qualifying third party indemnity provisions (as defined 1n section 234 of the Compamies
Act 2006) for the benefit of its directors, indemmfying them to the maximum extent permitted by law against
liabihties attaching to them as directors of the Company and of its subsidiary, which remain 1n force at the date
of this report  The directors are also mdemnified by the provisions made by Cattles

Employment policy

The Company gives sympathetic consideration to applications for employment from disabled persons wherever
practicable. Successful applicants and employees who become disabied are given appropniate assistance and
traming and have the same career and promotion prospects as other employees

Employee involvement

The directors believe in encouraging the interest and involvement of employees by making them more aware of
performance at both local and Company level Many employees are able to earn bonus payments based on cash
collections and their individual performance

Supplier payment policy and practice

[t 15 the Company’s pelicy that payments to supphers are made 1n accordance with those terms and condittons
agreed between the Company and its suppliers when a binding purchase contract s entered into, provided that all
trading terms and conditions have been complied with At the year end, the Company had an average of 8 days’
purchases (2011 12 days’ purchases) outstanding in trade creditors

Financial risk management
Information about the use of financial instruments by the Company and 1ts financial risk management policies 1s
given 1n noie 22 to the financial statements




Welcome Financial Services Limited

Directors’ Report for the year ended 31 December 2012 (continued)

Auditor
The directors confirm that

e 5o far as each director 1s aware, there 1s no relevant audit information of which the Company’s auditor 1s
unaware, and

e the directors have taken all the steps that they ought to have taken as directors 1n order to make
themselves aware of any relevant information and to establish that the Company’s auditor 1s aware of
that information

This confirmation 15 given and should be terpreted in accordance with the provisions of s418 of the Companies
Act 2006

Grant Thornton UK LLP, having expressed their willingness to continue m office, will be deemed reappointed
for the next financial year 1n accordance with section 487(2) of the Companies Act 2006 unless the company
recerves notice under section 488(1) of the Compantes Act 2006

By order of the Board

Refoh—"

R C W Todd

Company secretary

2 May 2013

Registered number 133540




Independent Auditor’s Report to the members of
Welcome Financial Services Limited

We have audited the financial statements of Welcome Financial Services Limited for the year ended 31
December 2012 which compnise the income statement, the statement of comptehensive income, the statement of
changes 1n equity, the balance sheet, the cash flow statement, statement of accounting policies and the related
notes 1 to 23 The financial reporting framework that has been applied 1n thewr preparation 1s applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the European Union

This report 15 made solely to the Company’s members, as a body, 1n 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 opimions we have formed

Respective responsibilities of directors and auditors

As explained more fully 1in 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 far
view Our responsibility 1s to audit and express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland) Those standards require us to comply
with the Auditing Practices Board's (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements
A description of the scope of an audit of financial statements 1s provided on the APB’s website at
www frc org uk/apb/scope/private cfin

Opmion 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 December 2012 and of its loss
for the year then ended, and

¢ have been properly prepared in accordance with IFRSs as adopted by the European Union, 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 opimon the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report n respect of the following matters where the Companies Act 2006 requires us to
report to you 1f, 1n our opnion

* 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
certamn disclosures of directors’ remuneration spectfied by law are not made, or
we have not received all the information and explanations we require for our audit

;M; YA PI

Mark Cardiff
Semor Statutory Auditor
for and on behalf of Grant Thomton UK LLP

Statutory Audrtor, Chartered Accountants
London, United Kingdom

2 May 2013




Welcome Financial Services Limited

Income Statement for the year ended 31 December 2012

2012 2011

Notes £°000 £°000

Interest income 138,552 165,209
Fee and related income 5,800 8,800
Revenue 144,352 174,009
Interest expense 2 (566) (17,506)

Loan loss charge 11 (17,841) 3,981
Staff costs 3 (44,177) (54,865)
Other operating expenses 5 (95,406) (116,791)
Restructuring adjustments — finance costs 7 (5,994) (9,721)
Restructuring adjustments — other 7 (153,087) 1,964,070
(Loss) / profit before taxation (172,719) 1,943,177

Taxation 8 815 301
(Loss) / profit for the year attributable to equity holders of (171,904) 1,943,478

the Company

Statement of Comprehensive Income for the year ended 31 December 2012

There were no items of other comprehensive income n either of the above years and therefore total

comprehensive income for the year attributable to the equity holders of the Company amounted to a loss of

£171,904,000 (2011 profit of £1,943,478,000)




Welcome Financial Services Limited

Statement of Changes in Equity for the year ended 31 December 2012

Share Retained Total
capital earnings equity
£°000 £000 £000
At 1 January 2011 100,005 (1,752,101) (1,652,096}
Comprehensive profit for the year - 1,943,478 1,943,478
At 1 January 2012 100,005 191,377 291,382
Comprehensive loss for the year - (171,904) (171,904)
At 31 December 2012 100,005 19,473 119,478




Welcome Financial Services Limited

Balance Sheet as at 31 December 2012

2012 2011
Notes £000 £°000
ASSETS
Non-current assets
Intangible assets 9 985 663
Property, plant and equipment 10 1,595 1,817
Loans and receivables 11 238,565 316,404
Trade and other receivables 13 11,733 24,131
252,878 343,015
Current assets
Loans and receivables 11 172,550 221,695
Trade and other receivables 13 4,738 4,833
Cash and cash equivalents 40,901 56,235
218,189 282,763
Total assets 471,067 625,778
LIABILITIES
Current habilities
Bomrowings 14 67,885 88,892
Trade and other payables 15 15,122 14,523
Deferred tncome 1,378 3,684
Provisions 16 23,389 25,899
107,774 132,998
Non-current liabilities
Borrowings 14 216,739 180,643
Preference shares 18 1,135 1,135
Deferred income 1,217 3,247
Provisions 16 24,724 16,373
243,815 201,398
Total habilities 351,589 334,396
Net assets 119,478 291,382
SHAREHOLDERS’ EQUITY
Share capital 18 100,005 100,005
Retained carmnings 19,473 191,377
Total equity 119,478 291,382

The financial statem

JM Bniggs
Director

Registered number 133540

re approved by the Board of Directors on 2 May 2013 and stgned on its behalf by
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Welcome Financial Services Limited

Cash Flow Statement for the year ended 31 December 2012

2012 2011

Notes £'000 £000
Cash flows from operating activities
Cash inflow from operations 19 128,648 98,979
Cash flows from investing activities
Repayment of intra-group borrowings (528) (36,320)
Purchase of property, plant and equipment (551) (556)
Proceeds from sale of property, plant and equipment 428 1,046
Purchase of intangible assets (606) (414)
Net cash outflow from investing activities (1,257 (36,244}
Cash flows from financing activities
Repayment of Scheme hability {140,538) (147,167)
Repayment of finance leases and hire purchase contracts (1,787 (3,480)
Net cash outflow from financing activities (142,725) (150,647)
Net decrease in cash and cash equivalents (15334) (87.912)
Cash and cash equivalents at | January 56,235 144,147
Cash and cash equivalents at 31 December 40,901 56,235
For the purposes of the cash flow statement,
cash and cash equivalents comprise:
Cash and bank balances 40,901 56,235




Welcome Financial Services Limited

Statement of accounting policies

General information
WFS 15 a company incorporated 1n the Umted Kingdom The address of the registered office 1s given on page 2
The nature of the Company’s operations 15 set out 1n the Directors’ Report

Statement of comphance

These financial statements have been prepared 1n accordance with EU endorsed IFRS and IFRIC interpretations
1ssued by the International Accounting Standards Board effective for accounting periods commencing on or after
| January 2012 These financial statements have also been prepared n accordance with the Companies Act 2006
as applicable to companies reporting under IFRS

Basis of preparation

The financial statements are prepared under the historical cost convention except for the use of fair values as
required by certamn accounting standards, and are presented in Pounds Sterling, the Company’s functional and
presentational currency

The accounting policies set out below have been apphed consistently by the Company to all periods presented in
these financial statements

The Company’s non-trading subsidiary, Shopacheck Financial Services Limited, 1s considered immaterial and so
consohdated financial statements have not been prepared

Going concern

On 2 March 2011, Cattles announced that the scheme of arrangement to effect the restructuring of the Cattles
Group had become effective Following the Scheme Effective Date, the Company now has to operate under the
terms of the schemes  As part of the restructuring discussions, the Company agreed a medium-term financial
plan wath its key financial creditors and each year has agreed an updated medium-term plan under the WFS
Scheme, with its Creditors’ Committee The schemes include a number of covenants, which are measured
against these medium-term plans, some of which 1f breached may require a new financial plan, and potentially
could lead to Scheme Reverston

The directors continue to belteve the Company will not cease trading in the foreseeable future, as Welcome
focuses on collecting out 1ts customers’ loans, with Shopacheck continuing to trade as normal

After making enquines regarding the circumstances outlined above, the directors have concluded that based on
its current medium-term plan, prepared during 2012, there 1s currently no reasonable expectation that the
Company will not in the foreseeable future meet the covenants contained n the schemes (except in such
circumstances, as described 1n note 16, where the Board has a reasonable expectation that, given the current
business performance, if a covenant 15 at risk of being exceeded in the future, Creditors” Commuttee consent
would be given to remedy any such breach) Accordingly, the directors have a reasonable expectation that the
Company can continue to pay 1ts operational debts as they fall due for the foreseeable future and they continue to
adopt the going concern basts in preparing the financial statements The financial statements do not include the
adjustments that would result if the Company were unable to continue as a going concern

13




Welcome Financial Services Limited

Statement of accounting policies (continued)

Accounting developments

Standards and interpretations which have been adopted by the Company n 2012

The following standards and amendments to existing standards, which are relevant to the Company’s operations,
have been published and were mandatory for accounting periods beginming on or after 1 January 2012 or later
periods, although the Company did not early adopt any of them Their adoption has not had any significant
impact on the amounts reported 1n these financial statements but may impact the accounting for future
transactions and arrangements

s IFRS 7 (amendment) ‘Financial Instruments Disclosures’ (effective 1 July 2011) The amendment
clanfies the disclosure of transfers of financial assets

¢ [AS 12 (amendment) ‘Income Taxes' (effective 1 January 2012) The amendment clarifies the
recovery of underlying assets within deferred tax

Standards and interpretations in 2012 which have not been adopted
The following relevant standards and interpretations have been 1ssued but are not effective for the year ended
31 December 2012

¢ IAS | (amendment) *Presentation of Financial Statements’ (effective 1 July 2012) The amendment
clarifies the presentation of items of other comprehensive income

s IFRS 10 ‘Consolidated Financtal Statements’ (effective 1 January 2014)

e [FRS 11 ‘Joint Arrangements’ (effective 1 January 2014)

¢ IFRS 12 ‘Dusclosure of Interests in Other Entities” {effective 1 January 2014)

¢ [FRS 13 ‘Fair Value Measurement’ {effective 1 January 2013)

* [AS 19 (revised) ‘Employee Benefits’ (effective | January 2013)

¢ 1AS 27 {revised) "Consoltdation and Separate Financial Statements” (effective 1 January 2014)

* TAS 28 (revised) ‘Investments in Associates and Joint Ventures’ (effective 1 January 2014)

+ 1AS 32 (amendment) ‘Financial Instruments Presentation” (effective 1 January 2014) The amendment
clanfies the accounting treatment of offsetting financial assets and financial habihuies

» IFRS 7 and IFRS 9 (amendment) ‘Financial Instruments’ (effective 1 January 2015) Mandatory
effective date and transition disclosures

e IFRS 9 ‘Financial Instruments’ (effective 1 January 2015)

*  Annual Improvements 2009-2011 Cycle (effective 1 Janvary 2013)

e IFRS 10, [FRS 11 and IFRS 12 (amendments) - transition gmidance {effective t January 2013)

o [FRS 10, IFRS 12 ard 1AS 27 (amendments) - investment entities (effective 1 January 2014)

In all instances, the Board will consider the impact that these standards may have on the Company’s 31
December 2013 financial statements The impact 1s not yet known

Revenue recogmition
Revenue comprises the fair value receivable for the interest, insurances and fees recognised on loans, net of any
value-added tax, and 1s recogmsed as follows

a) Interest income

Interest income 1s recogmsed in the income statement for all financial assets measured at amortised cost using the
effective interest method The effective interest method 1s a method of calculating the amortised cost of a
financial asset and allocating the interest income over the relevant period The effective interest rate (EIR) 1s the
rate that exactly discounts estimated future cash flows through the expected life, or contractual term 1f shorter, of
the financial asset to the net carrying amount of the financial asset  When calcutating the EIR, the Company
estimates cash flows considening all contractual terms of the financial instruments, such as early settlement
options, but does not include an expectation for future credit losses The calculation includes all fees charged 10
customers, such as acceptance or simular fees, and direct and incremental transaction costs, such as broker
commuissions and, in the case of the Shopacheck business, certain agents’ remuneration

14




Welcome Financial Services Limited

Statement of accounting policies (continued)

Revenue recogmtion (continued)

a) Interest iIncome (continued)

Amounts due from lessees under finance leases and hire purchase contracts are recorded as recervables at the
amount of the Company’s net investment 1n the lease or contract Finance income 15 allocated to accounting
perntods so as to reflect a constant peniodic rate of retum on the Company’s net investment (before tax)
outstanding in respect of the lease or contract

b)  Fee and related income

The Company offered payment protection and other insurance products, such as health, life and mechanical
breakdown nsurance, to 1ts customers for which a commmission was received from third party fronting insurers
Income from commussion and profit share arrangements, 1n respect of payment protection insurance, 1s
recognised on an effective interest method over the term of the policy The effective interest method reflects the
provision of service under the policy, as the Company bears the insurance nsk Commuisston received for
brokering the sale of other insurance products, for which the Company does not bear any underlying insurance
nisk, 15 recognised and credited to the income statement when the brokerage service has been provided

Interest expense
Interest expense primanly compnses the interest expense ansing on the Company’s borrowings from Cattles,
prior to the compromise which occurred on 2 March 2¢11, and the unwinding of discounting on provisions

Financial assets

Financial assets are measured imtially at fair value plus transactions costs, except for those financial assets,
which are carried at fair value through profit or loss, which are measured 1nitially at fair value Management
determines the classification of the Company’s financial assets at initial recognition into one of the following
categories, loans and receivables, held-to-maturity financial assets, avatlable-for-sale financtal assets and
financial assets at fair value through profit or loss and re-evaluates this designation at each reporting date to the
extent allowed

Loans and recewvables are non-derivative financial assets with fixed or determinable payments that are not quoted
i an active market They arise when the Company provides money directly to a customer with no intention of
trading the receivable This classification includes advances made to customers under hire purchase agreements
and purchased debt

Loans and receivables are recognised when cash 1s advanced to borrowers These assets are imitrally recognised
at fair value plus direct and incremental transaction costs Loans and receivables are subsequently carried at
amortised cost using the effective interest method

The Company has not held any held-to-maturity financial assets, available-for-sale financial assets or financial
assets at fair value through profit or loss at any point during the year

Financial assets are derecogmsed when the rights to receive cash flows from the financial assets have expired or
where the Company has transferred substantially all the risks and rewards of ownership, or where there has been
a substantial modification of terms

Impairment of loans and recervables

In respect of loans and receivables, including receivables under hire purchase contracts, the Company assesses
on an ongoing basis whether there 1s objective evidence that a loan asset or a group of loan assets 1s impaired
A loan asset or a group of loan assets 15 impaired and impairment losses are incurred only 1f there 1s objective
evidence of impairment as a result of one or more events that occurred after the imtial recognition of the asset
(a loss event} and the loss event will have an impact on the estimated future cash flows of the loan asset or
group of loan assets and can be rehably estimated

For the purposes of evaluating the degree of impairment, loan assets are grouped on the basis of similar credit
risk characteristics Those charactenstics are relevant to the estimation of future cash flows for groups of such
assets by bewng ndicative of the debtors’ ability to pay all amounts due according to the contractual terms of the
assets being evaluated Future cash flows for a group of loan assets are estimated on the basis of the contractual
cash flows of the assets and histonical loss experience for assets with credit risk charactenstics similar to those
the Company Historical loss expenience 1s adjusted on the basis of current observable data to reflect the effects
of current conditions that did not affect the period on which the historical loss expenence 1s based and to remove
the effects of conditions n the historical period that do not exist currently
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Welcome Financial Services Limited

Statement of accounting policies (continued)

Impairment of loans and recervables (continued)

In Welcome, objective evidence of impairment occurs after a customer misses a full or a part contractual
payment Impatrment 1s increased by reference to the level of contractual arrears on a customer account as
follows

a) 120 days contractual arrears

At 120 days contractual arrears the relattonship with the customer 1s judged to have broken down and loans
are subject to an impairment charge on the basis of expected future cash flows All expected credit losses are
deemed to be fully incurred at this point

b) Less than 120 days contractual arrears

Where accounts less than 120 days n arrears have missed the equivalent of one or more contractual payments
they are subject to an impairment charge calculated on the basis of expected future cash flows excluding
future credit losses The credit losses are deemed to be partially incurred at this potnt and are calculated
based on a customer’s propensity to default

¢) Incurred but not reported (IBNR)

A provision 1s also made aganst accounts which are prepaid and up-to-date based on credit loss events that
have occurred but which are not yet reported Thus 1s calculated based on the probability of default and the
loss given default  Future credit losses are not recognised

in Shopacheck, accounts are reviewed based upon cash collection performance over the most recent 13-week
period Where the payment performance at each reporting date 15 fewer than 12 payments over the preceding 13
weeks, an impairment provision 1s made where future expected cash flows are lower than the carrying value of
the loan

If there ts objective evidence that an impairment loss has eccurred, the amount of the loss 15 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 incuired, discounted at the loan asset’s oniginal EIR  The carrying amount
of the asset is reduced through the use of a loan loss provision The amount of the loss 1s recognised in the
income statement as a loan loss charge

Loans and receivables (and the related loan loss provision) are normally written off when there 1s no realistic
prospect of recovery of these amounts

Renegotiated loans

Loans whose terms are contractually renegotiated and subject to a substantial modification n termns, are no
longer regarded as past due or impaired and are disclosed as new loans The renegotiated loan ts considered to
be past due only 1f further performance 15sues arise, based on the new contractual terms For renegotiated loans,
an iitial wnte down, to reflect incurred credst losses as a result of the renegotiation, 1s calculated by comparing
the revised future contractual cash flows ansing from the renegotiated loan, discounted at the ortginal EIR, with
the carrying value of the loan Any difference 1s charged as a loan loss provision to the income statement

On 1mtial recognition, renegotiated loans are recogrsed at their fair value

Collateral

Loans classified as secured loans relate to those loans on which a charge 1s applied to customers’ property
These charges typically comprise 2™, 3 or lesser charges on the customers’ residential property and, as such,
collateral does not represent a significant proportion of the loans’ fatr value  Accordingly, Welcome does not
matntain records of customers’ property values and does not calculate a fair value of this collateral in respect of
1ts secured loans, as 1t 1s deemed tmmatenal The collateral relating to hire purchase loans relate to second hand
motor cars Given the number of vanables such as age, state and re-sale value of the vehicle, and relatively
immaterial amounts recovered from hire purchase collateral, Welcome does not calculate the value of hire
purchase collateral
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Welcome Financial Services Limited

Statement of accounting policies (continued)

Staff costs

a) Short-term benefits

Wages, salaries, commissions, bonuses, social security contributions, paid annual leave and non-monetary
benefits, including the cost of providing company cars and death-in-service premiums, are accrued in the period
n which the associated services are rendered by employees of the Company

b) Pension obligations
The Company 1s a member of the Cattles Group which operates a number of defined contnbution pension
plans The Company provides no other post-retirement benefits to its employees, m¢luding directors

The defined contribution pension plans are privately admimistered and the Company pays contributions on a
contractual basis The contributions are recogrused as a staff cost as they fall due

¢) Termmation benefits

Termunation benefits are payable when employment 1s terminated before the normal retirement date, or when an
employee accepts voluntary redundancy in exchange for these benefits The Company recognises termination
benefits when 1t 15 demonstrably commutted to either the termination of employment or a voluntary redundancy
offer

Tax
The charge or credit for current tax 1s based on the taxable profit or loss for the year as adjusted for items which
are non-assessable or disallowed, calculated using rates of tax applicable at the balance sheet date

Deferred tax is provided tn full, using the hability method, on temporary differences ansing between the tax
bases of assets and habilittes and their carrying amounts n the financial statements Deferred tax 1s recognised
tn the iIncome statement, except to the extent that it relates to items recognised directly 1n other comprehensive
income ot equity, in which case it 1s recognised in other comprehensive income or equity However, deferred tax
15 not provtded on the imitial recognition of goodwill, nor on the 1nitial recogmition of an asset or liabibity unless
the related transaction 1s a business combination or affects tax or accounting profit  Deferred tax 15 determmed
using tax rates and laws that have been enacted or substantively enacted by the balance sheet date and are
expected to apply when the related deferred tax asset 1s realised or the deferred tax habulity 1s 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

Cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents includes cash in hand and deposits held
with banks with matunty dates of less than three months

Intangible assets — computer software

Acquired software licences are stated at cost less accumulated amortisation and any impairment loss  Cost
represents expenditure that 15 directly attributable to the purchase of the licence The licences are amortised over
their useful lives (3 to 7 years) on a straight line basis The amortisation charge 1s recognised within other
operating expenses

Costs directly attributable to the creation of 1dentifiable software, which meet the development asset recognition
cnteria as laid out in 1AS 38 ‘Intangible assets’, are recognised as internally generated intangible assets Direct
¢osts include the employment costs of internal software developers, consultancy costs and borrowing costs
Borrowing costs are capitalised until such time as the internally generated software 1s substantially ready for its
intended use

Cormputer software development costs recognised as assets are amortised over their estimated useful lives
(5-7 years) on a straight line basis The residual values and useful hives of capitalised computer software are
reviewed, and adjusted 1f appropriate, at each reporting date

All other software development costs, which do not meet the asset recognition cniteria of 1AS 38, and
maintenance costs are recognised as an expense as incurred
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Welcome Financial Services Limited

Statement of accounting policies (continued)

Property, plant and equipment

Property, ptant and equipment 1s stated at cost less accumulated depreciation Cost represents expenditure that ts
directly attributable to the purchase of the asset Certan land and buildings are held at previous revalued
amounts less subsequent accumulated depreciation, which were taken as their deemed cost at the date of
transition to [FRS (1 January 2004) m accordance with the exemption under IFRS 1 ‘First-adoption of
International Financial Reporting Standards’

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate,
only when 1t 1s probable that future economic benefits associated with the items will flow to the Company and
the cost of the item can be measured reliably

Land 1s not depreciated Depreciation on other assets 1s calculated using the straight line method to allocate the
costs less their residual values over their estimated useful hives, as follows

Freehold buildings 2%pa

Leasehold buldings 2% to 20% p.a

Fixtures and office equipment 10% to 20% p a

Computer hardware Shorter of 20% to 33%% p a or the lease term
Motor vehicles Shorter of 20% p a or the lease term

The assets” residual values and useful hves are reviewed, and adjusted 1f appropniate, at each reporting date

Leasing — as lessee

Leases of property, plant and equipment where the Company has substantially all the risks and rewards of
ownership are classified as finance leases Assets held under finance leases or hire purchase contracts are
capitaltsed on inception of the agreement at an amount equal to their fair value or, 1f lower, the present value of
the mimimum lease payments The interest clement of the lease cost t5 charged to the income statement, within
other operating expenses, over the lease period so as to produce a constant periodic rate of interest on the
remaining balance of the liability for each period

Property, plant and equipment acquired under finance leases or hire purchase contracts are depreciated over the
shorter of the period of the agreement and the estimated useful lives of the assets

Leases where the lessor retains substantially all the risks and rewards of ownership are classified as operating
leases Paymenis made under operating leases, net of any incentives received from the lessor, are charged 10 the
income statement, within other operating expenses or staff costs (in the case of company cars), on a straight ine
basis over the period of the lease

The obligations outstanding under finance leases and hire purchase contracts are included within other hiabilities
in the balance sheet

Leasing — as lessor

Where advances were made to customers under hire purchase agreements whereby the Company conveyed the
right to use assets over a period of time 1n exchange for payment, the present value of the lease payment 1s
recogmised (n loans and receivables Income 15 recognised over the term of the lease using the net investment
method in nterest income

Trade and other receivables
Trade and other receivables, which do not include [oans and receivables to customers of the Company, are
recognised imtially at fairr value and, subsequently, at amortised cost less provision for impairment

A provision for impairment of trade and other receivables 1s established when there 1s objective evidence that the
Company will not be able to collect all amounts due according to the oniginal terms of the receivables The
amount of the provision 15 the difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at the onginal EIR  The amount of the loss 1s recogmsed 1n the income statement
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Welcome Financial Services Limited

Statement of accounting policies (continued)

Impairment

The carrying amounts of the Company’s assets, other than loans and receivables and deferred tax assets, are
reviewed at each reporting date to determine whether there 1s any indication of impairment If any such
idication exasts, the asset’s recoverable amount 1s estimated

The recoverable amount of the Company’s receirvables 1s calculated as the present value of expected future cash
flows, discounted at the pre-tax discount rate that reflects current market assessment of the time value of money
and the nisks specific to the asset  Receivables with a short duration are not discounted Further details on the
impairment policy i relanon to the Company’s loan portfolio are set out in the accounting policy Impaimment of
loans and receivables

The recoverable amount of other assets 1s the greater of their fair value less costs to sell and value in use In
assessing value 1n use, the expected future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset For an asset that does not generate largely independent cash inflows, the recoverable amount 1s determined
for the Cash Generating Unit (CGU) to which the asset belongs An impairment loss 1s recognised whenever the
carrying amount of an asset or 1ts CGU exceeds 1ts recoverable amount Impairment losses are recogmised n the
income statement

A previously recogrised impairment loss 1s reversed 1f there has been a change in the estimates used to determine
the recoverable amount, however not to an amount higher than the carrying amount that would have been
determned, net of amortisation or depreciation, if no impairment loss had been recogmised n prior years

Preference shares
The Company’s preference shares are recogmsed as financial habiliies  The dividends attached to these shares
are non-discretionary and cumulative, and, therefore, give rise to a contractual obligation on the Company

Preference shares are inihially recogmised at fair value, the value of the consideration received less directly
attributable transaction costs  After initial recognition, preference shares are measured at amortised cost using
the effective interest method The effective interest method takes into account the estimated future dividend
payments over the expected hife of the shares

Preference dividends are recognised as an interest expense in the period in which the dividend liability falls due

As a result of the restructuring, the Company 15 no longer forecast to be able to pay any future preference share
dividends and, as such, the preference share debt has been revalued at its nominal value

Provisions

Provisions are recognised when the Company has a present tegal or constructive obligation as a result of past
events, 1t 1s more likely than not that an outflow of resources will be required to settle the obligation, and the
amount has been reliably measured

Further details of insurance provisions are set out in notes 1 and 16

Trade payables
Trade payables are recogmised inihally at fair value and subsequently measured at amortised cost using the
effective interest method

Equity instruments

An equity instrument 1s any contract that evidences a residual interest in the assets of the Company after deducting
all of 1ts liabilities  Equity instruments issued by the Company are recorded at the proceeds received, net of
transactions costs

Scheme hability

As part of the restructuring which became effective on 2 March 2011, the Company has recognised a hability to
pay distributions to its Scheme creditors  This Scheme lLiability 1s measured at its discounted value, with the cash
flow forecasts being reassessed at each balance sheet date, and 15 split based on the expected net cash generation
within one year

Further details of the Scheme lhability are set out in notes | and 14




Welcome Financial Services Limited

Statement of accounting policies (continued)

Financial habalities

Other financial liabilities, including borrowings, are imtially measured at fair value, net of transaction costs  Other
financial habilities are subsequently measured at amortised cost using the effective interest rate method, with
Interest expense recognised on an effective yield basis  The effective interest method 15 a method of calculating the
amortised cost of a financial hability and allocating interest expense over the relevant pertod The effective interest
rate 1s the rate that exactly discounts estimated future cash payments through the effective hfe of the financial
hability, or, where appropniate, a shorter period

Investments 1n subsidianes
The Company owns the whole of the ordinary share capital 1ssued by Shopacheck Financial Services Limited, a
dormant company, which 1s incorporated in England and Wales, which has a carrying value of £1

The mvestment in a subsidiary 15 initially recogmised at cost - At each reporting date, an assessment 1s made as to
whether there 15 any mdication that the investment may be smpaired  If such an indication exists, the Company
estimates the investment’s recoverable amount The investment is written down to the recoverable amount if this 15
lower than its carrying value  Any impairment loss 1s recognised 1n the income statement

The subsidiary 1s considered immaterial and so consolidated financial statements have not been prepared
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Welcome Financial Services Limited

Notes to the financial statements for the year ended 31 December 2012

1 Key sources of estimation uncertainty

The preparation of financial statements 1n conformity with JFRS requires management to make judgements,
estimates and assumptions that affect the application of policies and reported amounts of assets, habilities,
income and expenses The estimates and associated assumptions are based on hustorical expertence and various
other factors that are believed to be reasonable under the circumstances, the results of which form the basis of
making the judgements about the carrying values of assets and Labilities that are not readily apparent from other
sources Actual results may differ from these estimates

The estimates and underlying assumptions are reviewed on an ongoing basis  Revisions to accounting estimates
are recogmised 1n the period 1n which the estimate 1s revised 1f the revision affects only that period, or n the
perntod of the revision and future periods 1if the revision affects both current and future periods

The following are the critical sources of estimation and judgement that the directors have made wn the process of
applying the Company’s accounting policies and that have the most sigmficant effect on the amounts recognised 1n
the financial statements

Key source of judgement

Loan loss provisioming

Impairment losses are calculated 1n circumstances where a loss event, an impairment trigger, 1s deemed to have
occurred, as described in the statement of accounting policies The determination of impairment triggers has
been reviewed and remains a key area of management judgement

Key estimates

Loan loss provistoning

In assessing future cash flows for the purposes of assessing impairment, management uses histonical data from
portfolios of similar loans The assessment of the applicable range of data to include in the impairment
calculation 1s a key estumate

The degree to which the calculated impairment 1s deemed to be incurred for each dehinquency band 1s also a
key estimate

. Incurred losses

Where there 1s olyective evidence of impairment, losses should be calculated on the basis of the present value of
future expected cash flows, not including the effects of future credit losses  The degree to which a loss 15 incurred 15
a matter of judgement

Impairment losses are only considered to be fully incurred when an account has reached the 120 day arrears band
For accounts which are past due n the amrears bands 1-29 days, 30-59 days, 60-89 days and 90-119 days, a
proportion of the full expected loss 1s recognised, using a percentage of the full expected loss, reflecting only those
credut loss events incurred within those respective bands

If the percentages applied are removed from the 1-29 days, 30-59 days, 60-89 days and 90-119 days bands and
the full expected loss 1s recognised, then based on management’s assumptions, the provision would crease by
£8 9 mithon (2011 £15 6 mullion) If the losses were only deemed incurred at the 120 day arrears band, then the
provision would reduce by £18 1 mullion (2011 £28 9 mullion)

For accounts which are up-to-date or prepaid, an IBNR provision 1s calculated based on management’s estimates
of the propensity of these accounts to roll through to the 120 days arrears band, where credit losses are deemed to
be fully imcurred

. Historical data

The loan book in Welceme 15 collectively evaluated for impairment Impairment is assessed on the basis of
future cash flows based on the historical performance of assets with similar nsk characteristics

Histonical loan performance data has been used which tracks the subsequent cash performance, based on
representative historic data  The historical data 1s reviewed for applicabtlity to the current pertod

A 10% increase or decrease 1n actual cash collected against that predicted by historical data would result in a

change n loan loss provision of £10 0 million (2011 £13 3 million)
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Welcome Financial Services Limited

Notes to the financial statements for the year ended 31 December 2012
(continued)

1 Key sources of estimation uncertainty (continued)

Key estimates (continued)

Fair value

Fair value of loans and recetvables has been calculated by discounting expected future cash flows from the loans
and recetvables at a proxy of the Company’s cost of capital plus the costs of collection at the reporting date  The
use of a proxy of the Company’s cost of capital reflects the lack of a relevant actual cost of capital in the post-
restructuring environment Both the future cash flows and the market rate of interest contain significant
estimates A five percentage point increase in the discount factor would reduce the fair value by £26 3 million
(2011 £27 6 milhon)

Provisions

The Company has recognised provisions in relation to potential future costs ansing as a result of past safes of
msurance products, pnmarily PPI, further details of which are set out in note 16 The calculation of the
provisions contains significant judgement and estimates and was determined by reference to an informed
estimate made by the Company as to the likely amount that would be needed to meet such claims That estimate
took account of the number of policies sold by the Company, claims received and paid to date, an estimate of the
number of claims which may be made n the future and, if made, be valid, and the average cost of redress A
change 1n the average cost of PPI redress of +/- 10% would change the required provision by £4 6 milhion (2011
£5 5 mullion)

Scheme liability

As part of the restructuring which became effective on 2 March 2011, the Company has recogmised a hability to
pay distributions to its Scheme creditors  This Scheme habihty 1s dependent on the amount of net cash generated
by WFS and 15 calculated based on nisk weighted forecast net cash flows and 1s measured at 1ts discounted value

A key determinant of the forecast net cash flows 1s Welcome’s performance n collecting cash from 1ts loan
book A change of +/- 10% in Welcome's net cash flows over the forecast period would change the carrying
value of the Scheme liability by £21 6 million (2011 £16 5 million) To date, since Scheme Effective Date,
Welcome’s cumulative net cash flows have exceeded forecasts, although there can be no certainty that this
outperformance will continue in the future A change of +/- 1% in the discount rate applied to the forecast net
cash flows would change the carrying value of the Scheme habihity by -£7 4 miliwon / +£7 7 malhon
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Welcome Financial Services Limited

Notes to the financial statements for the year ended 31 December 2012
(continued)

2 Interest expense

2012 2011

£000 £000

Interest expense on intra-group borrowings - 18,197
Bank nterest (324) (378)
Unwinding of discounting on provisions 800 -
Other interest 90 (313)
566 17,506

Prior to the Group’s restructuring becoming effective on 2 March 2011, unsecured intra-group borrowings were
subject to an interest charge based on the average cost of borrowing borne by the Company’s ultimate parent
undertaking up until this date, Cattles Cattles’ facilities were a mixture of fixed and floating rate funding
Floating rate borrowings were expoesed to the nisk of rising interest rates Following Scheme Effective Date on 2
March 2011, in accordance with the Scheme, the intra-group borrowings owed to Cattles were comprormsed

3 Staff costs

2012 2011

£000 £000

Wages and salaries 36,186 44,861
Social securnity costs 4,151 5,064
Penston costs - defined contribution pension schemes (note 20) 492 589
Other employee benefits 3,348 4,351
Total staff costs 44,177 54,865

Staff costs include a cost for employee termination benefits of £3 0 mullion (2011 £3 0 mullion) No termination
benefits have been paid to directors of the Company Other employee benefits principally compnise the cost of
providing company cars, health insurance and life assurance cover

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

2012 2011

Number Number

Welcome 655 961
Shopacheck 504 515
1,159 1,476
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Welcome Financial Services Limited

Notes to the financial statements for the year ended 31 December 2012

(continued)

4  Directors’ emoluments

2012 2011
£000 £000
Aggregate emoluments 1,320 1,272
Contributions to defined contribution pension schemes 28 16
1,348 1,288

The number of directors to whom retirement benefits are accruing under pension schemes 1s
Number Number
Under defined contribution scheme 1 1

The emoluments of the highest paid director were

£°000 £000
Aggregate emoluments 671 542

In 2011, the services of D Lovett were provided to the Company by AlixPartners Limited and are included
above The amounts paid to this supplier, which includes the costs of providing D Lovett plus other services in

the year, are set out in note 23 as a related party suppher

Key management compensation, paid by the Company, amounted to £1 8 million (2011 £2 3 million) Key

managers paid by Cattles are disclosed in note 23

5  Other operating expenses

2012 2011

£000 £000

Administrative expenses 17,790 20,051
Occupancy costs 6,281 9,285
Agents’ commission 11,069 11,861
Advertising costs 1,066 1,222
Collection costs 7.828 6,799
Motor and travel expenses 282 358
Depreciation and amortisation costs 671 565
::lr:\;lglcc:)gs costs and movements in amounts forecast to be repaid by 38,843 55.530
Other 11,576 11,120
95,406 116,791

Other includes htre purchase interest expense of £0 1 milhon (2011 £0 3 millton)
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Notes to the financial statements for the year ended 31 December 2012
(continued) '

6 Auditor’s remuneration

The analysis of Auditor’s remuneration 1s as follows

2012 2011
£000 £7000

Audit Services
Grant Thornton UK LLP 299 nz

No remuneration was paid to Grant Thomton UK LLP 1n the year that related to non-audit services (2011 £mi)

7  Restructuring adjustments

Adjustments ansing as a result of the restructuring which became effective on 2 March 201 1, relate to the
following

2012 2011
£000 £°000
Release of preference share debt (1) - (35,068)
Compromise / release of intra-group borrowings (11} - (2,334,038)
Recognition of Scheme hiability (i) 153,087 401,953
Other restructuring scheme costs - 3,083
153,087 (1,964,070}
Finance costs — unwinding of discounting of Scheme liability (111) 5,994 9,721
159,081 (1,954,349)

(1)  As aresult of the restructuring, the Company 1s no longer forecast to be able to pay any future preference
share dividends and, as such, in 2011 the preference share debt was revalued at 1ts nominal value

()  As aresult of the restructuring, the Company’s intra-group borrowings owed to Cattles were compromised
and a number of other, smaller intra-group habilities were also released

() On 2 March 2011, the Company recogmsed a liability to pay distributions to tts Scheme creditors The
Scherne liability 1s measured at its discounted value, with the cash flow forecasts being reassessed at each
balance shecet date, and 1s sphit based on the expected net cash generation within one year Any movement
15 recogmsed n the mcome statement in the relevant pertod In accordance with 1AS39, the unwinding of
the discounting of the Scheme hability 1s recogmised as a finance cost
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Notes to the financial statements for the year ended 31 December 2012
(continued)

8 Taxation

2012 2011
Analysis of credit 1n the year: £'000 £°000
Current tax
UK corporation tax at 24 5 % (2011 26 5%) (967) (1,723)
Adjustments in respect of previous years 152 1,422
Total tax credit in the income statement (815) 301)

The rate of tax for the year 1s 24 5% (2011 26 5%) and represents a blended tax rate following the reduction tn
the rate of corporation tax from 26% to 24% which was effective from 1 April 2012

The tax credit for the year 1s lower (2011 lower) than the tax credit (2011 charge) on ordinary activities at the
standard rate for the reasons set out in the following reconciliation

2012 2011
£000 £000
(Loss) / profit before taxation {172,719) 1,943,177
Tax on (loss) / profit on ordinary activities at 24 5% (2011 26 5%) {42,311) 514,810
Factors affecting the credit for the year
Expenses not deductible for tax purposes 39,019 293
Income not taxable - (517,627)
ii’fect of group relief surrendered for less than standard rate of corporation 967 1,723
Movement 1n unprovided deferred tax 1,358 (922)
Adyustments to tax credit in respect of previous years 152 1,422

Total tax credit for the year (815) (300




Welcome Financial Services Limited

Notes to the financial statements for the year ended 31 December 2012

(continued)

9 Intangible assets

Brand name

and Internally
trademarks Acquired generated

Computer software hcence licences software Total

£000 £000 £000 £000
Cost
At 1 January 2011 11,640 29,659 62,466 103,765
Additions - 19 395 414
Written off (11,640) (8,953) (1,424) (22,017)
At | January 2012 - 20,725 61,437 82,162
Additions - - 606 606
Wnitten off - (4,335) (6,871) (11,206}
At 31 December 2012 - 16,390 55,172 71,562
Accumulated amortisation
At | January 2011 11,640 29,151 62,466 103,257
Charge for the year - 259 - 259
Wrtten off (11,640) (8,953} (1,424) (22,017)
At 1 January 2012 - 20,457 61,042 81,499
Charge for the year - 12 272 284
Written off - (4,335) (6,871) (11,206)
At 31 December 2012 - 16,134 54,443 70,577
Net book amount
At 31 December 2012 - 256 729 985
At 31 December 2011 - 268 395 663
At 1 January 2011 - 508 - 508

The internally generated computer software principally relates to the cost of developing Welcome’s customer
relationship management and back-office lending systems Following an impairment review as at 31 December
2008 the carrying value of these assets was written down to £nil at that date

Internally generated software additions during 2012 of £0 6 milhon (2011 £0 4 million) represent the value of
assets under construction  Amortisation of this asset will commence upon completion

The net present value of the Company’s acquired assets compnises their value in use, calculated as their hustoric
cost less amortisation and impairment as appropriate
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Notes to the financial statements for the year ended 31 December 2012

(continued)

10 Property, plant and equipment

Freehold Leasehold Fixtures

land and land and and Motor

buildings buldings equpment vehicles Total

£000 £°000 £°000 £000 £°000

Cost
At 1 January 2011 1,716 8,871 48756 1,080 60,423
Addrions - - 556 19 575
Disposals (632) (71) (189) (1,036) (1,928)
At | January 2012 1,084 8,800 49,123 63 59,070
Additions - - 551 - 551
Disposals (406) (7.457) (15,522) (63) (23,448)
At 31 December 2012 678 1,343 34,152 - 36,173
Accumulated depreciation
At 1 January 2011 284 8,779 48,300 708 58,071
Charge for the year 21 15 142 128 306
Disposals (114) (71) (152) (787) (1,124)
At 1 January 2012 191 8,723 48,290 49 57,253
Charge for the year 14 13 358 2 387
Disposals L)) (7,413) (15,519) (51) (23,062)
At 31 December 2012 126 1,323 33,129 - 34,578
Net book amount
At 31 December 2012 552 20 1,623 - 1,595
At 31 December 2011 893 77 833 14 1,817
At 1 January 2011 1,432 92 456 372 2,352

The net book value of motor vehicles includes an amount of £ml (2011 £mil) in respect of assets held by the
Company under finance leases and hire purchase contracts Included within the depreciation charge 1s £ml
(2011 £0 1 mullon) 1n respect of assets held under finance leases and hire purchase contracts

Deprectation has been charged to the Company’s income statement through other operating expenses
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Notes to the financial statements for the year ended 31 December 2012
(continued)

11 Loans and receivables

2012 2011
£'000 £000
Loans and receivables 409,179 536,239
Intra-group recervables 1,936 1,860
411,115 538,099

Comprising
Non-current assets 238,565 316,404
Current assets 172,550 221,695
411,115 538,099

Credit risk

Credit nisk in relation to Joans and receivables 1s the risk that financtal loss anses from the failure of a customer
to meet 1ts obligations under a loan agreement A description of the Company’s objectives, policies and
procedures for managing credit nisk are set out in note 22, Financial nisk management

Maximum exposure to credit risk
The maximum exposure to credit nisk of the Company’s loans and receivables 1s set out tn the table below

2012 2011

£°000 £000

Welcome 345,407 477,349
Shopacheck 63,772 58,890
409,179 536,239

The estimated fair value of loans and recervables at 31 December 2012 1s £362 8 million (2011 £400 6 million)
Faur value has been calculated by discounting future expected cash flows from the loans and receivables at 8 $%
per annum (2011 8 0%), being a proxy for the Company’s cost of capital plus the costs of collection effective at
the reporting date Management regards this rate to be an approprate current market rate to use for this type of
asset, given the difficulty in obtaining recent market data and the removal of the Company’s interest expense on
intra-group borrowings following the compromise of the inter-company liability to Cattles on 2 March 2011

The discount rate used 15 based on the himited market data that exists  If the fair value was calculated by
discounting the expected future cash flows from the loans and receivables at the effective interest rate for each
loan, the estimated fair value would be £300 8 milhon (2011 £328 9 mullion)

The estimated fair value of the receivables 1s less than the carrying value as the fair value calculation takes
account of future expected credit losses 1n addition to incurred losses

Credit quality
A summary of the arrears status of loans and receivables by class 1s shown below as at 31 December 2012 and 2011

2012 Welcome Shopacheck Total
£7000 £000 £°000
Neither past due nor impaired 266,969 38,742 305,711
Past due and impaired 639,789 92,668 732,457
Outstanding customer balance 906,758 131,410 1,038,168
Unamortised fees and costs and accrued interest 1,939 (29,029 (27,090)
Gross loans and recervables 908,697 102,381 1,011,078
Loan loss provision {563,290) (38,609) (601,899)
Total loans and receivables 345,407 63,772 409,179
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11 Loans and receivables (continued)

Credit quality (continued)

2011 Welcome Shopacheck Total
£000 £000 £000
Neither past due nor impaired 362,784 33,460 396,244
Past due and impaired 1,007,999 99,607 1,107,606
Outstanding customer balance 1,370,783 133,067 1,503,850
Unamortised fees and costs and accrued interest (6,864) (25,294) (32,158)
Gross loans and receivables 1,363,919 107,773 1,471,692
Loan loss provision (886,570) (48,883) (935,453)
Total loans and receivables 477,349 58.890 536,239

Based upon histonical information on customer default rates, management considers the crednt quahity of loans
and recervables that are neither past due nor impaired to be satisfactory

Past due and impaired balances relate to loans which are contractually overdue However, Welcome’s
contractually overdue loans are not impaired to their full expected loss unless the customer 15 120 days 1n
coniractual arrears

The credit quality of financial assets that are nerther past due nor imparred are reflective of those loans typically
made within the non-standard or sub-prime market, which 1s Welcome and Shopacheck's key focus

Welcome

Loans and receivables — past due and impaired 2012 2011
£000 £7000

Past due up to 29 days 33,934 55,917
Past due 30-39 days 23,750 37,253
Past due 60-89 days 19,077 31,458
Past due 90-119 days 16,758 25,886
Past due 12¢ days or more 546,270 857,485
639,789 1,007,999

The credit quality analysis includes loans and recervables that would have been past due or impaired had their
terms not been renegotiated These loans totalled £77 8 million and £1 7 million (2011 £110 5 mullion and
£3 1 mullion) in respect of Welcome and Shopacheck respectively

Shopacheck receivables of £92 7 milion (2011 £99 6 million) which are classified as past due and impaired
have not been analysed 1nto past due bandings since the collection performance of this type of loan s not
managed with reference to the extent of any contractual arrears ansing duning the entire pertod of the loan since
its mception  Instead, performance 1s managed, and the need for any loan loss proviston 1s considered, with
reference to the value of contractual payments received in only the preceding 13-week penod This approach
prohibits any meaningful disclosure of the ageing of the debt by reference to its contractual past due status
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11
Collateral

Loans and receivables (continued)

The Company holds collateral 1n relation to certain loans and receivables, further details of which are provided

below

Loans and receivables — security type, gross of loan loss charges

2012 Welcome Shopacheck Total
£°000 £°000 £°000
Secured 634,811 - 634,811
Unsecured 187,332 131,410 318,742
Hire purchase 84,615 - 84,615
906,758 131,410 1,038,168

2011
Secured 845,943 - 845,943
Unsecured 343,891 133,067 476,958
Hire purchase 180,949 - 180,949
1,370,783 133,067 1,503,850

Secured loans

Secured loans have 2™, 3™ or lower charges on the customers’ property However, secured loans are not
underwntten based on available property equity, but on the customer’s ability 1o afford the loan repayments, with
the emphasis placed on assessing and verifymg the customer’s incomings and outgomngs

Hire purchase

Hire purchase loans are advanced to customers for the purchase of used motor vehicles Welcome retains
secunty over the vehicle underlying the hire purchase agreement The terms of the hure purchase contract allow
the customer to voluntanly terminate and allow the Company to repossess the vehicle, both subject to meeting

certain critena

A customer may voluntarily terminate the hire purchase contract provided they have patd at least 50% of the
contract and have not recetved a notice of default In this instance, the vehicle 1s returned to the Company and
disposed of, with the proceeds offset against the customer’s outstanding balance Any remaining balance s

written off

Legally, the Company may repossess a vehicle financed on a hire purchase contract, provided the customer has
pawd less than one third of the contract and a notice of default has been 1ssued The Company endeavours to
negotiate arrangements with the customer to avoid the need for repossession  Vehicles that are repossessed are
promptly disposed of at auction and the proceeds offset against the customer’s outstanding balance The

customer 15 hable for any remaining balance

Maturity profile of hire purchase receivables

The Company’s gross investment in hire purchase receivables 1s analysed 1n the table below

Gross Gross
Present carrying Present carrying
value value value value
2012 2012 2011 2011
£000 £000 £000 £000
Within one year 29,007 29,087 70,386 71,435
One to five years 40,431 46,631 48,411 54574
Over five years 6,594 8,897 41,543 54,940
76,032 84,615 160,340 180,949
Unearned future finance income - (8,583) - (20,609)
Loan loss provision (62,283) (62,283) (129,467) (129,467)
Present value of future lease payments 13,749 13,749 30,873 30,873
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11 Loans and receivables (continued)

Collateral

The collateral relating to secured loans detailed above comprises 2™, 3 or lesser charges on the borrowers’
property, and hire purchase loans mainly comprising motor vehicles Welcome does not consider this collateral to
have a matenal value and, accordingly, does not maintain records of the customers” property values and as such 1t
15 impracticable to calculate a fair value of this collateral or value the collateral recovered i respect of its secured
loans During the year, no collateral on secured loans was recovered (2011 £mul) Swmlarly, the value of hure
purchase collateral 1s deemed immatenal and, accordingly, no fair value 1s disclosed During 2012, £0 9 mullion
(2011 £3 4 mllion) of hure purchase collateral was recovered

Loan loss provision
The fellowing tables provide an analysis of the movement in the Company’s loan loss provision durmg 2012
and 2011

2012 Welcome Shopacheck Total
£°000 £7000 £000
At 1 January 2012 886,570 48,883 935,453
Utiltsed (314,590) (41,592) (356,182)
Recoveries of amounts previously written off 2,984 1,803 4,787

Charged to the income statement

Provisions (released) / created (8,690) 31,318 22,628

Recoveries of amounts previously wnitten off (2,984) (1,803) (4,787}
Total loan loss charge (11,674) 29,515 17,841
Loan loss provision at 31 December 2012 563,290 38,609 601,899

Recovertes of amounts previously written off in Welcome includes a profit of £2 6 million on the sale of debt
during the year ended 31 December 2012

2011 Welcome Shopacheck Total
£000 £'000 £000
At 1 January 2011 1,501,792 60,371 1,562,163
Uulised (582,953) (41,538) (624,491)
Recoveries of amounts previously written off 457 1,305 1,762

Charged to the income statement

Provisions (released) / created (32,269) 30,050 (2,219}

Recoveries of amounts previously wntten off (457) (1,305) (1,762)
Total loan loss charge (32,726) 28,745 (3,981)
Loan loss provision at 31 December 2011 886,570 48,883 935,453
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12 Deferred tax assets
Deferred tax 1s calculated in full on temporary differences under the hability method using a tax rate of 23%
(2011 25%)

The Company has not recognised a deferred tax asset on losses and other timing differences of £1,382 4 million
(2011 £1,375 5 malhion) 1n the financial statements, as 1t is not considered probable that future taxable profits
will be available against which this asset can be utihised

13  Trade and other receivables

2012 2011
£°000 £000
Non-current
Other recervables 11,733 24,131
Current
Trade receivables 1,296 1,978
Other receivables 666 139
Prepayments and accrued income 2,776 2,716
4,738 4,833
Total trade and other receivables 16,471 28,964

Analysis of the arrears status of the Company’s trade receivables, prepayments and accrued income has not
been presented as the amounts concerned are not material Trade and other receivables have been reviewed for
indicators of imparment, none of which were found to be impaired The Company’s other recetvables at 31
December 2012 and 2011 are considered nerther past due nor impaired

Non-current other receivables at 31 December 2012 include £10 8 milhon (2011 £23 1 million) of payments
made to the FSCS that the Company forecasts will not be used by the FSCS to pay compensation and costs and
are therefore forecast to be repaid to the Company, with the majority being repaid during 2016, 2017 and

2018 Further details of the PPI arrangements with the FSCS are set out 1n the Directors’ Report on page 4

The Company has no renegotiated trade and other recervables and does not hold any collateral in respect of 1ts
trade and other receivables

33




Welcome Financial Services Limited

Notes to the financial statements for the year ended 31 December 2012

(continued)

14 Borrowings

2012 2011
£°000 £°000
Current

Scheme liability 66,904 84,857
Obligations under finance leases and hire purchase contracts - 1,787
Intra-group borrowings 981 2,248
67,885 88,892

Non-current
Scheme Liability 216,739 180,643
Total borrowings 284,624 269,535

On 2 March 2011, the Company recognised a liability to pay distrtbutions to its Scheme creditors The Scheme
hability 1s measured at its discounted value, with the cash flow forecasts being reassessed at each balance sheet

date, and 1s split based on the expected next cash generation within one year

At 31 December 2012, the remaining 1ntra-group borrowings are repayabie on demand

15  Trade and other payables

2012 2011
£°000 £000
Current
Trade payables 2,078 2,365
Other taxes and social security 2,645 1,940
Other payables 861 1,041
Accruals 9,538 8,677
15,122 14,523
All trade payables have a maturity of within one month
16 Provisions
2012 2011
£000 £000
Current
Property provisions 1,627 2,108
Insurance provisions 21,762 23,791
23,389 25,899
Non-current
Property provisions 400 1,564
Insurance provisions 24,324 14,809
24,724 16,373
Total provisions 48,113 42,272
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16 Provisions (continued)

Property provisions relate to the estimated future cost of rectifying dilapidations for the leasehold properties
occupied by the Company and the future expected lease rent costs of properties which are not 1n use by the
Company The provision 1s expected to be utilised within two years from the balance sheet date The movement
m the provision 1s as follows !

2012 2011

£2000 £°000

At 1 January 3,672 4,920
Utilised (1,888) (1,382)

Provisions made 430 194
Unused amounts reversed (187) (60)

At 31 December 2,027 3,672

Insurance provisions relate to the esttmation of the Company’s potential future costs arising as a result of past
sales of insurance (see below for further detaiis) The movement in the provision 1s as follows

2012 2011
£'000 £000
At 1 January 38,600 80,500
Transfer to other receivables - (43,100)
Utilised (9,327) (27,200)
Provisions made 16,013 27,800 ‘
Movement 1n discounting 800 600 1
At 31 December 46,086 38,600

In previous years, Welcome sold a number of insurance products, including PPI, to a substantial number of its
customers Like other compamies that sold such products, Welcome has recerved a sigmficant number of
complaints, and has, prior to the restructuring, deait with these complaints in the ordinary course of 1ts business

As part of the restructuring, the Company entered mto an agreement with the FSCS whereby, upon the WFS
Scheme becoming effective, the Company made payments to the FSCS for the compensation of eligible PPI
claimants {ansing on or after 14 Januvary 2005) and the FSCS would, from that point forward, pay ehgible
claimants in accordance with the FSA’s COMP rules As part of the agreement reached with the FSCS, during
2011 the Company comacted all customers i1t beheved were ehgible PPI claimants

The arrangement with the FSCS mvolves certain payments totalling £90 million being made to the FSCS, subject

to certain adjustments These payments were made by the Company between March and May 2011 Under the

terms of the PPI agreement with the FSCS, the Company must make top-up payments to the FSCS in addition to |
the £90 million if the Company meets or exceeds its business plan The first such top-up payment, amounting to “
£7 2 million, was paid in September 2011 Further top-up payments have since been made amounting to

£5 4 mulhon 1n March 2012, £4 7 million in September 2012 and £3 4 million in March 2013

Save for an amount of £2 mithon, any amount of the payments to the FSCS not used to pay compensation and
costs associated with paying compensation will be repaid to the Company dunng a pened of between
approximately three years and seven years and three months from the first day of the month followmg the
Scheme Effective Date  The actual amount to be repaid will depend on a number of factors, including the
number and value of claims that are made As at 31 December 2012, the financial statements include

£10 8 millron (2011 £23 | mullion) 1n respect of the discounted amount forecast to be repaid by the FSCS  This
balance 15 included within trade and other receivables, further details of which are set out in note 13
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The FSCS covers claims in respect of PPl sold since 14 January 2005 and, as part of the agreement entered into
by the Company with the FSCS, all potential claimants were contacted durning 2011 and any claims are being
admimstered by the FSCS

The FSCS does not cover claims 1n respect of PPI sold prior to 14 January 2005, any hability relating to such
claims 15 referred to as an ‘Unprotected PPI Lizbihty’ in the WFS Scheme Therefore, pursuant to the terms of
the WFS Scheme, the Company has established a trust for the purpose of meeting any claims in respect of
Unprotected PPI Liabilities It 15 intended that habilities relating to all such claims, if they are vahd, be
discharged i full The amount held in trust was initially £20 ¢ million, but could be increased to £22 5 million 1f
agreed by the Scheme Supervisor or such higher amount as may be agreed with the Creditors’ Commuttee under
the terms of the WFS Scheme Any balance that reverts to the Company will be distributed subject to the terms
of the WFS Scheme

The mitial amount of £20 0 million held on trust for the purpose of meetng claims n respect of PPI sold prior to
14 January 2005 was determined by reference to an informed estimate made by the Company as to the lhikely
amount that would be needed to meet such claims That estimate took account of the number of PP policies sold
by Welcome pnior to 14 January 2005, claims received 1o date, an esimate of the number of claims which may
be made 1n the future and, 1f made, be vahd, and the average cost of redress to PPI purchasers with valid claims
within the relevant pool of PPI purchasers

In November 2011, the Creditors” Commuttee agreed, based on forecasts prepared in 2011 up to 31 December
2014, to increase the amount held on trust up to a cap of £32 0 million, with any such top-up payments being
made quarterly, based on an agreed adjustment mechanism to cover the next two quarters’ requirement

In November 2012, the Creditors’ Committee agreed, based on forecasts prepared 1n 2012 up to 31 December
2015, to further increase the amount held on trust up to a cap of £42 3 million, with any such top-up payments
stll being made quarterly, based on an agreed adjustment mechanism to cover the next two quarters’
requirement

A top-up payment of £0 5 mllion was made in August 2012, with a further £4 9 million being paid in January
2013 and £1 4 mullion in Apnril 2013

Current forecasts of future cash redress in respect of PPI sold pnor to 14 January 2005, included within the PPI
provision, are £27 0 milhon (2011 £28 7 million) In addition, cash redress of £9 2 million (2011 £9 6 million)
was paid 1n 2012 This gives a total forecast cash redress of £45 8 mullion (2011 £38 3 million) However, the
Board has a reasonable expectation that, given the current business performance, if the £42 3 milhion cap 1s at
nisk of being exceeded in the future, consent would be given to further increase the cap In any event, the

£42 3 million cap 1s currently not forecast to be exceeded until the end of 2015 For the £42 3 nullion cap to be
exceeded by June 2014, approximately 67% more future claims would need to be processed or average future
cash redress would need to be around 67% higher

The additional provisions created 1n 2012 of £16 0 mitlion (2011 £27 8 mullion) prin¢ipally relate to the re-
assessment of the Company’s costs, including the cost of redress, in respect of PP1 sold prior to 14 January 2005
Provision costs for 2012 shown in note 5 ‘Other operating expenses” also include £22 4 million (2011

£27 5 milhon) which principally relate to the re-assessment of the costs, including the cost of redress, in respect
of the FSCS scheme

Details of the key sources of estimation, uncertainty and judgement i relation to the provision are set out n
note 1
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17 Financial instruments

The Company holds no derivatives and has not 1dentified any embedded derivatives, which require separate
accounting for in accordance with IAS 39 ‘Financial instruments Recognition & measurement’

The following tables set out the carrying value of the Company’s financial assets and Liabilities in accordance
with the categones of financial instruments set out in IAS 39 Assets and hiabilities outside the scope of IAS 39
are shown within non-financial assets / habilities

Non-
financial
2012 Loans and Amortised assets /
receivables cost habilities Total
£000 £000 £°000 £°000
ASSETS
Non-current assets
Intangible assets - - 985 985
Property, plant and equipment - - 1,595 1,595
Loans and receivables 238,565 - - 238,565
Trade and other receivables 11,733 - - 11,733
250,298 - 2,580 252,878
Current assets
Loans and receivables 172,550 - - 172,550
Trade and other receivables 4,072 - 666 4,738
Cash and cash equivalents 40,901 - - 40,901
217,523 - 666 218,189
Total assets 467,821 - 3,246 471,067
LIABILITIES
Current liabilities
Borrowings - 67,885 - 67,885
Trade and other payables - 12,477 2,645 15,122
Deferred income - - 1,378 1,378
Provisions - - 23,389 23,389
- 80,362 27,412 107,774
Non-current liabilities
Borrowings - 216,739 - 216,739
Preference shares - 1,135 - 1,135
Deferred income - - 1,217 1,217
Provisions - - 24,724 24,724
- 217,874 25,941 243,815
Total liabilities - 298,236 53,353 351,589
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Non-financial

2011 Loans and Amortised assets /
recelvables cost habihities Total
£°000 £7000 £000 £000
ASSETS
Non-current assets
Intangible assets - - 663 663
Property, plant and equipment - - 1,817 1,817
Loans and recervables 316,404 - - 316,404
Trade and other recervables 24,131 - - 24,131
340,535 - 2,480 343,015
Current assets
Loans and receivables 221,695 - - 221,695
Trade and other receivables 4,694 - 139 4,833
Cash and cash equivalents 56,235 - - 56,235
282,624 - 139 282,763
Total assets 623,159 - 2,619 625,778
LIABILITIES
Current habilities
Borrowings - 87,105 1,787 88,892
Trade and other payables - 12,583 1,940 14,523
Deferred income - - 3,684 3,684
Provisions - - 25,899 25,899
- 99,688 33,310 132,998
Non-current liabilities
Borrowings - 180,643 - 180,643
Preference shares - 1,135 - 1,135
Deferred income - - 3,247 3,247
Provisions - - 16,373 16,373
- 181,778 19,620 201,398
Total habihties - 281,466 52,930 334,396

Fair values of non-derivative financial instruments

Except for those financial instruments (bemng intra-group receivables, intra-group borrowings, trade and other
receivables, cash and bank balances, Scheme liability, trade and other payables, preference shares and obligations
under finance leases and hire purchase contracts) whose carrying values approximate to their fair values, there
are no further financial instruments that are not recognised in the balance sheet at fair value

The fair value of loans and recetvables 15 disclosed in note 11 The carrying value of the Scheme hability 15
calculated by discounting expected future cash flows and 15 deemed to approximate to its fair value
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18 Share capital
a) Ordinary share capital

Authonsed
2012 2011
Number £°000 Number £7000
Ordinary shares of £1 each 100,000,000 100,000 100,000,000 100,000
Ordunary shares of 1p each 1,004,500 10 1,004,500 10
101,004,500 100,010 101,004,500 100,010

Allotted, called up and fully paid

2012 2011
Number £7000 Number £°000
Ordinary shares of £1 each 100,000,000 100,000 100,000,000 100,000
Ordnary shares of |p each 499,500 5 499,500 5
100,499,500 100,005 100,499,500 100,005

The nights attached to the ordinary shares are as follows

Yoting

On a show of hands every ordinary shareholder who 15 present in person at a general meeting of the Company
and every proxy appointed by an ordinary shareholder and present at a general meeting of the Company shall
have one vote and on a poll every ordinary shareholder who (s present tn person or by proxy shall have one vote
for every share held

Dividends

Subject to the preferential nghts attaching to the “A”, “B™ and irredeemable preference shares, ordinary
shareholders shall be entitled to receive such dividend as the Company by ordinary resolution may from time to
time declare as a final devidend (such dividend not to exceed the amount recommended by the Board) or as the
Board may from time to time declare as an interim dividend

Return of capital on a windmg-up

Subject to the preferential rights attaching to the “A”, “B™ and irredeemable preference shares, ordinary
shareholders are entitled to partictpate in any surplus assets on the winding-up of the Company 1n proportion to
their shareholdings
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b) Preference share capital

Authorised Allotted, called up and fully

paud
Number of shares 2012 2011 2012 2011
“A” preference shares of 1p each 10,000,000 10,000,000 10,000,000 10,000,000
“B” preference shares of 1p each 25,000,000 25,000,000 25,000,000 25,000,000
Irredeemable preference shares of 1p each 150,000,000 150,000,000 78,477,202 78,477,202

185,000,000 185,000,000 113,477,202 113,477,202

2012 2011

Carrymng Nominal Carrying Nomutnal

Allotted, called up and fully paid value value value value
£°000 £'000 £000 £'000

“A” preference shares of 1p each 100 100 100 100
“B" preference shares of 1p each 250 250 250 250
Irredeemable preference shares of 1p each 785 785 785 785
1,135 1,135 1,135 1,135

The rights attached to the preference shares are as follows

The “A” and “B” preference shares have the following nights

To receive first out of profits a cumulative dividend at the rate of six-month sterling LIBOR per annum
on the amount paid up as to nominal value on each “A™ or “B”, as applicable, preference share,
In a winding-up, to receive repayment of capital as to nomnal value and any unpaid and accrued
dividends n preference to all other classes of share, and
No nght to attend and vote at general meetings of the Company, except where a resolution 1s to be
proposed

o Abrogating, varymmg or modifying any of the nghts of the holders of the “A” or “B”, as

applicable, preference shares, or
o Inrespect of a winding up of the Company, or
o Ifany “A” or “B", as applicable, preference dividend has been declared but not paid

The irredeemable preference shares have the following rights

To recetve second out of profits a cumulative preferential dividend equal to twelve-month sterling
LIBOR plus 4 68% multiplied by £1 00, paid annually n arrears,

In a winding-up, to receive repayment of capital as to nominal value, any unpaid dividends and a further
£0 99 per irredeemable preference share 1n preference to all classes of share other than the “A” and “B”
preference shares, and

No night to attend and vote at general meetings of the Company

As a result of the restructuning, the Company 1s no longer forecast to be able to pay any future preference share
dividends and, as such, the preference share debt has been revalued at its nominal value
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19 Reconciliation of (loss) / profit before taxation to cash inflow from operations

2012 2011
£000 £°000
(Loss) / profit before taxation (172,719) 1,943,177
Adjustments for
Depreciation of property, plant and equtpment 387 306
Profit on disposal of property, plant and equipment {42) (242)
Amortisation of intangible assets 284 259
Release of preference share debt - (35,068)
Release of intra-group borrowings - (2,334,038)
Release of external borrowings - (772)
Recognition of Scheme liability 159,081 411,674
Decrease i loans and recervables 117,060 196,948
Decrease / (increase) n trade and other receivables 12,493 (25,046)
Decrease in deferred income (4,336) (11,549)
Increase / (decrease) n trade and other payables 599 (3,522)
Increase / {decrease) in provisions 5,841 (43,148)
Cash inflow from operations 128,648 98,979

The amount of interest paid and received (excluding that recognised m interest income) dunng the year was
£0 1 million (2011 £0 3 mullion) and £0 4 millhion (2011 £0 7 million) respectively

The amount of preference dividends paid during the year was £mil (2011 £ml)

20 Pension obligations

The Company 1s a member of the Cattles Group, which operates a number of defined contribution penston plans
Defined contribution post-employment benefit plans

The staff cost recogmised for the year ended 31 December 2012 1n relation to defined contribution pension plans
15 £0 5 rmllion (2011 £0 6 mullion)
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21  Operating lease arrangements

At the balance sheet date, the Company had total future lease payments under non-cancellable operating leases
as follows

2012 2011

Land and Motor Land and Motor
buildings vehicles buildings vehicles
£000 £2000 £000 £000

Future lease payments
Within one year 855 25 1,455 481
Between one and five years 262 3310 653 956
After five years - - 3 -
1,117 3335 2,111 1,437

The following lease payments were recognised 1n the income statement during the year
Lease payments 1,625 1,572 2,457 2,191

22 Financial risk management

Management of credit nisk

The Company acknowledges that the nsk ansing from changes in credit quality and the recoverality of loans 15
inherent 1n the nature of 1ts business Adverse changes in customers’ credit quality ansing from a general
detenoration 1n economic conditions 1n the UK, such as higher interest rates, higher unemployment levels or
house price reductions, could affect the recoverability and value of the Company’s loans and receivables

The Company’s Board {the Board) sets standards for credit sk management Thas 1s achieved through a
combination of governance structures, credit nisk policies and credit systems and processes The Board has
delegated the authority for implementing credit policy to the Company’s executive management Executive
management determine credit policy within the risk appetite set by the Board Oversight is provided by the Group
Audit & Risk Committee As noted below, new credit 1s only granted in the Shopacheck business

The Company’s principal protections against credit risk 1n the Welcome business were its credit scoring and
underwriting processes Lending to new customers ceased after February 2009 A minumal level of renewal
business was granted for the remainder of the year, before the decision was taken to not grant further lending on
16 December 2009

The nisk from a concentration of customer credit risk 15 linmited due to the relatively low value of each customer’s
debt and the Company’s large customer base

In the Company’s Shopacheck business, credit nisk 1s managed through regular analysis of customers” abihity to
make repayments, and their credit ltmits are amended accordingly

Credit risk 1n relation to cash assets 1s managed by holding cash at a number of separate banks, to reduce
counterparty credit nsk
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22 Financial risk management (continued)

Laqudity risk - borrowings

The contractual maturities of the Company’s borrowings, including both capital and future finance charges
comprising interest payments, are analysed below The amounts shown mclude future finance charges and
exclude any umpact of discounting and therefore differ from Company’s balance sheet

On Upio3l 3-12 1-2 2-3 3-4 4-5 Over

2012 demand months months years years years  years 5 years Total
£7000 £000 £000 £000 £000 £000 £000 £000 £000

Scheme habihity - 22992 46,167 99,225 42509 41316 33,992 24896 311,097

Intra-group 98] } ) ) ) } . ) 981

borrowings

Total 981 22,992 46,167 99225 42,509 41316 33,992 24896 312,078

On Upto3 3-12 1-2 2-3 3-4 4-5 Over

2011 demand months  months years years years  years 5 years Total
£000 £000 £000  £000 £000 £000 £000 £000 £000

Scheme lLiability - 30,011 57,706 45,364 90490 12,039 3,283 54,160 293,053

Obligations under - 504 1,368 " - - - ‘ 1,872

finance leases and

hire purchase

contracts

Intra-group 2,248 . ; - ; ; ) - 2,248

borrowings

Total 2,248 30,515 59,074 45364 90490 12,039 3,283 54,160 297,173

The maturity of the Scheme liabihity 1s based on the Company’s forecast net cash generation which determines
the forecast level of distribution payments to Scheme creditors In accordance with the Scheme, actual
distribution payments will be determined by the actual net cash generation, which may be higher or lower than
that forecast

The Company’s gross obliganions under finance lease and hire purchase contracts are as follows

2012 2011
£7000 £7000
Gross lease payments

Not later than one year - 1,872
Later than one year but not more than five - .
- 1,872

Future finance charges - (85)
Present value of mimmimum lease payments - 1,787

The above figures relate to motor vehicles acquired under hire purchase contracts and computer hardware
acquired under finance leases

Under the terms of the hire purchase agreements, no unguaranteed restdual values are accruing to the Company
and no contingent rents are payable
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22 Financial risk management (continued)

Laquidity risk — obhigations under operating lease contracts
The maturity profiles of the contractual cash flows associated with the Company’s operaung leases are
analysed below

Upto3 3-12 1-2 2-3 34 4-5 Over
months  months years years years years 5 years Total
£000 £7000 £000 £7°000 £000  £000 £'000 £000
2012 316 564 185 680 2,705 2 - 4,452 ;
2011 613 1,323 624 50 89s 40 3 3,548

Management of liqumidity risk

Liquidity nisk 1s the nsk to earnungs or capital arising from an tnability to meet obligations when they become
due, without incurring unexpected or unacceptable losses [t includes the nisk of inability to manage unplanned
decreases or changes in funding sources and also any failure to recogmise and address changes in market
conditions that could affect the Company’s ability to hiquidate assets quickly, with mimimum value loss, if
Rrecessary

On 2 March 201, the Group’s restructuring became effective and the Company’s hability to Cattles of

£2 4 billion was comprormused  An overview of the restructuring 1s set out on pages 3 and 4 of the Directors’
Report At 31 December 2012, the remaining intra-group borrowings of £1 0 milhion (2011 £2 2 mullion)
were repayable on demand

Management of capatal risk
As a consequence of the restructuring events outhined 1n the Directors’ Report capital nsk 1s not considered
relevant or significant enough to justify its own category

23 Related party transactions

Ultimate parent undertaking

Prior to 2 March 2011, the ulimate parent undertaking and controlling party of the Company was Cattles,
registered 1n England and Wales As a consequence of the Group's restructuring which became effective on 2
March 2011, operating and financial policy has been set by the operation of the various Schemes and other legal
arrangements put 1n place as part of the Group restructuring, and as such the voting nights over the Company held
by its shareholders do not influence the strategic direction of the Company Therefore, the Company netther has
a parent or ultimate parent undertaking, nor does 1t have a controlling related party

Related party transactions
During the year, the Company entered into a number of related party transactions with other Group companies,
as outlined below 1n the narrative and the following table

&  The Company employed the services of a fellow subsidiary undertaking for certain debt collection
activities for which a fee was levied This fee was derived on an amm’s leagth basis

¢ The Company levied management charges for the provision of IT services to a fellow subsidiary
undertaking The charges were calculated on a cost incurred basis

¢ Duning the year, the Company’s main office was rented from a fellow subsidiary undertaking at a
market-based rent
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23 Related party transactions (continued)

2012 2011
£000 £°000

Repayment of funds (528) (36,320)
Inter-company finance charge - 18,197
Debt collection charges 1,609 2,328
Management fee — central services (156) 182

Management charge — IT services (323 (296)
Office rental 720 720

Related party supphers

The Aaromite Partnership LLP 160 18
AhxPartners Limited - 293
Collinson Grant Limited 162 586
Graham Horn Consulting Limited 23 216
HAP Limited 502 734
Meadway Consulting Limated - 153
Thirdant Marler Limited 257 120
Amenal Limrted 45 -

Receivables due from and payables to Cattles and fellow subsidhary undertakings are disclosed n notes 11 and
14 respectively

Amounts included 1n trade and other payables (note 15) n respect of the related party supphers were The
Aaronite Partnership LLP £11,147 (2011 £18,250), Collinson Grant Limited £m1l (2011 £31,822), Graham Horn
Consulting Limated £ml (2011 £21,046), HAP Limited £150,477 (2011 £238,923) and Thirdant Marler Limited
£20,687 (2011 £19,547)

Key management compensation
The following table provides details of certain key management costs, which have been borne by Cattles, the
Company’s parent pnor to 2 March 2011

2012 2011
£'000 £°000
Short-term employee benefits - 376
Post-employment benefits - 11
- 387

Key management are the directors of the Company, members of the Company’s Executive Commuttee and
members of the Shopacheck division board of directors
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