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Directors’ Report

The Directors have pleasure 1n presenting ther Report and Accounts for the year ended 31 December 2007 for
CAPITAL BANK Limited {*the Company’}

Princrpal Activities

The Company 1s dormant and has no principal activity Under the HBOS Group Reorgamsation Act 2006, the assets,
habilitzes, contingent liabilities and business of the Company transferred to Bank of Scotland plc on 17 September 2007
(the "HBOS Group Reorgamisation”) The HBOS Group Reorgamisation 15 accounted for as a merger with effect from 1
January 2007 as explained in the Accounting Policies on page 4 Consequently all transactions and activities carried out
by the Company during the period in 2007 are accounted for in Bank of Scotland plc Previously, the principal activities
of the Company were the provision of financial services and following the HBOS Group Reorganisation the Company
has relinquished 1ts banking licence

On 5 December 2007, the Company re-registered from a public limited company to a private company
Business Review

The profit before tax for the year ended 31 December 2007 1s £mi (2006 £148 muihion} as the Company has no
reportable activity during the year It 1s intended that the Company remains dormant and 1s wound up in due course

Directors

The current Diarectors are H F Bames, Halifax Secretaries Limited and Halifax Directors Limited all of whom were
appointed on 5 December 2007

The following Directors resigned on 5 December 2007, J Coyle, PJ Commimgs, D R Fryatt, ] Moms, L Town, and
A Webster
Corporate Governance

The Company follows the principles of good governance set out in the Combined Code No separate report on corporate
governance 1s presented here as full details are contamed in the Annual Report and Accounts of HBOS plc, the
Company’s ultimate parent undertaking

Going Concern

The Directors are satisfied that the Company has adequate resources to continue in business for the foreseeable future
and consequently the going concern basis continues to be appropritate in preparing the accounts

Auditors

A resolution to re-appoint KPMG Audit Ple as auditors will be put to the members at the forthcoming Annual General
Meeting

The Directors who held office at the date of approval of this Directors' Report confirm that, so far as they each are
aware, there 1s no relevant audit information of which the Company's auditors were unaware, and each Director has
taken all the steps that he ought to have taken as a Director to make himself aware of any relevant audit information and
to establish that the Company's auditors are aware of that information

On behalf of the Board

For and on behalf of
Halifax Secretaries Limited

Company Secretary

96 M UaH 2008
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Statement of Directors’ Responsibilities in Respect of the Annual Report and the Financial
Statements

The Durectors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that lJaw they have
elected to prepare the financial statements 1n accordance with International Financial Reporting Standards (‘IFRS’) as
adopted by the EU

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

In preparing these financial statements, the Directors are required to
s select suntable accounting policies and then apply them consistently,
s make judgements and estimates that are reasonable and prudent,
» state whether they have been prepared in accordance with IFRS as adopted by the EU, and

s prepare the financial statements on a going concern basis unless 1t 1s mappropriate to presume that the
Company will continue n business

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time
the financial position of the Company and enable them to ensure that is financial statements comply with the
Companies Act 1985 They have general responsibility for taking such steps as are reasonably open to them to
safeguard the assets of the Company and to prevent and detect fraud and other wregulanties
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Independent Auditors' Report to the Members of CAPITAL BANK Limited

We have audited the financiat statements (the "financial statements") of CAPITAL BANK Limited for the year ended
31 December 2007 which comprise the Income Statement, Balance Sheet, Cash Flow Statement, Statement of
Recogmised Income and Expense and the related notes These financial statements have been prepared under the
accounting policies set out theremn

Ths report 1s made solely to the Company's members, as a body, in accordance with section 235 of the Companies Act
1985 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 1n an auditor's report and for no other purpose To the fultest extent permutted 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 tis report, or for the opinions we have formed

Respective responsibilities of Directors and auditors

The Directors' responsibilities for preparing the Annual Report, Directors' Report and the financial statements m
accordance with apphcable law and International Financial Reporting Standards (IFRSs) as adopted by the EU are set
out 1n the Statement of Directors' Responsibilities on page 2

Our responsibility 15 to audit the financial statements 1n accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared
i accordance with the Companies Act 1985 We also report to you f, in our opinion, the information given 1n the
Directors' Report 1s consistent with the financial statements The mformation given i the Directors” Report includes
that specific information presented 1n the Annual Report that 1s cross referred from the Business Review section of the
Director’s Report

In addition we report to you 1f, in our opimien, the Company has not kept proper accounting records, if we have not
received all the mformation and explanations we require for our audit, or if information specified by law regarding
Directors' remuneration and other transactions 1s not disclosed

We read the other information contained n the Annual Report and consider whether 1t 1s consistent with the audited
financial statements We consider the implications for our report 1f we become aware of any apparent misstatements or
material inconsistencies with the financial statements Our responsibilities do not extend to any other information

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures 1n the financial statements It also includes an assessment of the sigmficant estimates and judgments made
by the Directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to
the Company's circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtam all the information and explanations which we considered
necessary 1n order to provide us with sufficient evidence to give reasonable assurance that the financial statements are
free from material misstatement, whether caused by fraud or other irregularity or error In forming our opinion we also
evaluated the overall adequacy of the presentation of information m the financial statements

Opinion

In our optmon

o the financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, of the state of
the Company’s affairs as at 31 December 2007 and of its results for the year then ended,

e the financial statements have been properly prepared in accordance with the Companies Act 1985, and

¢ the information given in the Directors' Report 1s consistent with the financial statements

KPMG Audit ple
Chartered Accountants

Registered Auditor K Vﬁ G" P‘AM P lL
Saltire Court

20 Castle Terrace

Edinburgh

2K Fdors 2008
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A}:countlng Policies
Statement of comphiance

The financial statements set out on pages 8 to 22 have
been prepared i accordance with International
Financial Reporting Standards (‘IFRS”)

The Standards adopted by the Company are those
endorsed by the European Umion and effecnve at the
date the IFRS financial statements were approved by
the Board

The accounts also comply with the relevant provisions
of Part VII of the Companies Act 1985, as amended by
the Companies Act 1985 (International Accounting
Standards and Other Accounting Amendments)
Regulations 2004

Basis of preparation

The financial statements have been prepared under the
listorical cost basts, except that the following assets
and liabilities are stated at their fair values, derivatives,
financial instruments held for trading, financial
mstruments designated at fair value through the income
statement, financial nstruments classified as available
for sale and investment properties

Crnitical Accounting Judgements

The preparation of the financial statements necessarily
requires the exercise off judgement both in the
apphcation of accounting policies which are set out
below and 1n the selection of assumptions used in the
calculation of estimates These judgements are
continually reviewed and evaluated based on historical
expertence and other factors The principal critical
Judgements made by the Company are as follows

Basis of Accounting

There 15 no specific accounting policy under IFRS that
covers group reconstructions  Accordingly the
Company has adopted merger accounting with effect
from i January 2007 in preparing these financial
statements This follows the accounting treatment
prescribed in the HBOS Group Reorgamisation Act
2006 for accounting in the year in which the transfer
becomes effective It 15 also consistent with accounting
for group reconstructions under UK generally accepted
accounting principals, which the Company has
considered in the absence of specific IFRS guidance
The comparatives for 2006 are the audited financials
for the Company that were published in the Company's
last Annual Report and Accounts

New IFRS standards and interpretations

The Ceompany has reviewed the new accounting
pehicies that are effective for accounting periods
applicable to the year ending 31 December 2007
including [FRS 7 'Financial Instruments Disclosures'
that repiaces existing [FRS standards, including 1AS 30
Disclosures 1n the Financial Statements of Banks' and
IAS 32 'Fmancial Instruments Disclosure and
Presentation' None of these would have had any effect

on the financial statements as the Company 1s dormant,
has no mncome or expenses and no assets or habihites
and no future activity 15 planned Accordingly the
Company considers the restatemnent of comparatives to
be impracticable

Impairment Losses on Loans and Advances

Impairment loss calculations involve the estimation of
future cash flows of loans and advances based on
observable data at the balance sheet date and historical
loss experience for assets with similar credit nsk
characteristics These calculations are undertaken on a
portfolio basis other than in respect of sigmficant
balances, relating prnincipally to larger corporate
customers, which are assessed individually In
applying the portfolio basis the Company makes use of
various statistical modelling techniques which are
specific to different portfolio types Sigmificant
Judgement 1s apphed m selecting and updating these
models In calculating ndividual impairment
provisions the Company takes account of a number of
relevant considerations including historical experience,
future prospects of the customer, value of collateral
held and rehability of information Significant
Judgement 1s supplied 1 estimating the impact of these
considerations on the expected future cash flows

Subsidiaries

Subsidiaries and special purpose entities are entities
controlled by the Company Control 15 defined as
where the Company has power, directly or indirectly,
to govern the financial and operating policies of such
entities In assessing control, potenthal voting rights
that presently are exercisable or convertible are taken
mto account These entites have not been
consohidated In accordance with the exemptton
afforded by s228 of the Companies Act 1985,
consohdated accounts have not been prepared
CAPITAL BANK ple 1s consolidated within the Bank
of Scotland ple group financial statements

Jointly controlled entities

Jointly controlied entities are entities over which the
Company has jomnt control under a contractual
arrangement with other parties

The attributable share of results of associates and
Jomtly controlled entities, generally based on audited
accounts, are wncluded in the consohdated financial
statements using the equity method of accounting The
share of any losses 1s restricted to a level that reflects
an obligation to fund such losses
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Avccounting Policies (continued)
Designation of Financial Instruments

The Company has designated 1ts financial mmstruments
in accordance with IAS 39 ‘Financial Instruments
Recognrtion and Measurement’ as follows

- Non-derivative financial assets where there 1s
no active market and which have fixed or determinable
payments are designated as 'loans and recetvables'

- Denivative nstruments are automatically
designated as ‘at fair value through the mincome
statement’ unless they form part of a hedging
relationship

- Instruments that are designated ‘on mmtial
recognition to eliminate a mearsurement mismatch or
where they contain an embedded derivative which 1s
not separated from the host contract are designated 'at
fair value through the mcome statement’

- No financial assets are designated as ‘'held to
maturity’ or held for trading

- All financial assets are classified as ‘as
available for sale'".

- All financial habilites are classified as ‘at
amortised cost’

The resulting treatment of these financial instruments
1s set out in the accounting policies below

Derivatives

Derivatives are initially recognised at fair value on the
date the contract 1s entered into and are subsequently

remeasured at their fair value Where the farr value of a
derivative 1s positive, 1t 15 carried as a derivative asset
and where negative, as a derivative hability The gain
or loss on remeasurement to fair value at the balance
sheet date 1s taken to the income statement The only
circumstance where this will not apply 1s when cash
flow hedge accounting 15 employed

Hedge accounting allows one financial instrument,
generally a derivative such as a swap, to be designated
as a hedge of another financial mnstrument such as a
loan or deposit or a portfolio of the same At mception
of the hedge relationship formal documentation must
be drawn up specifying the hedging strategy, the
component transactions and the methodology that wili
be used to measure effectiveness

Monttoring of hedge effectiveness 1s undertaken on an
ongoing basis A hedge 1s regarded as effective if the
change (n fair value or cash flows of the hedge and the
hedged 1tem are correlated within a range of 80% to
125% either for the period since effectiveness was last
tested or cumulatively since mnception

The Company uses three hedge accounting methods

Firstly, fair value hedging measures the change in the
fair value of the derivative agaimnst the offsetting
changes in the fair value of the hedged item 1n respect

of the nsk being hedged These changes in fair value
are recogmsed through the income statement If this
hedge 15 highly effective then the net impact on the
income statement 1s minimised

Secondly, cash flow hedging matches the cash flows of
hedged items against the corresponding cashflow of the
hedging derivative The effective part of any gan or
loss on the derivative 1s recogmsed directly m equity
and the hedged item 1s accounted for in accordance
with the policy for that financial instrument

In circumstances where the hedge relationship proves
meffective or 15 early settled or terrmnated then the
assoclated gams and losses that were recogmsed
directly in reserves are reclassified in the mcome
statement 1n the same period or periods during which
the asset acquired or liability assumed affects profit or
loss The meffecuve part of any gain or loss 1s
recognised immediately m the iIncome statement

Adjustments made to the carrying amount of the
hedged item for fair value hedges wili be amortised on
an effective interest rate basis In respect of cash flow
hedges, the amount deferred m reserves will either
remain 1n equity until the designated transaction occurs
or, 1f not expected to occur, be recognised in the
income Sstatement

A dertvative may be embedded in another financial
mstrument, known as the host contract Where the
economic characteristics and risks of an embedded
derivative are not closely related to those of the host
contract the embedded derivative 1s separated from the
host and held on balance sheet at far value
Movements n fair value are posted to the ncome
statement, whilst the host contract 15 accounted for
according to the policy for that class of financial
mstrument

Loans and advances

Loans and advances are held at amortised cost less
proviston for impairment

The Company will assess impairment individually for
financial assets that are sigmficant and individually or
collectively for assets that are not significant

Individual impawrment 1s identified at a counterparty
specific level following objective evidence that a
financial asset 1s impaired This may be after an
interest or principal payment 1s missed or when a
banking covenant is breached The present value of
estimated cash flows recoverable 1s determined after
taking into account any security held The amount of
any impairment 1s calculated by comparing the present
value of the cash flows discounted at the loan’s
original effective interest rate with the balance sheet
carrying value If impawed, the carrying value 1s
adjusted and the difference charged to the income
statement
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Accounting Policies (continued)

The written down value of the impaired loan 1s
compounded back to the net realisable balance over
time using the onginal effective mterest rate This 1s
reported through interest receivable within the income
statement and represents the unwinding of the discount

A write-off 1s made when all or part of a claim 1s
deemed uncollectible or forgiven Write-offs are
charged agawmnst previously established provisions for
impairment or directly to the income statement

In circumstances where an asset has been individually
assessed for impairment and no objective evidence of
impairment exists, then 1t will be subject to a collective
assessment

Collective ympairment 1s 1dentified for groups of assets
that share similar risk characteristics

Collective impairment 15 assessed using a methodology
based on existing risk conditions or events that have a
strong correlation with a tendency to default

Loans and advances to customers include advances that
are subject to non-returnable finance arrangements
following securitisation of portfohios of mortgages and
other advances The principal benefits of these
advances were acquired by special purpose
securitisaton companies that fund thewr purchase
primarily through the 1ssue of floating rate notes These
floating rate notes are accounted for through ‘Debt
securittes in 1ssue’ on the face of the balance sheet

Finance leases, mstalment credit and operating
leases

Assets leased to customers that transfer substantially
all of the risks and rewards incidental to ownership to
the customer are classified as finance leases Together

with 1nstalment credit agreements, they are recorded at
an amount equal to the net investment 1n the lease, less
any provisions for impawrment, within loans and
advances to customers

The difference between the gross receivable and the
present value of the receivable 1s recogmsed as
unearned finance income Lease income 1s recognised
over the term of the lease using the net mmvesiment
method (before tax), which reflects a constant periodic
rate of return

All other assets leased to customers are classified as
operating leases These assets are separately disclosed
in the balance sheet and are recorded at cost less
aggregate depreciation, which 1s calculated on a
straight-lne  basis  Operating lease rentals are
recognised 1n operating income on a straight-line basis
over the lease term Operating tease assets are reviewed
for impairment when there 1s an indication of
impairment

Goodwill

The excess of the cost of a business combination over
the interest in the net far value of the identifiable
assets, habilities and contingent habilities at the date of
acquisition, of subsidiary undertakings, associated
undertakings (including jointly controiled entities) and
other businesses, 1s capitalised as goodwill

After imtial recogmtion, goodwill 15 measured at cost
less any accumulated impairment losses Goodwill
carried in the balance sheet 1s subject to a bi-annual
impairment review by comparing the value in use with
the carrying value When this ndicates that the
carrying value 1s not recoverable, 1t 15 written down
through the income statement by the amount of any
impaired loss 1dentified

Software

Costs associated with the development of software for
internal use, subject to de minmmus hmits, are
capitalised 1f the software 15 technically feasible and
the Company has both the mtent and sufficient
resources to complete the development Costs are only
capitalised 1f the asset can be reliably measured, will
generate future economic benefits and there 15 an
ability to use or sell the asset

Only costs that are directly attnibutable to bringing the
asset mto working condition for its intended use are
capitalised These costs include all directly attributable
costs necessary to create, produce and prepare the asset
to be capable of operating in a manner imntended by
management  Other development  expenditure,
including software research development costs, are
recognised 1 the mmcome statement as an expense as
incurred

Capitahsed development expenditure and purchased
software 1s stated at cost less accumulated amortisation
and impairment losses Once the software 1s ready for
use, the capitalised costs are amortised over thewr
expected lives, generally four years Captalised
software 15 assessed for impairment where there 1s an
indication of impairment Where impairment exists, the
carrying amount of the asset 1s reduced to 1ts
recoverable amount and the impairment loss
recogmised m the income statement The depreciation
charge for the asset 1s then adjusted to reflect the
asset’s revised carrying amount

Subsequent expenditure 1s only capitahsed when 1t
thcreases the future economic benefits embodied 1n the
specific asset to which 1t relates

Property and equipment

Property and equpment 1s stated at cost less
accumulated depreciation and impairment losses
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Accounting Policies {(continued)

Freehold land 1s not depreciated Frechold and
leasehold property, other than freechold mvestment
property, 1s stated at cost and depreciated over 50 years
or the length of the lease term if shorter Improvements
to leasehold properties with unexpired lease terms of
50 years or less are stated at cost and are depreciated in
equal instalments over the lesser of the remamng life
of the lease or eight years Premiums are amortised
over the period of the lease

The cost of equipment, which includes fixtures and
fitttngs, vehicles and computer hardware, less
estimated residual value, 1s wrntten off 1 equal
instalments over the expected lhives of the assets,
generally between three and fifteen years

Subsequent costs are mcluded i the asset’s carrying
amount, only when 1t 1s probable that future economic
benefits associated with the item will flow to the
Company and the cost of the item can be measured
rehably

Property and equipment 1s assessed for impairment
where there 15 an indication of impairment Where
impairment exists, the carrying amount of the asset 1s
reduced to 1ts recoverable amount and the impairment
loss recogmised i the mcome statement The
depreciation charge for the asset 1s then adjusted to
reflect the asset’s revised carrying amount

Taxation

Income tax on the profit and loss for the year
comprises current and deferred tax Income tax 1s
recognised 1n the Income statement except to the extent
that 1t relates to items recognised directly m equity, n
which case 1t 15 recogmised in equity The tax charge 1s
analysed between tax that 15 payable m respect of
policyholders’ returns and tax that 1s payable on equity
holder returns This allocation 1s based on an
assessment of the effective rate of tax that 1s applicable
to equity holders for the year

Deferred tax is provided using the Balance Sheet
hability method, providing for temporary differences
between the carrying amounts of assets and hiabilities
for financial reporting purposes and the amounts used
for taxation purposes The following temporary
differences are not provided goodwill not deductible
for tax purposes, the imtial recogmtion of assets and
hiabilities that affects neither accounting nor taxable
profit, and differences relating to 1nvestments n
subsidiaries to the extent that they will probably not
reverse 1n the foreseeable future The amount of
deferred tax provided 1s based on the expected manner
of realisation or settlement of the carrying amount of
assets and liabtlities, using tax rates at the balance
sheet date

Other borrowed funds

Other borrowed funds comprise preference shares that
are classified as debt and subordinated liabilities, all of
which are held at amortised cost

Preference shares are classified as debt where they are
redeemable on a specific date or at the option of the
shareholders or 1f dividend payments are not
discretionary  Dhvidends on preference  shares
classified as debt are recogmised m the ncome
statement through 1nterest payable Subordinated
liabilities consist of dated and undated loan capital
The interest payable 15 recognised mn the income
statement through interest payable

Collateral and netting

Assets and habilities are shown net where there 1s a
legal nght of offset and there 1s an intention and ability
to settle on a net basis The Company nets loans,
deposits and denvative transactions where 1t enters nto
master agreements with counterparties where there s
an intention and ability to settle net

Foreign currencies

The financial statements are presented in Sterling
which 1s the Company’s functional and presentation
currency

Foreign currency transactions are translated mnto
Sterling at the exchange rate prevailing at the date of
the transaction

Cash and cash equivalents

Cash and cash equivalents are held for the purpose of
meeting short term cash commitments rather than
mvesting or other purposes Cash and cash equivalents
consist of cash and balances with central banks that are
freely available and non-equity mvestments with a
maturity of three months or less from the date of
acquisition

Effective interest rate

Revenue on financial imstruments classified as loans
and recewvables, available for sale, or financial
liabilities at amortised cost, 1s recognised on an
effective interest rate basis This calculation takes into
account interest received or paid, fees and commuissions
paid or recerved that are ntegral to the yield as well as
incremental transaction costs The effective interest
rate 1s the rate that discounts the expected future cash
flows over the expected life of the financial instrument
or, where appropriate, a shorter period, te the net
carrying amount of the financial asset or habihity at
mitial recognition
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Income Statement

For the year ended 31 December 2007

Notes 2007 2006
£ milbon £ milhon
Intetest receivable ~ 1,057
Interest payable - (921)
Net interest income - 136
Dhwidend tncome from subsidiary undertakings - 207
Fees and commission imcome - 17
Fees and commission expense - (8)
Net trading income or expense - 2
Other operating income - 15
Net operating inceme 369
Administrative expenses 1 - (149)
Depreciation and amortisation
Property and equipment 3 - 9)
Operating lease assets 12 - [8)]
[ntangible assets other than goodwill -
Operahng expenses (159}
Impairment losses on loans and advances 6 - (62}
Operating profit - 148
Non-operating income .
Profit before taxation - 148
Tax credit on profit 3 - 7
Profit after taxapion - 155
Attnbutable to
Shareholders - 155

The accounting policies on pages 4 to 7 and the notes on pages 12 to 22 form part of these accounts
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Balance Sheet
As at 31 December 2007

Notes 31 December 2007 31 December 2006
£ million £ mullion

Assets
Denvative assets 4 . g
Loans and advances to banks - 1,995
Loans and advances to customers 5 - 19,114
Investment secunties 7 - 7
[nterests 1n jointly contrelled entities 8 - 5
Interests i subsidiary undertakings 9 - 50
Property and equipment 11 - 49
Operating lease assels 12 - 5
Curent tax assets - 34
Other assets - 86
Prepayments and accrued income - 17
Total assets - 21,370
Liabilities
Deposits by banks - 19,848
Customer accounts - 6
Denvative habihties 4 - 16
Deferred tax habilities 13 - 1
Cther habiliies 2] - 4
Accruals and deferred income - 205
Other provisions - 1
Other borrowed funds 15 - 724
Total lrabihties - 20,805
Shareholders’ equity
Issued share capital I6 70 70
Share premium 3 3
Statutory reserve (73 -
Retamned earnings - 492
Shareholders’ equity 17 - 565
Total labihities and sharcholders equuty 2§ 370

Approved by the Board on )& ‘Fé('sﬂl(,(_ﬁb'f

46:«»*”\:2 OU@Q ch

For and on behalf of
Halifax Directors Limited

Director

The accounting policies on pages 4 to 7 and the notes on pages 12 to 22 form part of these accounts

2008 and signed on 1ts behalf by
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Statement of Recognised Income and Expense
For the year ended 31 December 2007

31 December 2007 31 December 2006 1

£ mlbon £ mulhion
Profit after taxation - 155 '
Total recognised income and expense - 155
Attributable to
Shareholders - 155

The accounting policies on pages 4 to 7 and the notes on pages 12 to 22 form part of these accounts
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Cash Flow Statement

For the year ended 31 December 2007

31 December 2007

31 December 2006

£ million £ muihion
Profit before tax - 148
Adjustments for
[mpairment losses on loans and advances - 62
Depreciation and amortisation - 10
Interest gn other borrowed funds - 33
Other non-cash 1tems - (1)
Net change 1n operating assets and Liabilities - 1,231
Cash flows from operating activittes - 1483
Cash flows from investing activities - -
Cash flows from financing activities - (288)
Net (decrease)/ increase 1n cash and cash equivalents - 1,195
Opening cash and cash equivalents 1,855 660
Transfer under HBOS Group Reorgamsation (1,855) -
Closing cash and cash equivalents - 1,855

Analysis of cash and cash equivalents

31 December 2007

31 December 2006

£ milhon £ million
Cash and balances at central banks
Loans and advances to other banks — repayable in less than 3 months - 1,855
Closing cash and cash equivalents - 1 855

31 December 2007

31 December 2006

Investing activihes £ million £ milhgn
Sale of operating lease assets . )
Purchase of property and equipment . (9}
Sale of property and equipment - 10

Cash flows from mvestment activities

31 December 2007

31 December 2006

Financing activities £ million £ milhon
Equity dividends paid - (200)
Interest on other borrowed funds relating to servicing of finance - (33)
Repayment of subordinated loan capital - (55)
Cash flows from financing activities - (238)

The accounting polictes on pages 4 to 7 and the notes on pages 12 to 22 form part of these accounts
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Notes to the Accounts

1 Admimstrative expenses and colleagues

HBOS refers to 1ts employees as colleagues Most UK based colleagues are contractually employed by HBOS ple, the
ultimate parent company Al! expenses related to the employment of colleagues for whom the Company gams the
benefit of thewr employment are recharged by HBOS to the Company The average number of colleagues recharged
during the year was

2007 2006

Number Number

Full tune - 2993
Part time - 631
- 3,624

No Drrectors recerved emoluments for qualhifying services to CAPITAL BANK Limited in the year ended 31 December
2007

2007 2006
£ million £ mithion

Administrative expenses include
Staff costs - 73
Accommodation, repairs and maintenance - 9
Technology - 5
Marketing and communication - 26

2 Auditors’ remuneration

In respect of the Company, statutory audit fees were £ml (2006 £48,000) and other fees were £ml (2006 £ml) All fees
are within the UK

3 Taxation
2007 2006
£ mlhon £ million
Current tax- Corporation tax credit at 30 per cent (2006 — 30 per cent) - 20
Deferred taxation (Note 13) - (13
Total income tax on profit - 1
The above tax credit 1s made up as follows
Tax on sharehoplder returns - 7

No tax was assessed for the year In 2006 the tax assessed 1s lower than the standard rate of corporatton tax in the UK
(30%) The difference is explained below

2007 2006

£ million £ miflion

Profit before taxation - 148

Profit multiplied by the standard rate of corporation tax 1 the UK of 30% (2006 30%) - 44)
Effects of

Income / expenses not taxable / deducuble for tax purposes - 57

Adjustments i respect of previous penods - (6)

Total yncome tax on profit - 7
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Notes to the Accounts (continued)

4 Dervatives

The Company used derivative instruments to hedge and reduce the interest rate exposures that are inherent 1n any
banking business The hedge accounting strategy adopted by the Company 1s to utilise a macro cashflow hedge
approach The remaning derivatives held by the Company are held for economic hedging purposes but do not meet the
critena for hedge accounting As such, the gan or loss ansing from the change in faur value 15 taken to the income
statement Where a derivative does not qualify for hedge accounting 1t 15 classified below as held for trading The
Company has entered into denivative contracts as noted below

2006
Fair Value
Asset Liablity

£ milbon £ milhon
Denvatives held for trading
Exchange rate related contracts
Forward rate agreements I -
Cross curmency swaps 1 -
Equity/index and commodity related contracts
Options and swaps - 10
Total denvatives held for trading 2 10
Denvatives held for hedging
Denvatives designated as cash flow hedges
Forward rate agreements 6 ]
Total dervatives held for hedging 6 &
Total denvatives 8 16

5 Loans and advances to customers
2007 2006

£ milhon £million
Gross loans and advances to customers - 19,243
Impairment losses on loans and advances to customers (Note 6) - (129)
Net loans and advances to customers - 19,114

Included 10 the above are loans to subsidiaries of £m11 (2006 £11,647m) and jointly controlled entities of £nil (2006
£2,637m)

Loans and advances to customers designated as loans and receivables are measured at amortised cost on the balance
sheet The fair value of loans and advances to customers 1s disclosed in Note 20

Gross loans and advances to customers are further analysed as follows

2007 2006

£ million fmll:on

Neather past due nor impaired - 18,871
Past due up to 3 months but not impared - 97
Impaired loans - 275

Gross loans and advances to customers . 19,243
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Notes to the Accounts (continued)

5 Loans and advances to customers (continued)

The Company’s lending exposure before the deduction of impairment provisions and before taking account of collateral

15 analysed below

2007 2006
£ mull £ milhon
Agnculture forestry and fishing - &8
Manufactuning industry - 139
Construction and property - 189
Hotels, restaurants and wholesale and retail rade - 415
Transport, storage and commumication - §42
Financial - 14,392
Other services - 614
Ctther personal lending - 3114
COverseas residents - 170
- 19 243
Loans and advances to customers include finance leases of £n1l (2006 £3,477 million) analysed as follows

2007 2006
£ million £ mlhon

Gross investment tn finance receivables
Within one vear - 1,216
Between one and five years - 1 972
More than five years - 84
- 3,972
Less uncamned finance income - {495)
Present value of mimmum lease payments - 3,477

Analysed as

Withtn one vear - 1,683
Between cne and five years - 1,720
More than five vears - 74
Finance lease recervables - 3,477

At 31 December 2007 the impairment provision relating to mimmum lease payments receivable amounted to £mil (2006

£34m)

6 Impairment losses on loans and advances

2007 2006

£ million £ nutlion

At 1 January 2007 129 150

Transfer to BOS ple under HBOS Group Reorganisation (129} .

New impairment provisions less releases . 72

Amounts wniten off - (89)
Discount unwind on tmpasred loans and advances to customers - (4)

Cumulative provisions as at 31 December 2007 - 129

New umpairment provisions less releases . 72

Recoveries of amounts previously wniten off . (10)

Net charge to income statement

62
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Notes to the Accounts (continued)

7 Investment securities

2007 2006
Loaps and Total i.0ans and Total
recervables receivables
£ milhion £ million £ milhon £ milhon
Tnvestment secunties
Unlisted debt securities - - 7 7
Total investment securtties . R 7 7
8 Interests in jointly contrelled entities
2007 2006
Interests in jointly controlled entittes £ million £ millaon
At 1 January 5 5
Transfer to BOS plc under HBOS Group Reorganisation (5} -
At 31 December - 5
9 Interests in subsidiary undertakings
1007 2006
£ milhon £ mlhion
At cost at 1 January 50 50
Transfer to BOS ple under HBOS Group Reorgamisation (50) -
At cost at 31 December - 50
10 Other intangible assets
Software 2007 2006
£ mlhon £ mithion
Cost
At | January 4 4
Transfer to BOS plc under HBQS Group Reorgamsation 4) -
At 31 December . 4
Amortisation
At | January 4 3
Transfer to BOS ple under HBOS Group Reorganisation 4 -
Amaortisation charge in year . 1
Al 3] December - 4

Carrying value at 31 December
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Notes to the Accounts (continued)

11 Property and equipment

2007
Property Equpment Total
£ million £ millhon £ million
Cost

At 1 Jannary 2007 58 80 138
Transfer to BOS plc under HBOS Group Reorgamsation (58) (80) {138}
At 31 December 2007 - . .

Depreciation
At 1 January 2007 22 67 8%
Transfer to BOS plc under HBOS Group Reorgamsation (22) (67) (89}
At 31 December 2007 - - -
Carrying value at 31 December 2007 - - -
2006
Property Equipment Total
£ nullion £ million £ mullion

Cost

At | January 2006 51 74 125
Inter-company transfer 6 7 13
Additions 1 1 2
Dhisposals 3] 2)
At 31 December 2006 38 80 138

Depreciation
At | January 2006 8 57 75
Depreciation for year 2 7 9
Disposals 2 2)
Inter-company transfer 2 5 7
At 31 December 2006 12 67 89
Carrying value at 31 December 2006 36 13 49




CAPITAL BANK Limited Annual Report and Accounts year ended 31 December 2007 17
Notes to the Accounts (continued)
12 Operating lease assets
Assets leased to customers include the following amounts in respect of operating lease assets
2007
Cost Depreciation Carrying Value
£ million £ milhen £ mill
At | January 2007 8 3) 5
Transfer to BOS ple under HBOS Group Reorpanisation {8) 3 3 _
At 31 December 2007 - - -
2006
Cost Depreciation Carrytng Value
£ million £ millon £ nullton
A1 ] January 2006 9 (2) 7
Dhisposals (1) - M
Depreciation charge for the year - m U]
At 31 December 2006 8 (3) 5
Future mmimum lease payments under non-cancellable leases are expected to be received in the following periods,
2007 2006
£ million £ mullion
| year or less - -
Later than 1 year and not later than five years - 5
- 5
13 Deferred tax
2007 2006
£ millien £ mlhion
Deferred tax liabilities - (21
Deferred tax assets - 20
Net position - 4
1007 2006
£ millign £ milhion
At 1 January 2007 1) 10
Transfer to BOS ple under HBOS Group Reorgamisation 1 -
Charge to income for the year (Note 3) - a3
Charges to equity - 2

At 31 Decernber 2007

()]
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Notes to the Accounts {continued)

13 Deferred tax (continued)

Analysed as follows

Deferred tax abilities 2007

Capintal Allowances Other Total

£ mill £ milhon £ million

Al 1 January 2007 (10} (1) (21

Transfer to BOS ple under HBOS Group Reorgamsation 10 11 21

At 3t December 2007 - - .

2007

Deferred tax assets Provisions Other Total

£ million £ million £ mithion

At 1 January 2007 18 2 20

Transfer to BOS plc under HBOS Group Reorgamsation (18) {2) [¢40]

A1 31 December 2007 - . .
i4 Other habilities

2007 2006

£ miihon £ miltion

Other liabilities - 4
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Notes to the Accounts (continued)
15 Other borrowed funds

2007 2006
£ mitlion £ milhon
Preference shares - 136
Subordinated habilitres
Dated - 423
Undated - 165
Total - 724
Preference shares
1007 2006
£ million £ million
9 3/8% Non-cumulative Irredeemable Preference shares - 136
Subordinated hiabihittes
2007 2006
£ mil £ mllion
Dated
£66 million floating rate notes dated seven years from 31 December 2002 extended - 66
by one year upon each anmiversary thereafier unless notice 15 given to repay
£30 milhon floating rate notes 2007 - 30
£79 milhon fleating rate notes 2007 - 79
£60 milhon fleating rate notes 2009 - 60
£14 milbon fleating rate notes 2009 - 14
£14 million floating rate notes 2009 - 14
£80 mulion floating rate notes dated five years from the 1 January following the - 80
notice of demand for repayment
£80 mullion floating rate notes 2009 - 80
- 423
Undated
£165 million floating rate notes - 165
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O
Notes to the Accounts (continued)
16 Share capinal
The authorised share capital of the Company comprises 440 mullion (2006 440 mullion) ordinary shares of 25p each
Ordinary stock 25p each Total
£ million
Issued, allotted, called up and fully pad
At | January 2006 and 1 January 2007 0
At 31 December 2006 and 31 December 2007 70
17 Reconciliation of shareholders equity
2007 Issued share Share Retained Statutory Total
capital premium CArnings reserve
£ milhon £ millvon £ million £ million £ million
At | January 2007 70 3 492 - 565
Transfer of reserves under HBQS Group Rearganisation - - {192) (73 (565)
At 31 December 2007 70 3 - {73) -
2006 Issued share Share Retained
caputal premium camings Total
£ milhon £ millton £ milhon £ million
At 1 January 2006 70 3 534 607
Profit after tax - - 155 155
Total recoguised income and expense 70 3 689 762
Eguity element of share plan tax deductions - - 3 3
Dividends pard in 2006 (Note 18) - - (200) (200}
At 31 December 2006 70 3 492 565
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Notes to the Accounts (continued)
18 Dividends

2007 2006

£ milhon £ milhon

2006 Intenm  dividend - 200
- 200

19 Commitments and contingencics

The contract amounts noted below indicate the volume of business outstanding at the balance sheet date 1n respect of
contingent habihties and commitments undertaken for customers They do not reflect the underlying credit and other
risks, which are significantly lower, as some facilities will not be drawn down and some facilities that are drawn down
will be supported by collateral

2007 2006
£ million £ mithion

Commitments
Up to and including | year - 6
Qwver 1 year - 5]
- 367

20 Fair value of financial instruments

The fair values of financial instruments are based on market prices where available, or are estimated using other
valuation technmiques Where they are short term 1n nature or reprice frequently, fair value 1s equivalent to the carrying
value The classification adopted by the Company 1s shown 1n the following table

2006 At fawr value through the income Loans and receivables
statement
Camying Fair Cammying Fair
Amount Value Amount Value
£ milhon £ millon £ mihion £ million
Assets
Denvative assets 8 8
Loans and advances to banks 1,995 1,995
Loans and advances 10 customers 19,114 19,120
Investment securities 7 7
Other assets ] 6
Total financial asscts 8 8 21,122 21,128
2006 At fair value through the income Al amortised cost
statement
Camrytng Far Carrying Fawr
Amount Value Amount Value
£ matlion £ milhion £ mllion £ million
Liabilities
Deposits by banks 19,848 19,848
Customer accounts 5 -]
Denvanive habilities 16 16
Other berrowed funds 724 303
Other habihties 5 5

Total financial habilinies 16 i6 20,583 20 662
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Notes to the Accounts {continued)
21 Rusk relating to financial instruments

The assets and liabihities of the Company as at 31 December 2006 transferred to the Bank of Scotland plc on 1 January
2006 As a consequence all the risks and rewards attaching to the financial assets and habilities of the Company
transferred to the Bank of Scotland plc on that date Accordingly, the market nisks attaching to the Company's financial
assets and habiliies as at 31 December 2006 from future changes in market rates are for the account of Bank of
Scotland plc and not the Company Simuilarly, the exposure to credit and liquidity nisks, in the form of exposures to
future credit defaults of financial assets and undrawn commitments and the future payments of the enuity's financial
habilities at 31 December 2006, are for the account of Bank of Scotland ple and not the Company

22 Related party transactions

The ultimate parent of the Company 1s HBOS plc The assets, habilities, contingent liabihities and business of the
Company transferred to Bank of Scotland plc on 17 September 2007 under the HBOS Group Reorganisation Act 2006
Banking transactions are entered mto with other entities in the HBOS Group n the normal course of business These
nclude loans, deposits and foreign currency transactions The net interest income received during the year was £nil
(2006 - £660 million) Loans and advances to banks comprise balances owed by related parties of £ml (2006 - £2,015
million) and deposits by banks comprise amounts owed to related parties of £nil (2006 - £19,848 ymilhon) Bisclosed
within loans and advances to customers are balances owed to the Company by related parties of £mil (2006 - £14,284
million) During 2006 property and equipment was transferred into CAPITAL BANK Lirmited from Governor and
Company of Bank of Scotland at net book value of £2 milllon As detailed m Note 1 HBOS ple 15 the principal
employer of colleagues and staff and other costs amounting to £nil (2006 £78m) were recharged to the Company

23 Transactions with key management personnel

The Directors of the Company are considered to be the key management personnel There were no transactions during
2007 or 2006 between CAPITAL BANK Limited and key management personnel

24 Ulumate parent undertaking
Bank of Scotland plc heads the smallest group into which the accounts of the Company are consolidated The accounts

of the Bank of Scotland plc may be abtained from its head office at The Mound, Edinburgh EHIL 1YZ

HBOS plc 15 the ultimate parent undertaking of CAPITAL BANK Limited and heads the largest group mto which the
accounts of the Company are consolidated The consolidated accounts of HBOS plc may be obtained from its head
office at The Mound, Edinburgh EHL 1YZ




