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Vision, values, performance
- growing, pionee

Qur husiness

purpose

To be a growing, pioneening financial services business
delivering benefits to customers, members and
communittes through commitment to value, fairness
and social responsibiiity

Our CFS
vision

To be the UK's most admired financial services business

Our values
As a Co-operative business, we believe in:
social rgsponsibility

We are committed to leading the way on ethical, environmental
and commurity 1ssues

openngss and honesty

We work hard to earn credibility and trust from our customers
and each other

being successful

We work together to make sure that CFS 1s admired,
profitabie and sustainable

being customer focused

We always aim 1o satisfy our customers and exceed thetr
expectations where we can

making work fun

We are proud of CFS and know we can contribute to
making It 2 great place to work

A first class performance across products
and services has been rewarded by a range of
awards and accolades for these achievements.
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and achievements:

ring, achieving.

Performance

Improved profit before nvestment write downs, tax
and sigmificant items of £82 2m compared to

£76 3m in 2006

Profit before tax was £11 1m (2006 £184 3m)

Average customer deposits grew by £0 7bn (9%) to
£8 3bn and average customer lending balances grew
by £0 3m (3%) to £8 Obn reflecting growth in
Corporate balances

Achievements
« smile won ‘Best of the Best’ for current account
products in the Which? Awards

» smile won ¢ne of the UK's Top 100 *Cool Brands’
for 2006/07

» Best Direct Mortgage Lender 2006/2007 1n
*Your Money Awards’

» smile won the 2007 PETA Eurape Proggy Award

s Best Online Banking Provider in "Your Money Awards’

* Best Student Account in 'Your Maney Awards'

* Best 100% Mortgage Prowder —
"Moneytacts Awards'

» Named ‘most impressive bank’ in the
Times Consumer pell

* Investment of £250m into the business to
support growth in areas such as Retall and
Corporate Banking

= Qutsourcing partnerships in place to boost
Information Services and our print and mail functions

» 15th Anniversary of our famous banking
ethicat policy

» Qur work on green energy was recognised by
British Renewable Energy Awards

= Delivery of our People Programme to create a high
performance culture 1o underpin Investment plans

¢ Launch of nnovative think credit card aimed
and ethical consumers

« Increased support for Microfinance nitiatives
through a special $50m fund, supporting businesses
in some of the world’s pocrest countries

« Four new Corporate Banking Centres opened as
part of our programme to double representation
by mid-2009

= Continued improvement in customer satisfaction
with a December 2007 score of 79 4% — the
11ih monthly improvement since January 2007
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The Co-operatve Bank has been through a challenging
pesiod In 2007 However, we have not only nisen to
the challenge but demonstrated real progress The
Bank reported a profit of £82 2m before write downs
In 2007 compared to £76 3m 1n 2008 Although
profitability was affected by a credit crunch expenenced
across the whole of the banking industry, we also
saw the beginning of positive returns from significant
Investment i changes to the way we operate

The growth of The Co-operative Retail and Cerporate
Banking 1s being fertilized by an agreed investment of
£250m by the CFS Board Plans include development
of vital new technology and systems while doubling the
number of Corporate Banking Centres This nvestment
goes hand in hand with essential cost savings and

our Operational Effectiveness Programme launched
In January delivered £30m of savings by the end

of the year through 62 initiatives across the wider
CFS business

In last year's Financial Statements | mentioned the
introduction of our new ‘common dentity’ with The
Co-operatve Group's business in 2007 we have
begun to use our new ‘good with money’ brand to
bring banking even closer to the insurance and
investment arms of CFS, renforeing the bond to brning
us Increased recognition and further commercial
success ATMs and Bank branches are being
rebranded as part of a phased roll out due to be
completed by the close of 2008

In 2007 we apened four new Corporate Banking
Centres n Bristol, Oxford, Derby and Preston as part
of our programme to double the represeniation by
mid-2009 A further five new centres will open in
2008, taking the number of Corporate Banking
Centres to 19 from a start pant of ten n late 2006




Our productivity levels have
continued to improve, as we seek
to maximise our operational
effectiveness by making the
most of our natural resources.

One of our major achievements for the year was
reaching the 15th anniversary of the launch of gur
famous ethical policy We believe that our ethical
positioning is a positive driver for business with a
total corporate loan book that has grown by 250%
since 1992 and research showing that many
customers join purely for ethical reasons The Bank's
ethical policy clearly states who we will or will not do
business with and 1n the last 15 years we have
dechned loans totalling more than £700m for ethcat
and ecological reasons

One of the key features of the Bank as a co-operative
organisation 1s a commitmant te return a share of
profits to our members The strategy sets us apart from
other plc competiion in the marketptace and offers
significant opporiunities to the customer 10 terms of
maximising value and increasing customer participaton
In 2007 the membership scheme has boosted our
abilty to develop loyal and extended refations with a
single customer base We plan to take further
advantage of The Co-operative Group membership
base in 2008 to cross sell our banking products

As you will see from the awards hsted on the previous
pages of this report, the Bank continues to lead inits
marketplace, winning ‘best of the best’ in the Which?
Awards for current account products, being named
‘most impressive bank' in The Times consumer poll
and winming ‘Best Online Banking Provider”, 'Best
Direct Mortgage Lender’ and ‘Best Student Account”
n the Your Money Awards

The overall story for 2007 15 one of a difficult
economig backdrop for the Bank but also a journey
of successful investment and change, setting us on
the right path ta reap the rewards in 2008

| would like to take this opportunity to thank Craig
Shannon, Executive Director of Business Management,
who left the Board in August 2007 and Independent
Professienal Board Director, Tony Lancaster, who has
retired to be replaced by Bob Newton, who brings
with him valuable experience and expertse | would
also like to record my thanks to Martin Beaumont
who retired in July as Group Chief Executive, Deputy
Charr of the Bank Board and CFS Board Member

The Group made tremendous progress under Martin's
teadership — including closer working between the
Group and the Bank Finally, we welcome Martyn
Wates, who joined the CFS Board in November
reflecting his role as Chief Financial Officer for The
Co-operative Group

Graham Bennett
Char




Chief Executive’s overview:
adaptable,
achievable,

commendable.

While The Co-operative Bank has faced both
internal and external challienges in 2007, we have
measured up welf In terms of overall performance
and continued to make satistactery progress against
aur five key goals profit generation to create a
sustainable business, market leading customer
satisfaction, market leading colleague satisfaction,
market leading social responsiyity approach and
membership growth

The Bank's well-balanced approach o growth has
maintained the strength of cur balance sheet in the
current environment  Our funding ss overwhetmingly
from retail and corporate deposits, rather than from
the financial markets and our reliance on wholesale
funding 1s lower than most other banks The quality
of our mortgage book remains high and we have
continued to reduce our expasure to unsecured
assets Our capital position remains substantially
higher than regulatory requirements laid down by the
Financial Services Authority (FSA)

Before tax and write downs, the Bank recorded an
improved profit of £82 2m in 2007, compared t¢

£76 3m in 2006 However, profitability was impacted
by £31 8m worth of write downs as a result of the
banking industry's ‘credit crunch’, Jeading to an
operating profit of £50 4m in 2007 compared with
£76 3m v 2006 In tum we have seen bad debt
levels reduced by £3 3m and we perfermed well

In areas such as average lean valugs and current
accounts and we exceeded our targets and produced
a record performance n sales of our new mortgage
two year tracker product

The Co-operative Bank has played a key role i
CFS's journey of change and investment in 2007

Qur commitment to strip out £100m of expenditure
in the business by June 2008 meant facing the
challenge head on and taking tough decisions to put
us in a better place to succeed One of the toughest
decisions we made was to lose 1,000 CFS roles
under a major change programme, ‘Transformation
07°, reducing duphication and improving the structure
of the orgamisation to improve efficiency and
effectiveness The programme was a difficutt time for
many CFS colleagues but people in customer-facing
roles, ncluding adwsers within Bank branches, have




Against a background of different challenges,
our creative approach to dealing with change
has lead to resourceful solutions, from
simple, yet sound, business principles.

been unaffected by these changes and indeed
numbers of customer facing roles have increased
The transformation process realigned structures and
systems 1n the wider arganisation, properly
integrating the Bank into CFS and making us more
robust and ready for the journey te the top

Cost savings were a much needed part of the bigger
picture and were linked to a £250m 1nvestment agreed
by the Board in July this year to grow our buginess
As well as developing and implementing vital new
technology angd processes, part of the growth plan
for Retall and Corporate Banking includes doubling
the number of Corporate Banking Centres, taking the
number of Centres to 19 by the end of 2008

One of our key new products at the Bank in 2007
was our innovative think credit card, the first in the
world aimed at ethical shoppers The card offers
consclence consumers better rates of interest when
making ethical purchases from an approved hst of
partner providers and at the same time the Bank
helps save the rainforest by purchasing half an acre
In the custorner's name

This year we celebrated 15 years of our Bank's
ethical pelicy and we are stilf proud to be a market-
leader among socially responsible orgamsations

As part of gur commitment to the environment and
to communities, we launched a F400m fund to
support prejects In the renewable energy sector and
a $50m nvestment fund aimed specifically at further
developing our presence in the growing Microfinance
sector, providing finance to small enterprises w the

developing werld Colleagues at the Bank as part of
CFS, together with colleagues at The Co-operative
Group showed the co-operative spirit by raising
over £2m for our Charnty of the Year, The Children's
Society, In 2007 The Bank alse provides funding for
NHS Local Investment Teusts, working on projects in
the community to bring the latest in integrated health
care to local people The introduction of two new
Local Authorities customers took our market share
to approximately 33% of the Local Authonties in
England and Wales

The Bank 1s still maintaning a better rate of customer
satisfaction than key compettors in our peer group
and our customer satisfaction rate continued to
improve moenth on month, reaching an impressive

79 4% by December

We have successfully introduced the Office of Farr
Trading's new ‘customer promise’ which gives
customers more clarity about the cheque cleanng
process and allows them to benefit from a more
efficient service We are constantly looKing at ways to
Imprave our customer expenence — Investing in new,
more efficent ways of correspanding and handiing
quenes with our customers 1S an impartant part of fus

Another key measure of our success is colleague
satisfaction and much of the efioris of our Human
Resources Division m 2007 have been focussed on
our People Programme Central to the success of our
overall change proegramme 15 the need 1o develop a
high performing culture — put simply, having the night
peaple in the night place within the business,

doing the night things in the nght way Our People
Programme concentrated on six key areas leadership,
management capability, performance development,
recognition, people communication and measurement

The ‘unwversity for all' was established in October

1o bring together a structure for a new Centre of
Excellence and Learning and Development for
colleagues Through 2008, the university's curnculum
will develop further as we raise the capability of
colleagues and look for a greater return en our
training nvestment

The Bank has collected a string of awards and
accolades in 2007, recognising us as an excellent
ethical and customer focused business Awards
nclude the ‘Best mortgage Lender 2006/2007", ‘Best
Onling Banking prowider” and ‘Best Student Account’
awarded by Your Money smile was awarded 'Best

of the Best' by Which? fer its current account and
was named one of the UK’s top 100 'Cool Brands'
for 2006/07

Last year was characterised by new ways of thinking
and change has been properly embraced at the Bank
This commitment to investment and development,
combined with our fundamental purpose of value,
fairness and social respoensibility puts us In a very
good position to make posttive headway in 2008

D SR

David Anderson
Chuef Executve




Finaneial highlights

Results summary

Net interest income
Non-interest income
Operating costs
impairment losses

Operating profit before tax, significant
items and investment write downs

Structured mvestment wnte downs

Operating profit before tax and
significant items

Profit based payments to members of the
Co-operative Group

Profit before tax and signdficant items
Significant items

Profit hefore tax

2007
£m

Juas
1887
(339 3)
(102.0)

82.2

(31.8)

50.4

(13)

491
(38.0)

111

2006
£m

3203
2012
(3399
(1053

763

76.3

(12)

751
092

1843

Change
£m

45
(125)
06
33

59

(31 8}

{259)

01

{26.0)
(1472)

{1732

Change
%

45
62)
02

31

17

(339

83

@346
{1348

(840

The banking business recorded a reduced operating
profit before tax and significant tems of £50 4m
compared to £76 3m in 2006 due largely to £31 8m
of structured mvestment write downs Profit befare
Structured Investment write downs improved by

£5 9m (7 7%) and reflects higher net mterest income,
lower costs and bad debts offset by tower non-interest
income Balance sheet growth was achieved in

both tending and deposit balances, particularly in the
corporate sector

Net interest income growth of £14 5m arose principally
from balance sheet growth as net interest margins
were stable Non-interest income dechned by £12 5m
pnmarily due to industry-wide pressures on Payment
Protection insurance (PPI) and bank overdraft fee
refunds as a result of publicity generated by the OFT
market study

The Bank has maintained tight cost controkin the
pericd which has resulted in business-as-usuat
operating costs reducing by €0 6m

The imparrment charge in the retall sector has seen
a reduction from the levels reported last year asa
direct result of a programme of facused activities
particularly in the unsecured retail portfolios The
Corporate impairment charge tends to be more
volatile due to the nature and timing of one-off
charges Overalt the imparrment charge 15 3 1%
lower than 2006




In 2007, retarl sector profitability has improved by
£12 9m despite lower non-interest mcome as intesest
inceme increased, bad debts were reduced and costs
were lowered

Corporate sector operating contribution increased by
£2 4m due to significantly hugher interest from balance
sheet growth being offset by a specific bad debt

Wholesale sector operating contribution declined by
£470m Wnholesale margms have been impacted

by the increased pressure i the interest rate
enviwonment, further compounded by the effects of
the credit cnisis The Structured Investment book has
suffered from the volatiity in the credit market,
fesulting In nvestment write downs of £31 8m The
Bank exposure to these type of higher nsk

Results summary 2007 2006 Change Change
£m £m £m %
Operating profit before tax and significant
riems 1S analysed by segment
i * Retail 47.1 342 129 377
* Corporate 575 551 24 44
* Wholesale (43.1) 39 {470} {1.205 1)
 Central costs (1.1 (169 58 343
Operating profit before significant items 504 763 25 9) (339
Cost/income ratio before significant iterns 64 8% 65 2% [(H)

investments 45 now imited to £31m of Structured
investments which together with £50m of Credit

Trading Fund Investments comprises a small part of
the Bank's Wholesale portfolio, the rest of which s

prime quality

2007 started the year with interest rates in the UK at
5%, a strong and growing economy with annual GDP

running at an above trend 2 9% and dgouble digit

house pnce inflation Money market rates predicted
nterest rates to nse above 6 25% by the end of the

2007 Inflationary concerns and strong consumer

data led to the MPC raising rates throughout the first

half of the year to 5 75% in July

For our customers who shop with
their conscience, our new think
card actively reflects and

rewards their choices.

The second half of the year was dominated by the US
sub-pnime housing market probtems and subsequent
credit 1ssues in the wholesale markets causing a
run on a major UK bank Expectations changed io a
recession in the US, and a severe slowdown m
economic growih in the UK and Europe Liquidity
problems continued in the cash markets with LIBOR
reaching 110 basts points over base rate and the
Bank of England cuttmg rates in December

Economic commentators now believe that the UK
ecenomy will grow below trend, with a detenorating
housing market, consumer weakness and nterest
rates falling 10 below 4 5%



Balance sheet

Average customer deposits grew by £0 7bn (9%) to
£8 3bn and average customer lending balances grew
by £0 3m (3%) to £8 0bn reflecting growth in
Corporate balances

The Bank has mamntaned a strong balance sheet with
consistent robust liquidity and capital ratios The
Basel | risk asset ratio was 13 5% with a Tier 1 ratio
of 8 8%, substantially ugher than the regulatory
requirements laid down under Basel | by the Financia!
Services Authority (FSA} The Basel 2 solvency ratio
was 143 0% The Bank has a very strong retail
deposit base with customer deposits higher than
customer lending such that its reliance on wholesale
funding 15 lower than most other banks

Lending

Retal sector average customer lending bafances fell
by £239m {5%) compared to the previous year as the
Bank has continued its strategy to reduce its exposure
to new-to-Bank unsecured loan and credit card
customers, where aggressive acquisition pneing and
bad debts continue to constrain value There remains
a focus on relatwnship customers such as those with
Privilege packaged accounts with efforts also placed
on cross sales to strengthen the relationship

The Bank's customer and marketing strategies are

driven by a focus on customers wha share our belief
in the co-operative difference, daveloping strong loyal

relationships based on the total CFS product range,
recruiting and retaining relationshp customers and a
customer promise that sets our commitment

November 1 saw the launch of cur new think credit
card The think card offers consumers who shop
with their conscience a lower rate of interest for
designated ethical purchases and a package of other
benefits, while at the same time also helping to save
the ranforgst, enabling customers to choose to do
the nght thing

The Bank and smile have seen continued recognition
for the qualty of service prowided to our customers,
including the 'Best Direct Mortgage Lender 2006/2007.
‘Best Online Banking Provider’ and ‘Best Student
Account’ awarded by Your Mongy and ‘Highly
Commended Dwect Mortgage Lender 2007/2008'

by Your Mortgage Magazine

The Bank came out on top in the ‘Best 100% Mortgage
Provider* category at the Moneytacts awards
Moneyfacts also highly commended the Bank in the
category for ‘Best Credit Card Provider ~ Standard
Rate' for its Clear credit card

Average Corporate lending balances increased by
£509m (21%} The promising growth tn Corporate
lending halances m¢luded increased support for our
expanding customer base as well as selected
involvement in the syndicated lending sector and

participation in PFl transactions We are also planning
to increase significantly our lending commitment to
the renewable energy sector where we will be
focusing both on large scale project finance
transactions and also smaller community based
schemes The Bank also remains recognised as one
of the UK market leaders in provision of finance for
NHS Local Investment Trusts

The Bank 15 also ncreasing its support for Microfinance
initiatives through a special $50m fund This money
will be used to support the development of small
businesses in some of the world's poorest countries

Depasits

Average customer deposits grew by £685m (8%)
reflecting growth across both the Retail and Corporate
sectors Average Retail sector balances of £5,756m
are £477m (9%) higher than last year, with particularly
strong growth i the Smartsaver and the Privilege
Premier products

smile has also been awarded ‘Best of the Best’ by
Which? for its current account products and also
continues to be recogmsed as a desirable brand as
it was named one of the UK's Top 100 ‘Cool Brands’
for 2006/07

Corporate sector deposits increased by £208m (9%)
We have opened four new Corporate Banking Centres
(Bnistol, Oxford, Derby and Preston) as part of our
programme to double our representaton by mid-2009

Our strategies are driven by a focus on
customers who share our belief in the
Co-operative difference, developing
strong, loyal relationships.



The Bank has continued Its improvement in custamer
satisfaction with a December 2007 score of 76 4% -
the eleventh monthly improvement since January
2007 In a recent survey on BBC's Watchdog
programme, we were rated number one on the high
street for custemer satisfaction

Partnerships

The Bank’s links with the wider Co-operative Movement
have continued as the Bank manages and operates
ATMs located n retail stores The total number of
ATMs in the Bank's network 1s approximately 2,300,
all of which are {ree o use for LINK card holders

A number of new partnerships have been launched
allowing us to sell products to the customers of third
party companies These include the sale of mortgages
through Places for People

Operating income

Operating income at £523 5m was £2 Om higher
than 2006 reflecting a £14 5Sm increase in net
interest income and a decrease of £12 5m in non-
interest ncome Higher interest income from batance
sheet growth was offset by lower wholesale mcome

e

Average balances and interest margins

Net interest Income

+ Average balances

+ Interest-eaming assets
+ Interest-beanng hatilities
. Interest-free habiities

f Average rates

Gross yield on interest-earmng assels
’ Cost of interest-earning liabiliies
I Interest spread

Contnbution of interest-free labilities
i

Net interest margin

Net interest income from the Bank's Retail and
Corporate sectors increased, reflecting hugher
customer balances and stable overall net interest
margin Growth was particularly strong i Corporate

Non-interest income

Fees and commission recenable

Insurance commission income

Fees and commission payatie

t Other income, Including dealing profit/losses

'+ Total

b e e e

Change

2007 2006
£m £m £m
3348 3203 145 1
12,193 11,827 366 ‘
10,319 10,072 247 }
1,674 1,755 o
% % %
6.5 60 05 .
45 38 ov !
2.0 22 03
0.7 05 02
2.7 27 -

lending and deposts reflecting our expansion i this
area and retall deposits from market leading products
such as Smartsaver

cramge |

2007 2006
Em £m £m ,
187 6 1936 go !
29.2 388 (96}
(333) (338 05
5.2 26 26
188.7 2012 (125
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Net interest income from wholesale actviies was lower
than last year mamly driven by higher funding costs

Non-interest income at £188 7m was £12 5m lower
than the same period last year This was principally
driven by reduced insurance commission generatad
from Payment Protection Insurance and bank overdraft
fee refunds as a result of publicity generated by the
OFT market study

Commussion and fees recevable decreased by £6 Om
(3%) due to bank overdraft fee refunds and reduced
credit card default charges Increased income from
LINK transaction fees from the Bank’s ATM network 1s
offset by increased costs of the ATM network, which
are shown within operating costs

Other income, including dealing profits/losses
improved by £2 6m despite difficult market and
trading conditions, ncluding further improved foreign
exchange perfarmance

Operating costs

Operating costs analysis
- before significant items

Staff costs
Other administrative expenses
Oepreciation and amortisation

Total operating costs
i Costfincome rato befare significant items

S - e e e  ————— e B et

The Bank has maintamed tight cost cantrol in the
period which has resulted in business-as-usual
operating costs reducing y £0 6m (2%)

Staff costs were £3 Om {2%) higher than the same
period last year mainly due to the inflationary impact
from the annual pay award offset by close
management over recruitment of non-customer
facing staff

Four new Corporate Banking Centres
have been opened as part of our programme
to double our representation by mid 2009.
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2007 2006 Change
£m £m £m
1453 142 3 30
1713 1732 19
227 244 n7n
339.3 3389 {06
64.8% 65 2% 09%




Crednt quafity and impairment losses

Impairment losses

Profit and loss charge
Retail sector
Corporate sector

Total

Charge as a percentage of loans and
agdvances to customers

The impairment charge of £102 0m was £3 3m
lower than 2006 reflecting lower charges for the
fetall sector partly offset by higher Corporate charges

The impasrment charge In the retail sector has seen a
reduction from the levels reported fast year as a
direct result of a proegramme of focused activities
particularly in the unsecured retail portfohos These
actions have continued through into 2008 as the
backdrop of personal insolvency and high consumer
indebtedness has combined with a weaker egonomic
environment The secured mortgage beok conbinues
to enjoy extremely jow levels of default and
subsequent impairment which reflects the relatwely
low average loan to value ratio and the affordability
tests applied within our credit assessments Retail
sector mpairment losses were £11 bm lower than
last year representing 1 7% expressed as percentage
of average retail lending, O 2% lower than last year

Change

2007 2006
£m £m £Em
879 994 (15
141 59 g2
1020 1053 (33
1.13% 129% {0 16%)

Against an industry backdrop of sianificantly
increasing card fraud losses, particularly through the
telephone and Internet channels, a variety of
measures have been successfully implemented to
enable the Bank to out-perform industry benchmarks
These controls have been implemented with the
customer experience at the heart of their
development, but at the same time maintaining a
consistent and committed approach to the prevention
of financial crime

The Corporate smpairment charge tends to be more
volatile due to the nature and timing of ene off
charges In the last year we have continued to
address 1ssues ansing from the higher nsk sectors
and the increase n the charge compared to last year
reflects these actions

Investment in the future

©On 20 July, CFS announced plans 0 improve Il
operational business performance for the benefit of its
6 million customers This next stage of devélopment
will see investment of £250 million being made
the business to support planned growth across the
business The investment plans include enhanced
relabonship products, a new web offering for general
insurance, new technology for CFS financial advisers,
a doubling n the number of corporate banking
centres, significant new Parinership arrangements,
people development, and further investment in our
Brand, which will be a key prionity Our proposed
2008 campaign will bring ‘good with money' o life at
the heart of our brand Progress made In 2007 as
part of this programme 1S set out below

In order to improve the return on this investment and
to ensure It serves customers in the most cost
effective way, CFS announced in July 2007 Its plans
to reduce annualised operational costs by £100m by
the end of June 2008 and to reduce the workforce by
approximately 1,000 duning 2007 We have worked
constructively with our Trade Unions to manage this
change without impacting business perfarmance and
achieved the targeted reduction in roles through a
combination of voluntary and compulsory redundancies,
as well as the removal of a number of vacancies
throughout the organisation

The Bank is increasing its
support for microfinance
initiatives through a special
$50m fund. This money wili be
used to support the
development of small
business in some of the
world’s poorest countries.
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People in our customer-facing roles, spectfically those
who service or sell to our customers by telephong,
financiat advisers and customer-facing adwsers
within Bank branches, have been unaffected by these
¢hanges The benefits of the reduced cost base will
be shared between CFS's operating entiies

The extensive restructunng and medernisation of the
business has necessitated substantial Investment
resulting i significant tems of £38 Om n 2007

The 2006 significant items include gains from Aprit
2006, on implementation of the new Co-operative
Group Pension {Average Career Earnings} scheme, as
the Bank has adopted defined contribution accounting
for pensions The pension assets and habitties have
been transferred from the Bank balance shest, with
P&L charges based solely on contributions made As
at 5 April 2006, the Bank had total scheme deficits of
£109 2m which were transferred to The Co-operative
Group for no consideration and the resultant gain

has been recognised in the mcome statement in
accordance with |AS 19

Basel and other regulatory developments

The Bank's Basg! Programme has culminated in the
FSA’s approval of its wawver application o operate
under the Intarnal Ratings Based approach with effect
from January 2008 This successful development
means that for our retail beok we are operating at
the most advanced level whilst the corporate and
wholesale assets will be nsk assessed at the Foundation
level intially, with the intention of moving to Advanced
In the near future

Significant elements of achieving this objectwe have
included the implementation of a revised govemance
structure, new modelling approaches and processes
for Credit Risk Management, improved data quality
and data governange and enhanced management
information

The Bank also completed its first Internal Capital
Adequacy Assessment Process (ICAAP) which was
subject to the FSA's Supervisory Review Evaluation
Pracess (SREP) during December

The Bank has also successfully introduced the Office
of Farr Trading's (OFT) new ‘customer pramise’ which
gives customers more clanty abeut the cheque
clearing process and allows them to benefit from a
more efficient service

We aim to have the UK’s
most satisfied colleagues

and customers.
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Summary and outlook

The Bank, as a significant element of CFS, has seen
In 2007 the early impact on our performance of the
change programme, including more web sales,
enhanced ATM service availability and better targeted
marketing In 2007, CFS showed 1s determination to
tackle its cost base The underlying outcome of what
was a year of change and market upheaval Is that
our business 1s now showing clear signs of progress
towards our vision of becoming the UK's most
admired financial services business




Key performance
indicators:

targeted,
measured,
defined.

The Group’s Key Performance Indicators are derived from the success measures on our
journey towards our aspirational vision ‘to be the UK's most admired financial services
business’ and the performance critena 1n staff and executive incentive schemes.

1 Profit generation to create a The Bank’s contribution to CFS results was Net intergst margin 15 net interest income
sustainable mode! below targets pnmanly because of nvestment divided by interest-earning assets This was
The key financial performance measure IS write downs consistent with 2006

profitability Addwional supplementary measures

are cost/income ratio and net interest margin Cost/income ratio 1s calculated as operating

expenses before significant items dvided by
Profitability is defined as operating profit before operating income before significant tems
significant rtems and 1s the key financial This was marginally better than 2006 due to
performance measure i the Group tight cost control
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2 Market leading colieague satistaction

We measure Colleague Satisfaction using a core set
of questions via our annual survey of all colleagues,
called the ECHQ survey {Every Colleague Has Opintons}

These questions measure three key elements of
colleague opinion

* Emotional attachment to the organisation

* Willingness to stay with the organisation

» Discretionary effort — how much colleagues are
matwated to go beyond their normal duties te help
the organisation achieve Its ams

Sometimes known as 'Say, Stay and Strive’, these are
standard measures used acress many businesses
and organisations to measure engagement They
have two clear advantages as key people measures
Firstly, because they are used generally across many
other organisations, we can eastly benchmark our
organisation’s performance 1n engaging colleagues
against others Secondly, they measure outcomes
within an organisational culture, such as pride and
advocacy They are, therefore, very difficult to
influence by specrfic or shart-term actvities — for
example, If response rates were used, this could be
incentvised m some areas, skewing the figures

The score for Colleague Engagement 1s determined
by reviewing the responses to the engagement
questions asked in the ECHO survey The average
proportion of favourable responses {eg 'Agree’ or
'Strongly Agree’) across the whole of the organisation
provides our Engagement Index, which was 52% i
2007 Our strategic target 1s to improve this figure
year on year until we reach the High Performance
Norm level of 73% by 2010/11

3. Market leading customer satisfaction

Qur current measurement of overall customer
satisfaction 1s derived from GFK NOP's syndicated
Financral Research Survey {(FRS)} The FRS 15 the
fargest survey in the marketplace (with 60,000
Finanoal Services customess interviewed each year)

Customers register their satisfaction levels with thew
providers at product level on a seven point scale -

extremely, very, farly, neitherwnor, fairly dissatisfied,
very dissatisfied, extremely dissatisfied Product leval
scores {pased on Extremely and Very Satisfied
responses) are then weighted by customer numbers
to produce Business Unit level scores and an overall
measure for CFS To ensure a statistically robust
sample per CFS product area and to even out any
seasonal variations in scores a rolling 12 month's
worth of data is used

The trend of improvement In the overall CFS satisfacton
score has been reflected in the retail bank which
maintain a gap ahead of the market (Top Five by
Market Share) with a score for extremely or very
sansfied of 78 4% compared to the market of 65 3%

Our ulimate aim 15 to have the UK's maost satisfied
customers

4 Market {eading social responsibility
approach

in 2007, CFS measured s progress towards s goal
of a market leading social responsibility approach
using the following three indicators Two of the three
targets set for attanment in 2007 have been
achieved, and one has been partially achieved

The first indicator looks at unprompted public
awareness of the Bank as a financial services
business that takes social responsibikty into account
This measure derwes from an independent survey of
1,000 members of the general public, which, in 2007,

was undertaken in February Targets set for 2007
sought a number one ranking for the Bank Against
these, the Bank retained the number one ranking,
with a score of 11% (2006 12%) In 2008, the Bank
15 seeking to mantan its position

The second and third indicators laok at performance
in Business in the Community's Corporate Responsibility
Index and Environment Index The indexes are
voluntary self-assessment surveys that benchmark
Corporate Responsibiiity and Environmental strategy
{and ther integration), management, reporting and
performance across a range of 1Issues The 2007

targets were to seek a Platinum {leading group)
ranking for The Co-operative Financial Services by
achieving a score of 85% or more in both indexes
In the Corporate Responsibility Index 2006, which
was published in May 2007, The Co-operative
Financial Services achieved a Platinum Group ranking,
attaining a score of 98% and emerging as a sector
leader in the Environment Index, The Co-operatwe
Financtal Services achieved a Platinum rankung,
attaining a score of 89 79% In 2008, CFS will be
seeking to mawntamn its Piatinum rankings in both
indexes by achieving a score of 35% or above

5 Membership growth

The Bank, as part of The Co-operative Group, is
uttimately jointty owned and democratically conirolled
by its members Members of The Co-operative enjoy
a share In the profits and can exercise therr demacratic
control, with equal nghts and benefits The impertance
of growing 2 strong and committed membership base
is Integral to our wsion and beliefs and 1S an integral
part of our Brand Growing engagement with our
customers via Membership 1s a key elementn
delivering Competitive Advantage and Social Goals

Whilst we are committed to growing our membership
base, we recognise the importance of ensuning that
our members are engaged with The Co-operative
True engagement will be reflected in both
transactional and democratic participaton The focus
for 2008 1s therefore to drive active engagement
from our members This will be demonstrated by
Increasing participation rates across the diverse
range of businesses offered by The Co operative
Group, 50 that ndwidual members transact with
multiple businesses Inewitably, this type of actmty
will also attract new members



Executive committee

Dawid Anderson Cathy Wilcher Mike Farbairn Gerry Pennell

Stephan Pater Dick Parkhouse

John Rerzenstein
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Sustainable devetopment

At The Co-operative Bank, we have a proud history of
corporate responsibility, central to which 18 managing
and developing the business in a sustainable manner,
as spelled out in The Co-operative Financial Services’
Sustainable Development Policy

We are guided by the views and expectations of
members, customers and other stakeholders, and
have committed to delivering value to partners n a
soctally responsible and ecologically sustainable
manner Qur employees have (dentified social
responsibility as one of the fve values which provide
direction to The Co-operative Financial Services, and
theretore contribute to success The co-operative
movement's values of self-help, self-responsibibity,
democracy, equality, equity and solidanty are also key
to the Bank's way of doing business

While other comparnues are beginning to tackle therr
contnibution to cimate change, CFS' operauons have
already gone ‘beyond carbon neutral’ - offsetting
110% of the business’ remaining carbon dioxide
emissions CFS alsa remains the only major financial
services provider in the world to secure total business
cerbification to the ISO 14001 environmental
management standard across all actvities, products
and services

It 1s thes kind of leadershup that has seen CFS ranked,
once agam, in the Platinum Group of leading
cormpanies in three separate Business in the
Community iIndices Corporate Responsibility,
Ervironment, and Community, with scores of 98%
and above The Bank's approach to ethical finance
also coniributed to The Co-operative Group being
recognised, in 2007, with a Queen's Award for
Enterprise in the Sustainability Devetopment category
This award was first attained by the Bank in 2002,
and CFS is the only financtal services provider ever to
have receved #

Management

Situated within the Group's Corporate Affairs and
Social Goals Department, the ethics and sustainability,
and community and campaigns teams are
responsible for the day-to-gay management f our
sustanability agenda

Our sustainability performance is measured against a
wide range of economic, social and environmental
Indicators, and reported i the Group's Sustamability
Report This annual report is considered by the Values
and Principles (V&P) committee (a sub-committee of
the Board), which oversees sustamability strategy,
performance and management

Soctal responsibility

Ethical finance

Over the years, The Co-cperative Bank has been a
proneer in the area of ethical finance, and (s still the
cnly bank to have a customer-led ethical palicy
Launched in 1992, the policy seeks to ensure that
personal customers' money 1S invested in ling with
therr values

Potential corporate and business banking customers
are screened to ensure that their business practices
pose no conflicts with our ethical policy If they de,
finance 1s declined In 2007, of the 348 finance
opportunities assessed by our Ethical Policy Unit, 32
were found to be in conflict and therefore turned away

As reported 1n our latest Ethical Consumernism Repart,
UK consumers are increasingly taking ethical and
envirgnmental considerations into account when
choosing who to spend their money with To better
reward ethical purchasing, we faunched think, a
credit card that offers a lower rate of interest for
purchases from designated ethical partners, alongside
a package of addit:onat reforestation features



greener.

2007 saw us extending our commitment to
microfinance — the means by which low-value loans
arg offered to some of world's warking poor

We have pledged £25 millien to support the
development of small businesses i some of the
world's poorest countries

Concern for the community

As one of the seven co-operative principles, 'concern
for the community’ 1s at the core of CFS’ approach
As part of The Co-operative Group, our work In this
field 1s far-reaching, covering five key areas climate
change, sccial nclusion, tackiing cnme, food ethics
and modern co-operation

CFS measures its support for the community using
the London Benrchmarking Group (LBG) model, which
guantfies both cash and m-kind donations I 2007,
CFS contributed a total of £3 4m to chantable causes
(2006 £3 7m), the equivalent of 2 2% of pre-tax profit

As part of this, we provided £44,000 to help community
groups across the country, via the Bank's unique
Customer Donation Fund This fund enables regular
donations to be made to customers of our Community
Directplus account — a dedicated bank account for
community organisations, chanties and social groups

49 local organisations benefited i 2007, including an
organisation that promotes art by children with
autism, and a volunteer run scheme that restores old
hand-toals, before forwarding them worldw:de Since
the scheme was ‘aunched 1n 2003, 1t has prowded
over £140,000 to 170 groups

Our piongering work with prisoners continued
throughout 2007 The pilot project with Forest Bank
pnisen provides soon-to-be-refeased prisoners with
basic bank accounts, an often wital requirement of
halcing down a job or secuning accommodatien —
factors seen as key to the reduchion of re-offending

In addition, we are also working with the charity
Credit Action to provide financial education to
pnsoners By the close of 2007, Newcastle College
had successfully delivered the pilot course 1o six
pnsons Following positive feedback, the course 1S
now being developed further and 1t 1s planned to roll
it out to other prisons n 2008

CFS has partnered with Liverpool John Moores
University on a naw academic programme, aimed at
deepening partictpants’ understanding of poverty,
over indebtedness and financial exclusion The
Certificate of Professional Development in Promoting
Financia! Inciusion in Low Income Communities will
offer a staff development opportunity for youth and
community workers, health wsitors and others who
work with young people and adults n low ncome
communities The module will cover a range of
nitiatives within the Government, community and
voluntary sectors and financial services industry

We continue to be the targest provider of banking
services 1o the credit union sector, providing {acilities
to over 60% of the British movement Following our
work with the Association of British Credit Unions, a
number of credit umons are now able to offer banking
services (including a debit card, ATM withdrawals,
direct debits and standing orders} to their members,
the Bark providing behind the scenes service and
administration Development of the credit umon
current account was seen as a step change in credit
unions' ability to address financial inclusion and an
average of 120 of these accounts were being opened
every week by the close of 2007

Ethics drives our businessat

a grass roots level.




Qur commitment to the community has always
extended beyond financial support Employees are
encouraged to take advantage of various volunteering
opportunities, whether it be a team challenge, such
as creating 2 community garden, or an individual one,
such as mentoring a young persen in 2007, 610

CFS employees registered that they had taken part

i volunteenng activities n work time, altogether
contributing a total of 5,681 hours

Environment

The responsible management of energy, waste,
transport, chemicals and bsodiversity impacts are key
to the Bank’s vision of a more sustanable future
Climate change is clearly a drving imperative and our
work to tackle this has focused on energy saving,
carbon offsetiing, the provision of finance and
renewable energy consumption and generation

CFS led the switch to green energy back in 1988,
and currently sources virtually all of the husiness'
electricity from good quality renewable sources, such
as wind and water CFS 15 also involved with directly
creating renewable energy, having developed the UK's
largest solar project at The Co-operative Insurance's
head office As a result, our greenhouse gas
emissions have dropped by more than 70% aganst a
2002 baselne

Where we have unavoidable greenhouse gas emissions,
CFS uses Climate Care to offset them through the
delivery of renewable energy, energy efficiency and

rainforest projects in the developing world As of
2007, an additional 10% s also offset, in order to
aceount for legacy 1ssues The Bank has been
pioneenng carbon ofiset schemes since 2000, and
has already donated almost £1 5m to combat climate
change on behalf of our mortgage customers

Throughout 2006 and 2007, we joined forces with
Friends of the Earth te campaign on the theme of
climate change, as part of the Customers Who Care
campaign This call to action saw more than 22,000
customers lobby ther MP on the Ciimate Change Bill,
and monies totalling £290,000 distnibuted to nine
¢hmate change chanties

CFS' commitment to combating climate change
was one of the contributory factors thai saw The
Co-operative Group being declared outright winner at
the Renewable Energy Association’s 2007 Awards
This Pioneer Award 1 presented 1o the UK organisation
from outside the renewable industry that 1s most
judged to have embraced the use of renewables and
contributed most to the industry’s development The
Co-operative Group was also awarded top prize at
Business Commitment to the Environment's
Environmental Leadership Awards 2007, with the
Bank praised by judges for the incorporation of
carbon offset features into mortgage products

Further details of how the Bank 15 progressing in
regard to corporate responsibility 1ssues can be found
in the Group's annual Sustanability Report



Wellbeing
health and safet

CFS wants to ‘make work a better place to be’ for

all our colleagues and in 2007 responsibiliy for
occupational health and safety management became
a part of our Wellbeing function within the Human
Resources Dmision We beheve that achieving
excellent standards of colleague health and satety
goes beyond just legal comphance and thai gur
co-operative ethics clearly reguire us to protect
everyone affected by our operations from harm

Our new wellbeing-led and people-focused approach
to occupational health and safety will be innovaiive
and effective, aimed at engaging all colleagues
across all our business areas to meet their
responsibiities to work safely and allowing CFS to
gan full benefit from the commercial advantages
that this wll create

Busines

As part of our wider nisk management process,
effective business continuity planning ensures that
the interests of customers, employees and other
stakeholders are protected by mivimising the nsk of
disruption to critical business operations caused'by
unplanned events Busingss continuity management
continues to ensure that the nsks of such incidents
are reduced through appropriate resiience measures
and, should the worst happen, that we have
procedures in place to minimise unwanted impacts
and to direct our response

We continue to develop and maintain our occupational
health and safety policies and protocols, in lrzison
with our Trade Union colleaguies Where synergies
exist, we are working with collsagues in the wider
co-operative businesses 1o ensure we take full
advantage of economies of scale and use resources
wisely to both precure services and equipment and
develop joint iInmatives

Together with the more specific accupational health
and safety inputs above, our Wellbeing activities
include bringing a vaniety of new nitiatives and
events into CFS workplaces, which are aimed at
health promotion and Lifestyle enhancement Our

in house gym and wellbeing suite 1s available to all
colleagues, and locations away irom the Manchester
hub are benefiting from increasing access to both

physiotherapy and alternative therapies All CFS
colleagues have 24/7 access to a third-party
Employee Assistance Programme We will continue to
develop and improve cur Wellbeing provision through
2008 and beyond

continuity

The Bank 1s covered by the CFS Business Continuity
Policy and in 2007 this Policy was revised i ine with
best practice and organisational changes The
Executive approved an extended pool of senior
managers to jon the CFS Crists Management Team
Members attended training sessions culmmating in
the team undertaking a scenano exercise to test our
preparedness in the event of 2 major operational
disruption The Incident Response teams located at
the major occupancies were also tested and continued
to show an improvement in thewr capability A revised
Business Impact Analysis — the methed te confirm
CFS' ey processes during a major incident and ther
refated systems — was completed by the business

In 2008 the data collated from the Business Impact
Analysis will be used 10 ensure our capacity
regquirements are met A working group of cross-CFS
business areas are reviewing our Pandemic infiuenza
contingency plans Building on the scenario exercises
in 2007 Incident Response teams and the Crisis
Management Team will undertake more stretching
exercises and we wili continue to assess our plans
and arrangements against tndestry best practice

Fal
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Non-Exscutive Directors

Graham Bennett

Bob Burlton

Simon Butler

David Davies

Paul Hewitt

Terry Morton

Rabert Newton

Kathryn Smnth

Graham Stow

Len Wardle

Martyn Wates

Stephen Watts

Piers Williamson

Age 57 Charr of The Co-operative Bank p | ¢ Occupation ~ Chief Executive Officer and Secretary, Southern Co-operatives Non-Executive
Director of Co-operatve Group Limited, Co-operatwe Financial Services Limied, Co-operative Insurance Society Limited and CIS General
Insurance Limited First appointed to the Bank Board in 1983

Age 59 Occupation — Strategic Projects Executive, The Midcounties Co-operative Charr of Co-operatve Financial Services Limited Non-
Executive Drrector of Co-operative Insurance Society Lim:ted and CIS Genera! Insurance Lanited First appointed to the Bank Board in 2004

Age 53 Occupation — Photographer Member of the Co-operative Group Central & Eastern Regional Board Chair of Co-operative Insurance
Saciety Limited and CIS General Insurance Limited Non-Executive Director of Co-operative Group Limited, Co-operative Financial Services
Limited, Co-operative Insurance Saciety Limited and CIS General insurance Limited First appointed to the Bank Board in 2003

Age 60 Senior Independent Director Occupation — Independent Professional Non-Executive Director Holds this position on the Boards of
Co-operative Financial Services Limited, Co-operative Insurance Society Limited and CIS General Insurance Limited He: 1s Chairman of Sun
Life Assurance Company ¢f Canada (UK Limited and Hermes Fund Managers [imited First appointed to the Bank Board in 2003

Age 52 Occupation — Professional Non-Executive Drrector Holds this position on the Boards of Co-operative Financial Services Limited,
Co-operative Insurance Society Limited, CIS General Insurance Limited and a number of organisations not cannected with the Ca-operative
Groug Previously deputy Chief Executive of Co-operative Group Limited First appointed to the Bank Board in 2003

Age 62 Occupation — Managing Secretary, Durham Alliance for Community Care Charr of Co-operative Group North Eastern & Cumbnan
Regional Board Nan-Executve Director of Co-operative Group Limsted, Co-operative Financial Services Limited, Co-operative insurance Society
Limited and CIS Generat Insurance Limited First appointed to the Bank Board in 2006

Age 58 Occupation — Indepandent Professional Non-Executive Director Holds this postion on the Board of Co-operative Financial Services
Limited, Co-operative Insurance Society Limited and CIS Generat Insurance Limtted First appamted to the Bank Board in 2007

Age 48 Occupation - Public Relations Consultant Member of the Co-operative Group South East Regional Bard Non-Executive Director of
Co-operative Group Limited, Co-operatve Financial Services Limited, Co-operative Insurance Society Limited and CIS General Insurance
Limited First appointed to the Bank Board in 2001

Age 63 Occupation — Independent Prafessional Non-Executive Director Hatds this position on the Boards of Co-operative Fnancial Services
Limited, Co-eperative Insurance Society Limited and €IS General Insurance Limited Chair of the Audit & Regulatory Compliance Committee
and a member of the Ce-operative Group Food Retall Board Previousty Group Chief Executive of Britannia Building Socety from 1989 until
2003 Fuirst appointed to the Bank Board in 2003

Age 63 Occupation —University Fellow Member of the Co-operative Group South East Regianal Board Chayr of Co-operative Group Limited
Non-Executve Director of Co-operative Financial Services Limited, Co-operative Insurance Society Limited and CIS General Insurance
bimited First appointed to the Bank Board in 2006

Age 41 Occupation — Chief Financial Officer, Co-operatve Group Non-Executive Director of Co-operative Financial Services Limited,
Co-operate Insurance Saciety Limited and CIS General insurance Limited First appointed to the Bank Board in 2007

Age 56 Occupation — Business Studies Lecturer Member of the Co-operatve Group Centraf & Eastern Regional Board Non-Executive
Director of Co-operative Group Limited, Co-operative Financial Services Limited, Co-operative Insurance Scciety Limited and CIS General
Insurance Limited First appointed to the Bank Board in 2006

Age46 Occupation—Chief Executive, The Housing Finance Gorporation independent Professional Non-Executive Director Helds this position an
the Boards of Co-operative Financial Services Limited, Co-operative Insurance Society Limited and CIS General Insurance Limited First
appointed to the Bank Board in 2005

Exetutive Irectors

David Anderson

Stephan Pater

Age 52 Chief Executive Also Chief Executive of Co-operative Financial Services Limited, Co-operative Insurance Society Limited and CES
Generai Insurance Limited First appointed to the Bank Board in 2005

Age 56 Executve Director, CFS Chiet Operating Officer Also Executive Divector of Go-operative Financial Services Limited, Co-operative
Insurance Society Limited and CIS General Insurance Limited First appointed o the Bank Board in 2006

John Reizenstein Age 51 Chief Financial Officer during the year Also Executive Director of Co-operative Financial Services Limited, Co-operative Insurance

Society Limted and €IS General Insurance Limited First appointed to the Bank Board in 2004
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Report of the Board of Directors

The Duectors submit their report, together with the audited financial statements, for the year ended 12 Janvary 2008

Business review

A review of the development and performance of the Bank and its operating subsidianes during the financial year and any significant events since the year end are
set out on pages 8 to 14 The pnncipal nisks and uncertainties facing the Bank are set out in the risk management section on pages 50 to 68 The Bank's key
financial and non-financial perfarmance indicators are described on pages 15 to 16 Note 32 of the financial statements prowides details of the Bank's principal
subsidiaries and the nature of each organisation’s business

Principal activities
The Bank and its subsidiary undertakings provide an extensive range of banking and financial services in the United Kingdom

Outlets
At 12 January 2008 the Bank had 121 outlets (2006 116 outlets)

Changes fo the Board:

The names of the present members of the Board and their biographies and details of length of service are set out on page 24 Robert Newton was appointed to the
Board with effect from 1 August 2007 and Martyn Wates was appointed on 21 November 2007 Tony Lancaster resigned from the Board on 13 June 2007, Martin
Beaumoent resigned on 31 July 2007 and Craig Shannon resigned on 20 August 2007

Re-appointment of Directers

In accordance with the Articles of Association, Terry Morton, LenWardle and Stephen Watts retire by rotation and, being eligiie, oifer themselves for re election None
of the Diwectors offering themselves for re-gfection have service contracts with the Bank or any of 1ts subsidiary undentakings which has a duration of more than one
year All Directors up for re-appointment continue to demonstrate commstment to their roles (see schedule of attendance on page 30} The Notice for the Annual
General Meeting at which the re-efection of Directors will be proposed can be found on page 93

Results and dividends

The profit befare taxation and significant itiems was £49.1 millien (2006 £75 1 million), a decrease of £26 million on 2006 The profit attributable to the ordinary
shareholders amounted to €3.2 million A dwidend of £9 0 millon was paid on 31 May 2007 No intenm dividend was declared during 2007 The Directors
recommend that there will not be a final dividend payment on 30 May 2008

Birectors and their interests
No Director had a material interest at any ime duning the year i any contract of significance, other than a service contract, with the Bank or any of 11s
subsidiary undertakings

No Director had a beneficial mterest in any shares in the group or in Co-operative Group Linuited (formerly Co-operative Group (CWS) Limited), which s the ultimate
holding organisation, or in any gther entity controlled by the Co-operative Group

There have been no changes in the Directors’ shareholdings between the end of the financial year and 3 April 2008

Employees

The Bank and its subsidiary undertakings employed 4,071 persens at 12 January 2008 (2006 4,163) The weekly average number of persons was 4,281 (2006
4,234) and thewr aggregate remuneration, before sigmificant items, for the year was £111.1 mullion {2006 £109 6 million) The Bank, as part of CFS operates
learning and development initiatives across the organisation as part of a contnuous improvement programme, supporting Its approach to performance
management, personal development, tafent and succession planning

CFS, in Bank erentated actwities, continues to consult and communicate with staff on customer, organisation and business performance 1ssues, using staff
publications, surveys, conferences, videos and both informal and formal consultasions with Amicus, which continues to be fully involved where organisational
change and other issues affect staff The Bank has been acknowledged as an Investor in People’ company i the UK

Diversity

The Bank, as part of Co-operative Financial Services, welcomes diversity and actively promotes a policy and practice of equality of opportunsty in emplayment for all
employees, regardess of sex, gender reassignment, mantal status, sexual orientabion, calour, race and nationality, national or ethnic origin, rehgion or creed,
disability, responsibility for dependants, age, membership or non membership of a trade union or political affiliation

Employees vnth disahilities

The Bank 13 a member of the Employers’ Forum on Disability, which prowides advice and guidance on the employmenit of people wath disabiliies The Bank is a
holder of the ‘Posttive about Disabled People” symbol, a recognition given by Jobcentre Plus to employers who have agreed to meet five commitments regasding the
recruitment, employment, retention and career development of disabled people The Bank has an Equal Opportunities Policy, which inciudes prowisions to consider
employment apphcations from people with disabilities and to match vacancies with an indivdual’s paricular aptitudes and abilities Further guidance and
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information for employees on disabiity 1ssues 1s avallable through Human Resources and on the employees intranet The Bank recogruses its responsitility for
making ‘reasonable adjustments’ for new employees with disabilities and for those Individuals who develop disabilities whulst in employment

Corporate responsibility and the environment
The Bank's corporate respensibility actvities are outhned on pages 18 to 20 In addition, the CFS Sustainabiity Report, which will be pubtished towards the latter half of
the 2008 financral year, desciibes how CFS, Co-operative Insurance and the Bank manage their social, ethical and environmental impacts

Political and charstable donations

Dufing the year, the Bank and Its subsiciaries made donations {which excludes affiuty card payments) of £0.3 million {2006 £05 million) to United Kingdom
chantable organisations In addition payments of £0.2 mullion were charged by Co-operaive Group but funded by CFS on behalf of Bank customers, as pari of the Bank’s
Customers Who Care campaigns [n 2006 simifar donations were made directly by the bank and are included in the £0 5 million as stated above Additonal costs associated
with the Bank’s communuty iavolverment are provided within the CFS Sustainability Report 1tis the Bank's policy that no donations are made for political purposes

Market value of fand and bulldinys

Freehold and leasehold Jand and bulldings held by the Bank are held on the balance sheet at historic cost and have not been revalued '

Supplier payment policy and practice

During the year the Bank ceased to pay supphers directly as all supplies and services are now sourced through CFS Management Services Limited, a fellow
substdiary of the CFS Group A management charge IS payab'e to cover the cost of these services Consequently at 12 January 2008 the Bank had no purchases
outstanding (2006 16 days), based on the average daily amount invoiced by suppliers duging the financial year

Statement of Directors’ responsibiiities in respect of the Direetors’ Report and the financial statements

The Directors are responstble for preparing the Directors’ Report and the financial statements in accordance with applicable law and regufations Company law
requires the Directors to prepare financial statements for each financial year Under that law they have elected to prepare the financial siatements in accordance
with IFRSs as adopted by the EU

The financtal statements are required Dy law to present fairly the financial pesition and the performance of the Bank and the Group, the Companies Act 1985
provides mn relation to such financial statements that references in the relevant part of that Act to financial statements giving a true and fair view are references to
their achieving a far presentation

In preparing these financial statements, the Directors are required to

* select suitable accounting policies and then apply them consistently,

¢ make judgements and estimates that are reasonable and prudent,

« state whether they have been prepared in accordance with (FRSs as adopted by the EU, and

« prepare the financial statements on the geing cancern basis unless It Is nappropriate to presume that the Company and the Group will continue in business The
Directors statement with respect to going concern 1s included on page 33

Under applicable law, the Directors are also responsible for preparing a Directors’ Report and a Corporate Governance Statement, that comply with the law and
those regulations

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the financial position of the Bank and the
Group and enable them to ensure that therr financial statemenis comply with the Companies Act 1885 They have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the Bank and the Group and to prevent and detect fraud and other irregulanties

Under applicable law and regulations, the Directors are also responsible for preparing a Directors Report, Directors’ Remuneration Report and Corporate Governance
Statement that comply with that law and these regulations

The dwectors are responsible for the maintenance and integrity of the corporate and financial Information included on the company's website Legistation in the UK
governing the preparation and dissemination of financial statements may differ from legislation in other urisdictions

So far as the directors are aware, there 1S no relevant audit information of which the Bank's auditors are unaware, and the directors have taken all steps that they ought
to have taken as directors in order to make themselves aware of any relevant audit information and to establish that the Bank’s auditors are aware of that information

Auditor
In accordance with Section 385 of the Companies Act 1985, a resolution for the re-appotntment of KPMG Audit Plc as auditor of the Bank and & resolution to
authorise the Directors to fix thexr remuneration are to be proposed at the next Annual General Meeting

By Order of the Board @Lﬂb

Morra Lees, Secretary
3 April 2008
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UK Combined Code on Corporate Governance

For the year ended 12 January 2008 the Bank complied with the principles and provisions of the Combined Code on Corporate Governance appropriate 1o the
structure of the Bank and its parent organisation Co-operative Financial Services Limited (CFS) and Co-operative Group Limited (the Co-operative Group), with the
exception of the areas noted throughout the Corporate Governance Report

Responsimiity of the Bank Board

The Directors are committed to leading and controlling the Company effectively The Board 1s responsible for the success of the Company within a framework of
controls, which enables risk to be assessed and managed it 15 responsible for setting strategy, mantaning the policy and decision making framework in which this
strategy 15 implemented, ensunng that the necessary financial and human resources are in place to meet strategic ams, manitoring performance agaimst key
financial and non-financial Indicators, overseeing the system of nsk management and for setting values and standards in governance matters

The responsibility of the Bank Board 1s to direct the business of the Company, and in particular to

* ensure that the Company’s affairs are conducted and managed in accordance with its Memorandum and Articles, and the best interests of its stakeholders
within the ethics and values of co-operatve principles,

agree objectives, policies and strategies and monitor executive management,

determine the vision and strategy of the Company in consultation with the Chief Executive and the Executive,

approve the annual budget and business plan,

approve the reported financtal statements and dvidends,

monitor, through varous Committees, the key significant risks facing the Company,

establish Board Committees, and

approve the delegated financeal authonities

The Board manages these matters at its reqular Board and strategy meetings and details of attendance are noted on page 30 It has met eleven times in 2007 The
Board 1s scheduled to meet for eleven Board meetings and two strategy meetings in 2008

Board halance and independence
The Board currently comprises thirteen Non-Executive Directors and three Executive Directors

The Board has appointed four independent Professional Non-Executive Directors as defined under the Combined Code Dawd Davies, Robert Newton, Piers
Williamson and Graham Stow On 23 February 2005, the Board appointed David Davies to be the Senior Independent Director

The Code requires at least half of the Board, excluding the Char, to be independent non-executive directors In accordance with the Code, it is for the Board to
consider whether a Director 1s independent In character and judgement and whether there are any relationships or circumstances which are likely to affect, or could
appear to affect, the Dwrector's judgement The Board has conctuded that, Jooking across the wider Co-operative Group, Co-operative Group Regional Directors
{unless employees within the last five years) should be defined as independent while those representing corporate members of the Co-operative Group could not be
50 categonised in the Co-operative context This was because the latter represented significant 'sharehelders’ with material business relationships Throughout the
year the Bank Board met those code requirements on the ndependence of Directors

With the exception of Graham Bennett and Bob Burlton, who represent corporate members of the Co-operative Group, Marin Beaumont who, until his resignation
{rom the Board on 31 July 2007, was Chief Executive of the Co-operative Group Martyn Wates, appointed on 13 November 2007 and who holds an execuiive
appointment in the Co-operative Group, and Paut Hewitt who was unti! 28 July 2007, Deputy Chief Exectstive of the Co-operatrve Group, the Board has determined
the remaining frve Non-Executive Directors $iman Butler, Terry Morton, Kathryn Smith, Len Wardle and Stephen Watts, being Regional Directors of the Co-operative
Group, to be Independent Together with the Independent Professional Non-Executive Directors, the balance of the Board meets with the Code's requirements The
Board believes that all the Non-Executive Directors have considerable experence and make valuable contributions to the eperation of the Bank

The Board Non-Executive Directors constructively challenge and help develop proposals on strategy and bring strong, independent judgement, knowledge, and
gxpenence to the Board's deliberations The Non-Executive Directors are of sufficient calibre and number that their views carry significant weight in the Board's
decision making

The composition of the Boards of CFS, the Bank, CIS and CISGIL (which collectively operate the financial services business of the Co-operative Group} have been
organised so that there 18 common membership of each CFS does not comply with the Combined Code pringipte that all directors should be subritted for re-
election at regular ntervals and that no non-executve director should serve a term of greater than nine years This 15 1n part due to the method of appointing
directors by the Co-operative Group However, Board composition, and the process for refreshing i1, 1s under review currently
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Board procedures
Board and Committee papers are distributed at least one week in advance of meetings This provides the opportunity for Directors to prepare fully for meetings The

minutes of all meetings are circulated to all Directors
There 1s regular communication between the Directors, the Charr and the Secretary between meetings

When a Director 15 unable to attend Board or Cominittee meetings, 1ssues can be refayed in advance to the refevant Chair Written questions for management on
papers are encouraged from Directors between meetings A roling schedule of matters ansing from Board and Commuttee meetings are followed through

The Roles of the Chair and Chief Executive
The division of responsibiliies between the Char of the Board and the Chiet Executive 1s clearly defined and has heen approved by the Bank Board

The Chamr s a Non-Executve Director He leads the Board in the determination of its strategy and in the aghievement of 1ts objectives The Char is responsible for
organising the business of the Board, ensuning its effectiveness and setting 1ts agenda He has no nvelvement in the running of the day-to-day business of the Bank
The Charr facilitates the effective contribution of Directors and constructive relations between the Executive and Non-Executive Directars, ensures Directors receive
accurate, imely and clear informaton and facilitates effective communication with shareholders

Details of the Chair's professional commutments are ncluded in the Chaxr's blography on page 24 The Board 1s satisfied that these respensibilities do not interfere
with the performance of the Chair's duties for the Company

The Chuef Executive has direct charge of the Bank on a day-to-day basis and 1s accountable to the Board for the financial and operational performance of the Bank

Acard Committees

With the agreement of the Financial Services Authonity {FSA), the Board has delegated certain responsibilities to the following Commuttees, all of which have written
terms of reference covering the authonty delegated ta it by the Board, copies of which are avaiiable from the Secretary on request Each of these Committees has a
role n overseeing the Company and its subsidiaries A provision of the Code 1s that the terms of reference for the remuneration committee and the audit committee
are available on the Company’s website

Remuneration and Appointments Committee

The CFS Remuneration and Appointments Committee meets as a joint Committee for CFS, CIS and the Bank The Committee currently comprises seven members
and 1s chaired by the CFS Chair, Bob Burlton Duning the year the Commttee also compnsed Mariin Beaumont {who resigned from the Board on 31 July 2007),
Graham Bennett, Simon Butler, Terry Morton, Kathryn Smith, apd Graham Stow ow.d  Len. wlosdde |

The Committee’s role in respect of the Executive and Executive Directors, 1 to determine remuneration and employment policy, oversee contractual arrangements,
review salaries, approve mcentive schemes and any payments made under such schemes and recommend appontments to the Board in respect of Directors, the
Committee makes recommendations to sharehalders in a General Meeting for decision The Committee 1S supported by the Co-operative Group Remuneration and
Appomtments Committes In ensunng consistency, where appropriate, across the wider Group The Commuttee 1s responsibie for overseeing succession planning 1t
uses external consultants for the appaintment of the Executive and Independent Professional Non-Executive Directors Directors are appointed by the Co-operative
Group The Commuttee met erght imes during 2007 and its report can be found on pages 34 to 38

The Combined Code prowides that all members of the remuneration commuttee should be independent non-executive directors and that a majoniy of members of the
nominaton committee shoutd be independent non-executive directors The CFS Remuneration and Appointments Committee fulfils the role of both these committees
The code aiso prowides that the Chair of the Board may be a member of the remuneration committee but not chair it unless he 15 considered independent on
appointment as Chairman Bob Burlton 1s not considered independent The arrangements for chawing the Remuneration and Appointments Committee are being
reviewed in 2008 as part of a wides review of board effectiveness

The Committee members are all Non-Executive Directors, one of whom 1s an Independent Professional Non-Executive Director They have no personal financial
nterests in the Committee’s decisions, and they have no mvolvement in the day-to-day business of the Bank or its subsidianies Bob Buriton and Graham Bennett ase
not considered 'independent’ based on the statement agreed by the Board Whilst the independence citeria provision, of the Code, for a remuneration comemittee 1S
nat met, a majority of the members of the Remuneration and Appomtments Committee are independent and «t 1 felt that the Committee has a sufficient level of
Independence to discharge its duties

Board Standing Commities

The Board Standing Committee allows the consideration of urgent Bank business between meetings of the Bank Board The Committee meets on an ad hoc basis
and did not meet in 2007 The Committee comprises the Charr, the Chief Executive, together with four Nen-Executive Directors, to include the Charrs of CIS and CFS,
and the Senior Independent Director
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CFS Exposures Committee

The Committeg comprises seven members and 1s chared by the Bank Charr, Graham Bennett Durning the year the Committee comprised of Kathryn Smith, Stephen
Watts, Piers Williamson, Dawid Anderson, Kevin Blake (who 1s not a Board Director), Bryan Portman (who resigned from the Committee on 5 September 2007 and
was not a Board Director), and Martyn Wates {who was apponted by the Board on 21 November) Keith Alderson (Director of Corporate Banking} usually attends the
meetings by nwitation

The Committee met ten bmes duning the financial year The main responstbilities of the Committee are to

+ approve all Bank advances in excess of the delegated lending authonity of the Chief Executive,

review all decisions taken within the delegated authority of the Chief Exgcuive or any indvidual Executive by way of Noting Returns,

review and approve management actions on excess posibons on lending exposures, which exceed the Chief Executive's discretion,

review and approve management actions on excess positions on investment exposures, which exceed the Chief Executive's discretion,

review and approve management actions on indwidual counterparty pesitions on the High Risk Exposures Return, where Credit Committee deterrmines that

these should be escalated,

= review and approve management actions on any other positions which the Credit Committee or the Heads of Risk and Capital Management determine should be
brought to ts attention, and

* review and approve any reports required to be scheduled as part of Board policies

CFS Audit & Regulatory Compliance Commitiee

The CFS Audit & Regulatary Compliance Committee meets as a jont commitiee for CFS, CIS, CISGIL and the Bank The Char of the Committee 1s Graham Stow, an
Independent Mon-Executive Director The other members of the Commitiee are Tony Lancaster (who retired from the Board on 13 June 2007}, Terry Morton, Kathryn
Smith, Len Wardle {whe refired from the Commitiee on 7 Nevember 2007), Robert Newton (who was appointed to the Committee on 5 September 2007), and Paul
Hewitt Paul Hewitt brings recent and relevant financial expenence

The Cemmittee met four times during the financial year The main responsibilities of the Committee are to

» review and discuss with management and auchtors the preliminary results, interim information and annual fmancral statements of the Bank and its subsidiaries
before submission to the Board,

* review, prior i its consideration by the Board, the external auditor's reports to the Directors and Management's response,

¢ receive reports on activities and note the minutes of the CFS Risk Management Comnttee,

consider any necessary disclosure smplications of the process that has been applied by the Boards to deal with matenial intermal control aspects of any

significant problems disclosed in the Financial Statements,

obtain assurance that the Bank and uts subsidiaries are compliant with relevant regulation,

review and discuss, with the CFS Director of Compliance, the issues wdentified as a result of compliance work and how management 1s addressing these issues,

monitor regulatory retationships, in particutar, with the Financial Services Authority,

feview co-ordination batween the nternal and external auditors and, where relevant, the risk management functions,

monitor and assess the role and effectiveness of the Internal Audit function, and

review the annual statements on internal control of the Bank and 1ts subsidiaries and their compliance with the Combined Code or subsequent corporate

governance guidance {as applicable) prior to consideratien by the Board, and in particular where reguested by the Board

Buring the year, the Committee has reviewed its awn effectiveness

CFS Risk [lanagement Committee

The CFS Risk Management Committee meels as a joint committee tor CFS, CIS, CISGIL, and the Bank The Chair of CIS, Simon Butler, chairs the Committee The
other members of the Commuttee are David Davies, Mike Fairbairn {who 1s not a Board Director), Paul Hewiit, John Reizenstein, Piers Willamson and Craig Shannon
(who was apponted to the Committee on 4 March 2007 and resigned from the Board on 20 August 2007) The Committee met seven times dunng the financial
year

The main responsibilities of the Commitige are

to review and challenge the impact assessment of the strategic plan on the nsk and capital piofile of the Bank and its constituent elements,

to review and challenge the nsk appetite process with a focus on the overall organisational view of nisk appetite,

to monitor compliance with board approved risk appetrie,

to approve mandates and portfolio imits in line with risk appetite, and monitor and review any breaches thereof,

to assess the robustess of ICAAP /ICAS processes,

to review and challenge the Bank Executive’s recommendabions on level of capital held in relation to how adequately i reflects the Bank's risk profile,
to review and challenge the adequacy of nsk management activibies across the Bank managed by the Bank's Executrve, including nsk mitigation,

to review and challenge the adequacy of the nisk management process and systems in aperation,

to sei standards for nsk management processes and techmques, and benchmark against industry best practice on a regular basis,

monitor ihe credit risk performance of new and exssting portfolios, aganst imits, and ensure any appropriate risk mitigation action or review of nisk policies or
limits 15 taken
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Attendance

The following table sets out the frequency of, and attendance at, the Board and Board Committee meetings for the periad under review by Directors

Directors
Number of meetings held

Graham Bennett
Martin Beaumont
Bob Burlton
Simon Butler
David Davies
Paul Hewitt

Tony Lancaster
Terry Marton™
Robert Newton
Kathryn Smith
Graham Stow”
Len Wardle
Martyn Wates
Stephen Watts
Piers Willlamson
David Anderson
Stephan Pater
John Reizenstein
Crasg Shannon

Directors
Number of meetings held

Grabam Bennett
Martin Beaumont
Bob Burlton
Simon Butter
Dawid Davies
Paul Hewitt

Tony Lancaster
Terry Morton*
Robert Newton
Kathryn Srruth
Graham Stow*
LenWardle
Martyn Wates
Stephen Watts
Piers Willamson
David Anderson
Stephan Pater
John Rerzensten
Craig Shannon

* Also members of the Co-operative Group Audit and Risk Committee

The Board Standing Committee did not meet in 2007

Main Board
1
gy
{7
10(11)
11(11)
11411}
10(11)
4(5)
11
3(4)
g(11)
11{11)
10011
22)
10(11)
10(11)
11(11)
10{11)
9(11)
Hn

CFS Remuneration and

Appointments Commuttes

8
78
209)
B(8)
78)
7(8—}
6(8)

)

CFS Audit & Regulatory
Compliance Committee

CFS Exposures
Committee
10

10{10)

CFS Risk Management
Committee

7

7(7)
5(7)
8(7)

The number In brackets indicates the total number of meetings the Direcior was eligible to attend dunng the year In the case of a Durector being unable to attend a
meeting, the Charr has recewed a satisfactory reason for thewr absence
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Provision of advice to Girectors
A number of external consultanis provide professional advice to the Boards of the constituent parts of the wider Co-operaive Group There 15 an agreed procedure
by which Directors may take independent professional advice at the Company's expense in furtherance of their duties

Directors and Officers’ Indemnity Insurance
The Bank maintains appropriate Directors’ and Officers” llability insurance cover, through the ultimate parent organisation, In respect of legal action aganst its
Directors and Officers The arrangements for this were reviewed duning the year

Professional development

On appointment, Directors undertake an induction programme designed to develop their knowledge and understanding of the Group The induction 1S appropniately
tailored to their expenence and background and includes an overview of the Bank and the wider Group, tegether with the role of the Board and the matters reserved
for its decision Directors also receve information en the principal Board and management committees, and the powers delegated to those commitiees, the Bank's
corporate governance practices and procedures, including the powers reserved to the Executrve, and the latest financtal information Briefing sessions on the
strategy and performance of the Bank’s core business areas are also hefd with key members of the Executwe

A Board trarung programme exists which ensures that Directors are regularly updated on the Bank's business, the competitive and regulatory environments in
which it operates, corporate social responsiility matters and other changes affecting the Bank and the industries in which it operates

Performance evaluation

The Combined Code requires the Board to undertake a formal and ngorous annual evaluation of 1ts own performance and that of its Committees and indmdual
Directors At the present time the Board collectvely evaluates its performance, effectiveness, and commitment The most recent process of annual evaluation
started on 21 November and the analysis was reported to the Board in February 2008

The Secretary to the Board

The Secretary Is professionally qualified and 1s respansible for adwising the Board through the Charr en all governance matters The Directors have access 1o the
adwice and services of the Secretary The Bank's Articles of Association and the schedule of matters reserved to the Board for decision prowide that the appoiniment
and removal of the Secretary is a matter for the full Board

The Executive
It 15 the respensibility of the Executive to implement the strategic objectives as agreed by the Board The Executive, under the leadership of the Chief Executive 1s
responsible for the day to day management of the Company

From 15 January 20086, the Executive of the financial services Boards of CFS, CIS, CISGIL and the Bank were organised under a single Executive Management
{framework

Relations with shareholders

The Bank has two equity shareholders The majonity of shares are held by CFS, which 1 a wholly owned subsidiary of the Co-operative Group The remainder of the
shares are held by the Co-operative Group With effect from 15 January 2006, all the Directors of the CFS Board were appointed to the Bank Board ensuring a
common understanding of objecives

The Bank has approximately 2,500 preference shareholders The preference shares are fixed interest shares and are non-cumulative and rredeemable The
preference shareholders are entitied to attend the Annual General Meeting but the shares only carry speaking or voting rights if and when the dvidend has been in
arrears for six months of more, or if a resolution 1s o be proposed at the Annual General Meeting abrogating or varying any of thew respective nghts or privileges or
for the winding-up of the Bank or other return of capitat and then only en such resotution

Internal control

The Board has overall responsibility for the Bank’s system of internal controls which aim to safeguard the Company's assets, ensure that proper accounting records
are mantaned and that the financial information used within the business and for publication 1s accurate, reliable and fawrly presents the financial position of the
Bank and the results of Its business operations The Board 15 also responsible for reviewing the effectiveness of the system of internal controls This has been n
place for the year under review and up to the date of the approval of these financial statements and is regularly reviewed by the Board The system 1s designed to
provide reasonable assurance of effective operations and comphance with laws and regulations, aithough any system of internal contrals can only provide
reasonable, not absolute, assurance aganst matenal mis-statement or 10ss, and can only miigate rather that ehminate the risk of fatlure to achieve business
objectives

Since the publication in September 1999 by the Institute of Chartered Accountants in England and Wales of the Turnbull Repart, 'Internal Centrol Guidance for
Directors on the Combined Code” (revised by the Financiat Reporting Council in October 2005), the Directors have continued to review the effectiveness of the
Bank’s system of financial and non-financial controls, including operational and compliance controls, risk management and the Bank's high fevel internal control
amangements The Bank has adepted an internal control framework that contains the following key elements
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Controi environment

The Bank’s coniro! envirgnment 15 designed to create an attitude of taking acceptable business nsk within clearly defined imits The control environment includes

* anorgamsational structure with clear ines of responsibility, delegaton of authority and reporting requwements,

+ clearly defined palictes for capital and revenue expenditure Larger capital and revenue expenditure requires Board authonsation,

« comprehensive systems of financial reporting The annual budget and leng-term plan of the Bank and of each dwision are reviewed and approved by the Board
Results are reporied against budget and prior year The relevant Executives consider any significant changes and variances and remechal action 18 taken whera
appropriate,

» aCode of Business Conduct covenng relations with customers, shareholders, employees, suppliers, community and competitors,

= awhistieblowing policy and procedure which provides for any employee to repert, n confidence, suspected serious malpractice, and

* Internal Audit and Compliance functions that review the system of intarnal control

sk assessment

The Board and Executive management have the primary responsibility for identifying the key business risks facing the Company The Board has established Board
Committess and Executive Committees o administer a nsk management process which identifies the key nsks facing the business and reviews reports submitted to
those Comrruttees on how those nisks are being managed

Management has responsibility for identifying and evaluating significant risks and for destgning and operating suitable controls

Risks are documented in a risk reqister Each nisk 18 assigned 10 an appropnate manager who 1s responsible for ensuring that it 1s managed in accordance with the
Bank’s risk management process, which i kept under review to ensure that it accords with best practice and the evolving requirements of the FSA Risk
assessments are updated on a quarterly basis Significant nisks are reported to the appropnate Risk Management Committeg and CFS Audit & Regulatory
Compliance Committee

Contral procedures
The Bank's control procedures are designed to ensure complete and accurate accounting for financial transactions and to mii the potential exposure to loss of
assets or fraud

in a commitment to the robustness of 1ts nternal conteol environment, i 2007 the Board established Process Management Operational Rigour to focus on
improving processes and controls

Key accounting policies and procedures are documented Up to date manuals are mamtaned that cover the Bank's insurance procedures, employee policies and
procedures, Code of Business Conduct and information technology standards These manuals are issued to appropnate management who are trained in the
procedures

Information and commurnicahion

Communication takes place with all key stakeholders through a variety of media including the CFS Sustainahility Report Employees recewve and providg nformation
on strategy and objectives through therr reporting ines and a formai performance measurement process Newsletters, bulletins and electronic media communicate
other information

Monitoring
The operation of the system of internal control Is the responsibility of ine management It 15 subject to independent review by Internal Audit and, where appropriate,
by the Bank’s external auditor and external regulators

The CFS Audit & Regulatory Compliance Committee on behalf of the Board reviews the reports of the Bank on internat contral Full details of the operation of the
Committee can be found on page 29

A key part of the work of the Committee 15 an annual ‘letter of assurance’ process by which responsible managers confirm the adequacy of their systems of internal
financial and non-financiat controls, their comphiance with the Bank's policies (ncluding those relating to safety, health and the environment), lecal laws and
regulations (including the industry's regulatory requirements) and report any contral improvements required

The Directors review the system of intesnal controls and believe it complies with the Turnbull Report guidance
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External Audit

One of the duties of the CFS Audit & Requlatory Comphance Committee 15 to make recommendatons to the Co-operative Group Audit and Risk Commuiitee in relation
to the appomtment of the external auditor In 2003 the Co-operatve Group Board approved the re-appointment of KPMG Audit Pic as the external auditor following a
competitive tender exercise

Details of the amounts paid to the external auditors during the year for audit and other services are set out in note 2 on page 72

The Commuttee has put in place safeguards & ensure that the mdependence of the auditis not compromused including a policy on the conduct of non-atsdit services
from the external auditor The extemal auditor s permitted to provide some non audit services that are not, and ase not perceved to be, in conflict wath thear
independence The Co-operative Group Audit and Risk Committee recenves at each meeting a report providing details of assignments and related fees carried out by
the external auditor of the Bank in addition to therr statutery audit work The pre-approval of the Commuttee 1s required for services above certain thresholds
determined by the Committee

In addition, the following assignments are prohibited from being performed by the external auditor
bookkeeping or other services relatad to the accounting records or financial statements,
financial information systems design and implementation,

actuarial services,

tenal audit outsourcing services,

management functions or human resources, and

any other services that the Audit & Regulatory Comphance Committeg may datermine

The performance of the external auditor 1s regularly montored to ensure 1t meets the needs of the Bank and the resuits are reported to the Commitiee

Internal Andit

The Internal Audit function 1s an independent appraisal function, which derves its autharity from the Board through the CFS Audit & Regulatory Compliance
Committee Its pnmary role 1s to provide reasonable and objective assurance about the adequacy and effectiveness of the internal control framewark and nisk
management practises

Intermal Audlit seks to discharge the responsibilities set down In its charter by reviewing the processes which ensure that business nisks are effectvely managed,
reviewing the financial and operational controls which help to ensure that the Bank's assets are properly safeguarded from losses, including fraud, reviewing the
controls which help to ensure compliance with corporate abjectives, policies and procedures and external legislation and regulation, and on an ad hoc basis,
reviewing that value for money 1s oblaned

Internal Audt alse acts as a source of constructive advice and best practice, assisting semior management with its responsibility to improve the processes by which
business nisks are identified and managed and to report and adwise on the proper and effective use of resources

Internal Audit reports are submitted to the CFS Audit & Regulatery Comphiance Committee and significant 1ssues are reported fram that Committee to the
Co-operative Group Audit and Risk Committee

Statement on Goiag Concern

After making all appropriate enquines, the Directors have a reasonable expectation that the Bank has adequate resources to continue in operational existence for
the foreseeable future For this reason, they continue to adopt the going concern basis in preparing the Bank's financial statements
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Remuneration report
The Co-operative Bank {the Bank) uses, as a guideline for 1ts disclosure in relation to remuneration, e requirements applicable to Listed Companies, as set outin
the Directors’ Remuneration Repon Regulations 2002 {incorporaied into the Companies Act 1985)

The Bank Board comprises Non-Executive Directors including Independent Professional Non-Executive Directors, a Professional Non-Executive Director and
Executive Birectors appaintad by the Co-operative Group Board

This report provides details of the remuneration of both the Execuiive Directors and Non-Executive Directors
This report will be put o an adwisory vote of shareholders of the company at its Annual General Maeting, which will be held on 16 May 2008

introduction

The Remuneration Report is presented by the Board and contans the following information -

 adescription of the role of the CFS Remuneration and Appainiments Committee (the ‘Committee’), In respect of the Bank,

= asummary of the Bank's remuneratian pohicy, including a statement of policy on Executive Directors and Non-Executive Directors,

o detals of the terms of the Service Contracts and the remuneration of the Executve Directors and Non-Executive Directors for the 2007 financial year

The CFS Remuneration & Appointments Committee meets as a combined Commuttee for CFS and the Bank Its role 1s described below

Role of the Remuneration & Appomtments Commutiee

The Committee's principal terms of reference are to

e determine pelicy on remuneration and other main terms and conditions of employment,

s oversee contractual arrangements for the Executives and approve the prncipal terms and conditions of employment of such Executives,

o review remuneration USIng COMParisons against the agreed market policy for the Executive,

« approve any relevant mcentive schemes, and ensure that they are in line with current market practice, and authorise payments under any incentive schemes in
line with their rutes

The Co-operative Group Remuneration & Appontments Committee oversees these arrangements i respect of the Chief Executive

At the end of 2007, the Committge compr|sed€g§{l%|gmmfs The members are Bob Buriton as Char, together with Graham Bennett, Siman Butler, Terry Morton,
Kathryn Smuth ;nﬂ Graham Stow*Punng the year, Martin Beaumont (Deputy Char of CFS) served as a member until bus retirement from the Board on 31 July 2007
The Board believes that all members ¢f the Commuttee are independent for the purposes of seviewsng remunération matters The CFS Chief Execute and the
Human Resources Director also attended the meetings of the Committee, except when their own remuneration was being considered Other indvduals are invited
to attend for specific agenda tems when necessary The Commutiee works with the Co-operative Greup Remuneration & Appointments Committee in ensuning
consistency, where appropreate, across the wider Group

The Committee members are all Non-Executive Directors, one of whom 1s an Independent Professional Non-Executive Director They have no persanal financial interests in
the Committee’s decisions, and they have no involvement n the day-to-day business of the Bank The Committee met eight times in the period under review

To ensure that It recewves independent advice on remuneraton matters, the Committee retaned New Bridge Street Consultants LLP as s advisers duning 2007 to
provide advice solely on remunerabion matters New Bridge Street has supplied advice on remuneration survey data, market rends and pensions matters, including
incentive schemes Other than specialist advice In relation to remuneration matters, New Bridge Street does not provide ather services to the Bank Solicitors
Addleshaw Goddard were also retained to provide legal advice to the Commiitee with respect to Executive Dirgctors’ service contracts

Policy on Directors’ remuneration

Executive Directors

In determining the remuneraton policy for Exscutive Directors, the Committee has considered a number of factors including

« the mportance of attracting, retaining and motivating senior management of the appropriate calibre to further the succass of the Bank,
« the inking of reward to business and indwidual performance and the strengthening of co-operative values, and

+ ensuring that the interests of the Executive Directors are aligned with those of the Bank

The current policy 1s to pay Executive Directors, who also sit on the CFS Board, base salanes around e market median, when compared with other organmisations of
comparable size and complexdy, and also organisations in the same business sector The Committee supports the panciple of performance-related pay and
operates an annual incentive plan and a lang term ncentive plan but does not consider it appropnate to follow the quantum available n PLCs Accordingly, the
amounts payable under these plans are tower than in comparable PLCs

The Committee considers that a successful remuneration policy needs to be sufficiently flexible to take account of future changes in the Bank's business
environment, and in comparative remuneration practice Accordingly, the Committee keeps the Bank's remuneration policy under review
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The main components of Executive trectors’ remuneration are.

1) Basic Salary

It 1s the Cemmittee’s polcy to ensure that the hasic safary for each Executive Director 1S appropriate and competitive for the responsibilites involved Basic salaries
for Executve Directors are reviewed by the Committee, normally annually, having regard to competitive market practice (in parbicutar, salary levels for similar
positions in comparable companies}, business and indwdual performance during the financial year The normal salary review date for Executive Directors 1s at the
start of each financia! year in January Basic safary 15 the only element of remuneration that 15 pensionable Salanes received by Executive Directors during the
financial year are set outin Table 1 on page 37

2} Annual Incentive Pian

Each Executive Director 1s eligible to paricipate 1n an annual performance related incentive plan The Committee reviews and sets incentve targets and levels of
eligibility annually The target level under the plan for the 2007 financial year was 35% of base safary for Executive Directors, ncluding the Chief Executive Under
the incentive plan the maximum potential for Directors (including the Chuef Executive) s 60% of base salary for substantially exceeding targets These percentages
rematn unchanged for the 2008 pfan

For Executive Dhrectors, targets in the bonus year 2007 (paid 2008), are constructed so that 75% of any payout relates to financial measures, these being Total
Shareholder Result, Life & Savings New Business Profit {NBP) and bife & Savings Maintenance Expenses, with the remaining 25% being based on colleague and
customer satisfaction

For the CFS Chief Executive, the ratio was 90% against CFS perfermance, and 10% based on wider Co-operative Group mitiatives for the whole of 2007 For the
Chief Information Officer for CFS and Co-operative Group, two thirds of the payment was weighted towards CFS performance, with the remaining third relating to
Group performance, up to the merger of Co-operative Group and United Co-operatives on 28 July 2007 Following the merger, the Chief Information Officer's annual
incentive plan 1s based only on CFS performance

For 2008, the same arrangements will apply for the CFS Chief Executive's bonus, however, the Chief Infarmation Officer’s bonus wall be based 100% on CFS
performance

The payments for the annual incentive ptan in respect of the year 2007 are reflected in Table 1 within *Performance Related Pay '

3} Long Term Incentive Plan

A medim term incentive plan was initially stroduced in 2003 for Executive Direciors of the Bank in order to align their objectives with the longer-term nterests of
the business The plan sets targets across a three-year penod Performance against these targets I1s reviewed by the Committee on an annual basis Annual profit
performance must be at or above ‘Threshold” level for payment to be made The third three-year period of operation of the plan was 2005-2007 with potential
payment i 2008 The target annualised payment leve! under the plan for Executive Dwectors, including the Chief Executive, for that three-year perod (and
subsequent years) 15 28% of basic salary with a stretch level of 42% of basic salary for substantially out-performing targeis

Followng areview of ncentives, this medium term incentive plan 1s being phased out with the plans that have started, ie 2006-2008 and 2007-2009, continung for
therr three-year term being replaced by a new fong term incentive plan from the start of 2008

The review of incentives, led by New Bndge Street, resulted in a new long term incentive plan for 2008 and beyond being approved The plan will be measured on
the achievement of Financial Performance targets together with a Balanced Scorecard, i customer satisfaction, growing colleague engagement, membership and
corporate reputation, over a fixed three-year period starting 2008-2010 with potentia! payment in 2011 For Executive Oirectors, the threshold payment level,
subject to perfermance conditions being met, 15 16 7% of basic safary, with a maamum payment of up to 50% of salary for substantially exceeding targets It is
envisaged that equivalent awards wil be made annually thereafter

The payments for the Medium Term incentive Plan are reflected m Table 1 within ‘Performance Related Pay ’

4} Service Agreements

It 15 the Bank's poltcy for the notice period in Executive Directors’ Service Contracts not to exceed one year Executive Drrectors have consistent contracts that are
termmable by up to one year's notice by the organisation and s months’ notice by the indwidual In the event of termination, any payments due to an Executve
Director would be based on this The Remuneration & Agpointments Committes may make a discretionary award of outstanding bonus payments earned up to the
date of termination of employment

All the Bank Executive Directors had similar contracts during 2007 The dates of existing contracts or dates of appomtment are shown in Table 1

In normal circumstances, it 1s the Commitiee’s policy to apply service contracts for any newly recruted Executive Directors n a swnilar form to the model that has
been developed for existing Executive Directors
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5) Share Options
Senicr exacutives of mest companies get a payout under an executive share option scheme Because of the co-operative nature of the business it s not appropriate

to operate a share option scheme

€) Non-Executive Directorships
The Committee has determined that Executive Dhrectors may accept one Non-Executive directorship, or similar, with an external organisation behieving that this
represents an Important epportunity for professional development Any fees received from such a role will normally be paid to the Bank, CFS or Co-operative Group

At this time, none of the Executives hold any Non-Executive Directorships with companies outside af the Co-operative Group

7} Pensions

The Financial Services businesses participate in the Co-operatve Group Pension (Average Career Earnings) Scheme (the PACE Scheme), which Is a defined beneht
pension scheme available to all employees The PACE Scheme, whish 1§ a registered accupational pension scheme, provides pensions based on 1/60th of average
pengionable earnings, re-valued for nflation for each year of pensionable service from 6 April 2006 Accrued benefits as at 5 Apnl 2006 continue to be inked to final
pensionable salary at a member’s date of leaving or retirement, whichever s earlier Pensions are also payable to dependants on death and a lump sum s payable f
death occurs in service

Members of the PACE Scheme currently contribute 6% of their pensionable salary towards the costof providing pension henefits with the employer paying the balance
Executive Directors have the faciity of apting out of future pension accrual under the PACE Scheme when the value of thewr accrued pension benefits reaches the
ifetime allowance under the tax rules In favour of a non-pensionable salary supplement of 16% of basic sakary i lieu of pension provision John Reizenstein had
previously opted out of the PACE Scheme on this basis and 1s entitled to a deferred pension He recemves a salary supplement of 16% of basic salary

David Anderson and Stephan Pater have previously elected not to join the PACE Scheme and were each paid a salary supplement of 16% of basic salary Craig
Shannen contributed to the PACE Scheme until he left the Scheme on 28 July 2007 when he became entitled to a deferred pensian

Supplementary ife cover 1s provided to Execuitive Directors in order to provide total life cover of 4 x salary when aggregated with benefits from the PACE Scheme
Additional details are available in Table 2

Ron-Executive Directors

All the Non-Executive Directors are appointed, and their Directors' fees are determined and paid, by Co-operative Group [n October 2007, Co-operative Group
appraved a fee of £100,000 per annum for the CFS Chair (Bob Burlton) with effect from October 2007 and an additional payment of £10,000 per annum 1o the

Chair of the CFS Audit & Risk Committee (Graham Stow) with effect from November 2007 Details of the Directors’ fees are shown in Table 3

Paui Hewtt became a Professional Non-Executive Director on 29 July 2007 having previously been an Executive Director by virtue of s former position as Deputy
Chief Executive of Co-operative Group

The Bank Board includes four Independent Professional Non-Executive Directors, who are

« David Davies was appointed to the Baard on 3 June 2003 tn addition, he was appointed as Senior Independent Nen-Executive Dhrector on 23 February 2005,
for which he receives an additional fee,

* Robert Newton was appointed to the Board on 1 August 2007,

+ Graham Stow was appointed to the Board on 4 March 2003,

* Piers Williamson was appointed as to the Board on 1 July 2005

Tony Lancaster retred on 13 June 2007
Details of their remuneration are also shown i Table 3

0Of the Non-Executive Directors the Independent Professional Non-Executive Directors and the Professional Non-Executwe Director are party to agreements with
Co-operative Group governing the terms on which thew services are made available to the Bank

= Graham Stow holds an agreement effective up to 31 May 2009 with approval of the Co-operative Group Board in September 2007,

« Dawvid Davies holds an agreement effective up to 31 May 2010 with approval of the Co-operative Group Board following his appointment as Serior Independent
Director, with effect fram 23 February 2005,

+ Robert Newton holds a three-year agreement, effective up to 31 July 2010,
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* Piers Wiliamson holds a three-year agreement, effective up to 31 May 2008
* Paul Hewitt holds a three-year agreement, effective up to 28 July 2010
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The Co-operative Group Board may resolve to reappoint any of the Independent Professional Non-Executive Directors at or before the date thewr contracts expue for a
further three-year term 115 normal policy of the Board not to allow an Independent Professional Non- Executive Director to serve for more than 9 year in aggregate

The agreements contan no specific provision for Liquidated damages on early termination of a coniract

None of the above Independent Professional Non-Executive Directors are Directors of Co-operative Grolp of members of any Group pension scheme or Incentive plan

Table 1 - Executive Directors’ Emoluments

2007 Total 2006 Total
Emoluments Emoluments
£'000 £'000
1,278 844

574 599

619 556

213 499
2,684 2,498

70 164

405 -
(1,797 {2,117
1,362 545

Date of Performance
service contract Basic Other Related Pay Benefits in
or appointment Salary Supplements Annual Medium Term Kind
£'000 £'000 £'000 £'000 £'000
Dawvid Anderson {1) (2) {4) 1 June 2005 570 94 216 385 13
Stephan Pater (2) (3} {4) 1 March 2005 32i 54 98 78 23
John Rerzenstein (2) (3) (4) 6 January 2005 336 57 123 87 16
Craig Shannon (2} (5) (8) 11 February 2005 194 6 - - 13
1,421 21" 437 550 65
Former Directors who served the Bank 1n 2005 and 2006 (6) (7}  — - 70 -
Compensabon for loss of office (5) - - - -
Amounts attributable to fellow subsidianes 814) {121} (595 {36)
607 a0 462 29
Notes
Note 1 Emoluments paid by the Society’s ultmate parent organisation — Co-operative Group
Note2 The emoluments in the table represent total basic pay, benefits in kind and performance related pay i respeci of services for each individual as a Director
of the Bank, CFS, CIS and CISGIL Of these emegluments, the following have been recharged to fellow group companies in respect of services as a Director
or Senior Manager of CIS, CFS and CISGIL
David Anderson 57%
Stephan Pater 57%
JohnRezensten  58%
Crang Shannon 57%
Note 3  Benefits in kind includes a car allowance, which 1s patd with base salary, but)s not pensionable
Note4  The other supplements figures for David Anderson, Stephan Pater and John Reizenstein include a salary supplement in heu of pension provisian
Note 5 Compensatien paid for loss of office was i respect of Craig Skannon for 2007
Note6  John Marper was paid in full the remaining amourt due for the Medium Term Incentive Scheme 2005-2007 of £36k
Note 7 Shetla Macdonald was paid in full the remaining amount due for the Medium Term Incentive Scheme 2005-20070f £34k
Note 8 Craig Shannon resigned as an Executive Director on 20 August 2008

Table 2 - Pension detalls of the Executive Directors

Total accrued

pension at

Years of 12 January

service 2008 (1)

£'000

David Anderson (4} 2 -
Stephan Pater (4) 2 -
John Reizenstein (5} 4 5
Craig Shannon (2) (6) 4 45

Increase in
accrued
pensilon

during the
year
£'000

24

Transfer value Transfer

Increasein  of previous value
accrued column at of total
pension 12 January accrued
duringthe 2008 net of pension at
year (net of members’ 13 January
inflation) contnbutions 2007 (3)
£'000 £'000 £'000

- - 58

23 146 178

Transfer
value
of total Increase
accrued in transfer
pension at values net
12 Janvary of members’
2008 (3} contnbutons
£'000 £'000
62 3
350 161
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Notes
Note1 The total accrued pension is that which would be paid annually on retirement at normal retrement age based on service to 12 January 2008 and includes

any transferred-in benefits as appropriate Under the terms of thewr contracts, existng Executive Directors at 17 January 2007 may take these benefits
from age B0 and new Executive Directors after 17 January 2007 may take these benefits from age 65 The transfer values in the table above have been
calculated on this basis

Note2 Members of the PACE Pension Scheme have the option of payng additional voluntary contributions withun the tax rules Neather these contributtons nor the
benefits arising from them are shown in the above Table

Note3  Alltransfer values have been calculated m accordance with Actuanal Guidance Note GN11

Note4 Dawid Anderson and Stephan Pater were each paid a non-pensionable salary supplement of 16% of basic salary n ligu of pension prowision

Note5 John Reizenstein opted out of the occupational pension scheme In the previous year when he became entitled to a deferred pension under the PACE
Scheme rules He was pard a non-penswonable salary supplement of 16% of basic salary inlieu of pension provision Deferred pensions are revalued under
the PACE Scheme rules but no account has heen taken of this i the above figures

Note6 Craig Shannon resigned as a Director an 20 August 2007 He became entitlied to a deferred pension under the PACE Scheme rules when he left the
Scheme on 28 July 2007 The deferred pension was augmented by payment of a contnbution of £128,476 by the employer to the PACE Scheme in lieu of
termination monies which would otherwise have been payabile

Tahle 3 - Ron-Executive Birectors’ Remuneration

Fee £'000 Fee £'000
Non Executwe Directors Date Appointed 2007 2006
Graham Bennett 1989 17 15
Stmon Butler 2003 17 15
Terry Morton 2006 9 8
Kathryn Smith 200 9 8
Len Wardle 2006 9 8
Martyn Wates (8) 2007 0 0
Stephen Watts 2006 9 B
Bob Buriton(1} 2004 21 0
Professional Non-Executive Directars
Graham Stow 2003 Y| 46
David Davies 2003 55 51
Paul Hewitt {3) 2003 2 0
Tony Lancaster {4) 2004 18 46
Robert Newton (5) 2007 22 0
Piers Willamson 2005 48 46
Notes

M Up to 27 October 2007, Bob Burtton's fee was pad as a combined fee in respect of his position as Charr of Co-operative Group and was paid 10 hus
nominating Society ~ The Midcounties Co-aperative With effect from 28 October 2007, he is remunerated by CFS for hus position as CFS

@) Martin Beaumont, Chief Executive of Co-operative Group served as Non-Executive Director of CFS and The Co-operate Bank being remunerated by
Co-operative Group In respect of this appomtment until hus retirement on 31 July 2007

(3 Paul Hewitt was Deputy Chief Executwe of Co-operaive Group until 28 July 2007 and was remunerated by Co-operaiive Group n respect of s Non-
Executive Disector appointment With effect from 29 July 2007, he became a Professional Non-Executive Director and 1s remunerated by CFS

{4 Tony Lancaster retired on 13 June 2007

{5) Robert Newton was appointed as Non-Executive Director on 1 August 2007

6) Martyn Wates, Chief Financial Officer of Ca-operative Group was appoinied as a Nen-Executive Director of CFS on 13 November 2007 and 15 paid by
Co-operative Group 1n respect of this appontment

By Order of the Board

Bob Burlton, Charr, CFS Remuneration & Appointments Committee
Graham Bennett, Chair, The Ca-operative Bank

3 April 2008

M My
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Auditors’ report

independent Auditer’s report to the members of The Co-eperatve Bank p.h.c.

We have audited the Consolidated and Bank financial statements (the 'financial statements') of The Co-operative Bank p | ¢ for the year ended 12 January 2008
which comprise the Consolidated Inceme Statement, the Consolidated and Bank Company Balance Sheets, the Consolidated and Bank Cash Flow Statements, the
Consolidated and Bank Statements of Recognised Income and Expense and the related notes These financral statements have been prepared under the accounting
policies set out therein

This report 1S made solety to the company’s members, as a body, in accordance with section 235 of the Companies Act 1985 Qur audit work has been undertaken
so that we might state to the company's members those matters we are required to state to them in an auditor’s report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the company and the company’s members as a body, for our audit work, for this
report, or for the opinions we have formed

Respective responsilniities of Divectors and Auditors
The directors’ responsttilities for preparing the Annual Report and the financial statements in accardance with applicable Yaw and International Financial Reporting
Standards (IFRSs) as adopted by the EU, are set out In the Statement of Directors' Responsibilties on page 26

Our responsibility 1s to audit the financial statements wn accordance with relevant legal and regulatory requirements and Internatianat Standards on Auditing (UK
and Ireland}

We report to you our opinion as to whether the financial statements gwve a true and fair view and whether the financial statements have been properly prepared in
accordance with the Companies Act 1985 and, as regards the Consolidated financial statements, Article 4 of the IAS Regulation We also report to you whether in
our epinion the information given in the Directars’ Report 15 consistent with the financial statements The information given in the Directors' Report includes that
specific Information presented in the Busingss and Financial Review that 1s cross referred from the Business Review section of the Directors’ Report

In addition we report to you If, in our opinion, the Bank has net kept proper accounting records, if we have not receved all the information and explanations we
require for our audt, or if nformation specified by law regarding directors’ remuneration and other transactions 1s not disclosed

We review whether the Corporate Governance Statement reflects the Bank’s compliance with the nine provisions of the 2006 Combined Code specified for our
review by the Listing Rules of the Financial Services Authority, and we report If it does not We are not required to consider whether the board’s statements on
internal control cover all nsks and controls, or form an opnion on the effectiveness of the group’s corporate governance procedures or It risk and control procedures

We read the gther information contained In the Annual Report and consider whether 1t 1S consistent with the audited financial statements We consider the
tmplcations for our report if we become aware of any apparent misstatements or material Inconsistencies with the finangial statements Qur responsibilities do not
extend to any other information

Basis of audi! opmion

We conducted our audit In accordance with International Standards on Auditing {UK and frefand) 1ssued by the Auditing Practices Board An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements 1t also includes an assessment of the significant
estimates and Judgments made by the directors in the preparation of the financial statements, and of whether the accounting policies are appropniate to the group’s
and Bank’s circumstances, censistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us with sufficient
ewidence to give reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or other irregulanty or error In
forming our opinion we atso evaluated the overall adequacy of the presentation of information in the financial statements
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Opinion

In our opinion

« the consolidated financial statements give a trug and fair view, in accordance with IFRSs as adepted by the EL, of the state of the group's affarrs as at 12 January
2008 and of its profit for the year then ended,

« the Bank financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, as applied In accordance with the provisions of the
Companies Act 1985, of the state of the Bank's affairs as at 12 January 2008,

» the financial statements have been properly prepared in accordance with the Companies Act 1985and, as regards the consolidated financial statements Article 4
of the IAS Regutation, and

« the Information gwen in the Directors’ Repart 1S consistent with the financtal statements

e Audd ¢

KPMG Audit Ple
Chartered Accountants
Registered Auditor

St James Square
Manchester

M2 6DS

3 Apri 2008
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Notes
Interest and simifar Income
Interest expense and similar charges
Net interest income 4
Fee and commission income
Fee and commission expense
Net fee and commission income 5
Dwidend income
Net frading iIncome 6
Operatmg income
Operating expenses 7
Profit before Impairment losses
Impatrment losses on loans and advances 13
Imparrment losses on structured investments 14

Operating profit

Profit based payments to members of the Co-operative Group
Profit before taxation

Income tax expense 9
Profit for the year

Aftnbutable to

Equity shareholders 10

Mingnity interests

Eamings per share "

Before
significant
items
2007

800.0
(365.2)

3348

216.5
(333)

183.2

9.5
8235

(339.3)

184.2

(102.0)
{31 8)

50.4

(1.3)
491

{16.6)
32,5

29.8
27

325

2.71p

Significant
items
2007

(38.0)

(38.0)

{38.0)

(38 0)

14
(26.6)

{26.6)

(26 6}

(2.42)p

After
significant
items
2007

800.0
(465.2)

3328

2165
(33.3)

1832

55
5235

(377.3)

146 2

(102.0)
{31.8)

12.4

(1.3)
1.1

(5.2}
5.9

3.2
2.7

0.29p

2007 sigmiicant items relate to non-recurning expenditure associated with a Group programme of restructuning

2006 significant items relate to gains on implementation of PACE

The notes on pages 71 to 90 form part of thesa financial satements

Consohdated mcome statement

LS I LAV
Before After
significant Sigmificant signdicant
ems items tems
2006 2006 2006
7088 - 7088
{388 5) - (388 5}
3203 - 3203
2321 - 2321
{338) - (338
1983 - 198 3
01 - 01
28 - 28
5215 - 5215
{3399) 1092 (230 7}
1816 1092 2008
(105 3) - {105 3)
763 1092 1855
(12 - {12
751 1092 1843
{24 6) (328 (57 4
505 764 1269
483 751 1234
22 13 35
505 764 1269
4 39p 683p 11 22p
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Consolidated balance sheet

# Al T 4

. N
[ LS ' - fon a0 Y

Assets

Cash and balances at central banks
Loans and advances to banks
Loans and advances ta cusiomers
Debt secunties

Dervative financiat instruments
Equity shares

Intangible fixed assets

Property, plant and equipment
Deterred tax assets

Other assets

Prepayments & accrued income

Total assets

Liabilities

Deposits by banks

Customer accounts

Debt securnities m 1ssue
Derwvative financial mstruments
Other borrowed funds

Other liabilities

Accruals and deferred income
Prowision for habilities

Current tax habilities

Deferred tax labilties

Total liabilities

Capital and reserves attributable to the Bank's equity holders
Ordinary share capital

Share premium account

Retained earmngs

QOther reserves

Minarity interests
Total equity

Total llabilities and equity
Approved by the Board on 3 Apnil 2008 and signed on its behalf by
Graham Bennett, Chair

Dawid Anderson, Chief Executive
Moira Lees, Secretary
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Notes

12
13
14
15
16
17
18

19

28
28
28
29

2007

172.9
1,204.0
9,009 D
2,4309

88,2
88
5.2

79.8

16.5

7.6

13,086 9

661.3
10,559.5
535.8
92.3
358.1
103.8
31.5

94

6.1

6.2

12,370 0

550
838
627.6
a9

690.0
26.9

716.9

13,086.9

2006

1869
1,367 0
8,147 8
2,7531

844
17
T2

938
19

441

915

12,7792

7006
9,544 3
1,1133

177

3878

1081

828

68

186

12,0800

550
88
337
@27

674 8
244

699 2

12,7792

The notes on pages 71 to 90 form part of these financizl statements




Assets

Cash and balances at central banks
Loans and advances to banks
Loans and advances to customers
Debt securities

Dervative financial nstruments
Equity shares

Shares in group undertakings
Intangible fixed assets

Property, pfant and equipment
Deferred tax assets

Other assets

Prepayments & accrued income

Total assets

Liabilities

Deposits by banks

Customer accounts

Debt securities in ssue
Derwvative financial nstruments
Other borrowed funds

Other labiities

Accruals and deferred income
Prowision for liabibties

Current tax labmlities

Deferred tax iabiites

Total liabilities

Capital and reserves attnbutable to the Bank’s equity holders
Ordinary share capital

Share premium account

Retained earnings
Other reserves

Total equity

Total liabilities and equity

Approved by the Board on 3 Apnil 2008 and signed on its behalf by
Graham Bennett, Charr

Dawvid Anderson, Chief Executive
Mora Lees, Secretary

D

N

The notes on pages 71 to 90 form part of these financial statements

Notes

20
21
22
15
23
24

25

26

28
28
29

Bank balance sheet

2007

172.9
1,211 2
8,914.4
1,985.7

88.5
B8
2.7
4.3

74.0

16.4

44.9

12,523.8

661.3
10,068.1
5358
92.8
358.1
1025
32,5

88

2.9

07

11,863 5

55.0
88
5979

(1.4)

660.3

12,523.8

2o

T

2006

1869
13694
8.051 8
2,3696

855
17
27
63

878
83

439

793

12,2032

7006
91193
1133

1180

3878

1069

753
59
165

11,6436

950
88
608 3
22 5}

6496

12,2832
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Statement of recognised income and expense
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Effective portion of cash flow hedges transferred to equity
Cash flow hedges transferred to profit of loss

Avallable for sale investmenis
Valuation gains/losses taken to equity
Valuation gains/losses transferred to profit or loss on sale

Net movement in pension fund deficit due to actuanal gains
and losses

Net income and expense recognised directly in equity

Net profit/(loss) — equity shareholders
Net profit — minonty interests

Total recognised income and expense for the year
Total recognised income and expense for the year
Is attributable to

Equity shargholders
Minority (nterests

Amounts shown above are net of tax
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2007

20.3
(0.5)

24
{0.2}

{0.3)

2.7

3.2
2.7

27.6

24.2
34

276

Group
2006

291
on

70
06

(13 6)

(49.2)

1234
35

7717

793
24

n7

2007

18.7
{0.5)

21
0.2)

©.3)
208

(1)

197

19.7

19.7

Bank
2006

(282)
on

€7
06

(133)

(4.7

1190

71.3

na

.3

The notes on pages 71 t0 90 form part of these financial statements



Gash flows from operating activities

Proit before taxation

Adjustments for

— Decrease/{increase) n prepayments and accrued meome
- Decrease In accruals and deferred income:

— Interest payable in respect of subordinated liabiites
— Effect of exchange rate movements

— Effect of non-cash pension costs

— Impairment losses on loans and advances

- Impairment losses on structured investments

- Depreciation and amortisation

- Interest amortisation

—Amgrtisation of investments

—Loss on sale of nvestments

- Loss on disposal of fixed assets

— Preference dvidend

(Decrease)/Increase in deposits by banks
Increase In customer accounts
(Decrease)/Increase in deb! securities in 1ssue
Decrease in loans and advances 10 banks
Increase In loans and advances io customers

Net movement of other assets and other lrabiliies

Income tax paid
Net cash flows from operating activities

Cash flows trom investing activities
Purchase of property, equipment and software
Proceeds from sale of property and equipment
Purchase of debt securites

Proceeds from sale and matunity of debt securnties

Net cash flows from investing activities

Cash flows trom financing activities

Interest paid n respect of subordinated loanstock

Repayment of subordinated loanstock

Issue of subordinated loanstock

Ordinary share dividends paid

Preference dvidends paid

Dvidends paid to minonity shareholders in subsidiary undertaking

Net cash flows trom financing activities

increase in cash and cash equivalents
Cash and cash equivalents at the beginming of the year
Cash and cash equivalents at the end of year

Cash and balznces with centrat banks
Loans and advances to banks (note 12)
Short term investments (note 14)

The notes on pages 71 to 90 form part of these financial statements

Consohdated cash

T

2007

1.4

19.9
{37.4}
19.5

{5.2)
0.1
102.0
ns
22.7

{4.6)

{1.0)
0.3
7.4
56

172.2

537
1,015.2
(577 5)
145.0
(958 9)
26.2

{19.1}
(250.6)

{19.0)

{10,304.5)
11,108.6

785.7

(19.3)
(30.0)

(9.0)
(5.6)
(0.9)

(64 8)

470.3
1,599.9
2,070.2

172.9
1,204.0
693.3

2,070 2

flow statement

(A - I e

2006

1843

{159}
(18)
184
(5.0}

{108 5)

1054
244
02)

01
08
18
56

209.4

1461
7255
631
BOO
{328 9)
27 3)

229
845.0

41 3)
81
(7,265 5)
6,791 3

(507.4)

179
(100 0)
150 0
42)
(56)
09

Nn4a

359.0
1,2409
1.599 8

186 9
12220
1910

1,599.9
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Cash flows trom operating activities

Profit before taxation

Adjustments for

— Decrease/(Increase) n prepayments and accrued income
— (Decrease)/Increase In accruals and deferred income
- Interest payable in respect of subordinated liabilities
- Effect of exchange rate movements

— Etfect of non-cash pension costs

—[mpairment losses on loans and advances

— Impairment losses on structured investments

- Depreciabion and amortisation

- interest amortisation

— Amertisation of investments

- Loss on sale of investments

- Loss on disposal of fixed assets

— Preference dividend

{Decrease)/Increase In deposits by banks
[ncrease In customer accaunts
{Decrease)/Increase in debt secunties in 1ssue
Decrease In foans and advances to banks
Increase In loans and advances to customers

Net movement of other assets and other habibitics

Income tax paid
Net cash flows fram operating activities

Cash flows from investing activities
Purchase of property, equipment and software
Proceeds from sale of property and equipment
Purchase of debt securities

Proceeds from sale and matunity of debt securities

Net cash flows from investing activities

Cash flows trom financing actinities
Interest paid in respect of subordinated loanstock
Repayment of subordinated loanstock

{ssue of subordinated loanstock

Ordinary share dividends paid

Preference dividends paid

Dividends from associated undertakings

Net cash flows from financing activities

Increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of year

Cash and balances with central banks
Leans and advances to banks {note 12)
Short term investments {note 14)
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2007

{16.0)
(308.7)

{18.5)
0.6

(9,387.4)
10,252.7

8474

(19.3)
(30 0)

(911}
(5-6)
0.3

(63.6)

475.1
1,602 3
2,077.4

172.9
1,211 2
693.3

2,0774

1395

7278
631
800

(349 4)
28 3)

(197)
817.6

(40 2)
81

(6,530 5)

6,083 8

(478.8)

(179)
(100 0}
150 0
42
(56
03

22.6

361.4
1,2409
1,602 3

1869
1,224 4
1910

1,602.3

The notes on pages 71 1090 form part of these financial statements




Basis of preparation and accounting policies
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Basis of preparation

Both the parent company financiat statements and the group financial statements have been prepared and approved by the Directors in accordance with IFRS as
adopted by the EU {'Adopted IFRS") On including the parent company financral statements here together with the group financiaf statements, the company 1s taking
advantage of the exemption in 5230 of the Compan:es Act 1985 not to present its individual income statement and related notes that form a part of these approved
finangial statements Information in respect of the company alone is lzbelled throughout as 'Bank’

The financial information has been prepared on the basis of recognition and measurement requirements of JFRS i 1ssue that are endorsed by the EU and effective at
12 January 2008

In preparing these consolidated financial statements, the Bank has adopted IFRS 7 Fnancial Instruments Disclosure and 1AS 1 Presentation of Financial Statements
— Capital Disclosures The adoption of IFRS 7 and the amendment to AS 1 impacted the type and amount of disclosurgs made in these financial statements, but had
no impact on the reported profiis or financeal pesition of the Groug In accordance with the transitional requirements of the standards, the Bank has prowided fult
comparative nformation

Standards and interpretations 1ssued but not yet effective
The Group has not adopted the following standard

¢ [FRS 8 Operating Segments

This standard introduces the ‘'management approach’ to segment reporting IFRS 8 will require the disclosure of segment information based on the internal reports
reqularly reviewed by the Group's Chief Operating Decision Maker in order to assess each segment's performance and to allocate resources to them

The Group 1s not expeciing the standard 10 have 2n impact on the segmental informatign reparted in the financial statements
The amendments are effectve for accounting penods on or after 1 January 2009

Accounting date
The financial statements of the Bank and the Group relate to the 52 weeks ta 12 January 2008 Since the Bank and Group accounting date 15 virtually coterminous with the
calendar year 2007, figures in respect of the financial year are headed 2007 and the comesponding amounts for the 52 weeks to 13 January 2007 are headed 2006

Accounting policies

{a) Revenue recognition
Interest income
Interest ncome Is recognised on an effective interest rate (EIR) basis, inclusive of directly attributable incrementa’ transaction costs and fees, and discounts
and premims where appropriate
The EIR basis spreads the interest income over the expected hife of the instrument The EIR is the rate that, at the inception of the instrument, exactly discounts
expected future cash payments and receipts through the expected life of the instrument back to the inital carrying amount When calculating the EIR, the
Group esumates cash fiows considering all contractual terms of the instrument (for example prepayment options) but does not consider future credit losses
Fees and commissions
Unless included in the effective interest calculation, fees and commissions are recognised on an accruals basis as the service 1S provided
Fees and commissions payable to intreducers in respect of obtaining lending business, where these are direct and incremental costs related to the ssue of a
financial instrument, are included in interest income as part of the effective interest rate

{b) Financial instruments (excluding denvatives)

The Bank classifies s financial assets (exchiding dervatives) as either

*  Loans and recewables,

» Avaifablg for sale, or

*  Financial assets at fair value through profit or loss

No assets are classified as held-to-matunty On the apphication of IFRS?, Financial Instruments Disclosures the Bank has not reclassified between valuation

methodologies durnng the year

The Group measures all of its financral labifites at amortised cost, other than those within the wholesale trading portfohio which are measured at fair value

through profit or loss

i}  Leansand recevables
Loans and advances 10 customers and banks (except for specific assets designated at fair value through profit or loss — see below), are measured at
amortised cost, being the amount advanced plus any unpaid interest, commissions and fees charged to the customer less amounts repaid or written off,
less impairment provisions for incurred losses and adjusted for the cumulative amortisanon ansing from effective inerest rate adjustments Effective
interest rate adjustments anse when future cash flows are discounted through the expected hfe of the financial mstrument

) Available forsale
Available for sale financial assets are non-iraded investment securities, intended o be held for an indefinite penod of time These are measured at farr
value with movements in the carrying value brought into equiity as they anise, except for changes in value ansing from impairment and foreign exchange
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gains and losses on manetary ilems which are recognised In the income statement On disposal, gains and losses recognised previously in equity are
transferred to the Income statement
i)  Financial assets at fair value through profit or loss
These are either
e Acquired or incurred principally for the purpese of seling or repurchasing in the near term, or
= Part of a portfolio of ientified financial instruments that are managed together and for which there Is evidence of a recent actual pattern of short-term
profit taking, or
»  Upon intial recogrutron designated at fair value through profit or loss to eliminate or significantly reguce a measurement or recognition inconsistency
These are measured at farr value with movements in the carrying value brought into the ncome statement within interest incoms as they arise

impairment provision

At the balance sheet date, the Bank assesses its financial assets (ncluding loans and advances to customers) for objective evidence that an imparment loss
has been incurred

The amount of the loss Is the difference between

» the asset's carnying amount, and

= the present value of estimated future cash flows (discounted at the asset's original or variable effective nterestrate)

The amount of the impairment loss 15 recognised immediately through the income statement and a corresponding reduction in the value of the fmancial asset
Is recognised through the use of an allowance account

The written down value of the imparred financial assats 1s compounded back to the net realisable balance over fime using the onginal effective interest rate
This 1 reporied thraugh interest and similar income within the income statement and represents the unwind of the discount

A write-off 15 made when all or part of a clam 15 geemed uncollectible or forgiven Wnite-0tfs are charged against previously estabhshed provisions for
impawment or directly to the income statement

Provisions are released at the point when it1s deemed that the nisk of loss has reduced to the extent thata prowision 1s no longer required

Impairment losses on avallable for sale assets are recognised by transterring the difference between the amortised cost and current fair value out of equity to
profit or loss When a subsequent event causes the amount of imparment loss on an available-for-sale debt secunty to decrease, the imparment loss IS
reversed through profit or loss

Offsetting
Financial assets and financial liabilities are offset and the net amount reported n the balance sheet when there 1s a tegally enforceable night to offset the
recogmsed amounts and there I1s an mtention to settle on a net basts, or realise the asset and settle the bability simultaneously

Derivative financial instruments and hedge accounting

Derwvatives used for asset and habihty management purposes

Denvatives are used to hedge interest and exchange rate exposures related to non-trading positiens instruments used for hedging purposes nclude swaps,
forward rate agreements, futures, options and combinations of these instruments

Derwvative financial Instruments are stated at fair value The gain or loss on remeasurement to fair vaiue Is recognised immediately n the income statement
except where dervatives quabfy for cash flow hedge accounting

Embedded denvatives A dervative may be embedded in another financial instrument, known as the host coniract Where the economic charactenstics and
nisks of an embedded derivative are not closely related to thase of the host contract, the embedded dervative 15 separated from the host and held on balance
sheet at fair value Movements in fair valug are posted to the income statement, whilst the host contract s accounted for according to the policy for that class of
financial instrument

Cash flow hedges Where denvatives are designated as hedges of the exposure to variability in ¢ash flows of a recagnised asset ar habilsty, or a nghly probable
forecast transaction, the portion of the fair value gain or loss on the dervative that is determined to be an effective hedge Is recognised directly in equity The
neftective pant of any gain or loss 1s recognised in the income statement immediately

Cumulative amounts recogrused through equity are recycled to the income statement @ the perod in which the undertying hedged item matures and 1
associated gain or loss affects the income statement When a hedging relationshup 1s broken or the hedge becomes meffective, the cumulative unrealised gain
or loss remaining in equity continues to be held 1n equity, and 1s transferred to the income statement only when the forecast transaction is recognised

Fair values are based on quoted market pnces In active markets, and where these are not avartabe, using valuation techmiques such as discounted cash flow models

Dervatves used for trachng purposes

Dervatives entered into for trading purposes include swaps, forward rate agreements, futures, options and combinations of these instruments Derwatives
used for trading purposes are measured at fair value and any gains or losses are included i the income statement The use of dervatives and therr sale 10
customers as nsk management products Is an integral part of the Bank's trading activities

Fair values are based on quoted market prices in active markeis and, where these are not available, using valuation techniques such as discounted cash flow models

Property, plant and equipment

ltems of property, plant and equipment are stated at cost less any accumulated deprectation

Depreciabon 15 prowided on a straight kine basis at the following rates, wivch are esimated to wnte down the assels o realisable values at the end of their useful Iives
Freehotd and long leasehald buildings 2 5 per cent per annum
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Short leasehold buldings Iife of lease
Equipment 10 to 33 3 per cent per annum
Vehicles 25 per cent per annum

All tems of praperty, plant and equipment are regutarly reviewed for indications of imparment Any impairment identified would be charged to the
ncome statement

Intangible assets ~ Computer software
Costs incurred in the devetopment of computer software for internal use are capitalised and classified as intangible assets where they are not an integral part
of the related hardware and amortised over their useful life, which is generally 3 years

Assets leased to customers — Finance leases

Assets leased to customers are included within 'loans and advances to customers” and valued at an amount equa! to the net investment in the lease, less any
prowvisions for impairmen

Income from assets leased to customers 1s credited to the income statement based on a pattern reflecting a constant penodic rate of return on the net
investment in the lease

Cash and cash equivalents
Cash and cash equivalents comprises cash balances and balances with an oniginal mawunty of three months or less which are readily convertible to known
amounts of cash and which are subject to an inssgnificant nsk of changes in valug

Income tax expense

Income tax expense compnses current and deferred tax Income tax expense 1s recognised in the income statement except to the extent that it relates to items
recognised directly In equity, in which case It is recogmsed in equity

Current tax 1s the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted at the balance sheet date, and any
adjustment to tax payable tn respect of previous years

Deferred tax 1s provided using the batance sheel method, providing for femporary differences between the carrying amounts of assets and habuities for
financial reporting purposes and the amounts used for taxation purposes

A deferred tax asset 1s recogrised only to the extent that it 1s probable that future taxable profits wilk be available against which the asset can be utiised

Deferred tax assets are reviewed at each reperting date and are reduced to the extent that it 1s no longer probable that the related tax benefit will be realised

Pension costs

Defined benefit basis

Prior to 5 Apnit 20086, the Group operated a defined benefit pension scheme

The group net obligation in respect of dedined benefit pension plans 15 calculated by estmating the amount of future benefit that employees have eamed in return
for thewr service in the current and prior periods The beneftt is discounted to determine its present value and the far value of any plan assets 15 deducted

The discount rate vsed 1s the market yield on tugh quality corporate bonds at the batance sheet date that have maturity dates approximating to the terms of the
Group's chligation The caleulation 1s performe by a quakfied actuary using the projected unit credit method

The Group recegnises actuanal gans and losses through equity

The charge to the income statement includes current service costs, past service cost, the interest cost of the scheme lkabilities and the expected return on
scheme assets

Defined contribution basis

Subsequent to & Aprtl 2006, the Group has accounted for pension costs on a defined contribution basis Obhgations for contributions are recogmised as an
gxpense in the income staiement as mcurred

Exchange rates
Balances in foresgn currencies are expressed in € sterling at the rate ruling at the balance sheet date All exchange differences are dealt with in the
tncome statement

Borrowed funds

Borrowings are recognised inibally at issue proceeds net of transaction costs incurred

Borrowings are subsequently stated at amortised cost, any difference between proceeds net of transaction costs and the redempben value 1s recogmsed in
the income statement over the period of the barrowings using the effective mierest method

The Bank's preference shares are classified as financial liabiliies and are presented in other borrowed funds The dividends on these preference shares are
recognised In the income staiement as snterest expense on an amertised cost basis using the effective interest method

Insurance contracts
Allfinancial guarantees in respect of intra-group funding between the Bank and its subsidianies are treated as insurance contracts In accordance with iFRS 4
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Risk management framework
The CFS group of companies including Co-operaiive Financial Services Limited, Co-operative Insurance Society Limited, CIS General Insurance Limited and

Co-operative Bank p ! ¢ have acomman Board compasition

The Board sub-commuttees also wark on a CFS-wide basis, with the same committee structure supporting each Board within the CFS group

The CFS Board has uiimate responstbility for the managemient of all risks across CFS

The Board Is responsible for approving the Bank's strategy, its principal markets and the level of acceptable risks articulated through its statement of risk appetite It
s also responsibte far overall corporate governance which inchudes ensuring that there 15 an adequate system of nsk management and that the tevel of capital held

1 consistent with the risk profile of the business

The Board has established Board Committees and Senior Management Committees to admimister, oversee and challenge the sk management process, identifiing
the key nsks facing the business and assessing the effectiveness of planned managemient actions

Specific Board authority has been delegated to Board Committees and the Chief Executive who may, in turn, delegate elements of his discretions te appropriate
Executive Directors and their senior ine managers

Ris nagement ctu ) .
k manag structure CFS Board
o | 1 T L
Audit & Regulatory Risk Management weCommitiee |
v Compliance Committee Exposures Committoe Committee R Executve Co Tl :
Independent Assurance Credit Commitiee Asset & Liabiity Committee | All Other Sigmificant Risks Operational Risk Committee |
i i I
Credit Risk Interest Rate Risk Operational Risks
}
Liquidity

1
Capital Management

CFS Risk Management Committee (RMC): this committee 1 the most senior forum within the organisation that focuses in depth on risk management actvity it
reviews and challenges risk management Information and processes, approving risk pohicy and credit modets and setting standards

CFS$ Audit & Regulatory Compliance Committee (ARCC) this committee provides independent oversight In relation to financial reportig, internal contral
and risk management, regulatory compliance, external audtt and internal audd

CFS Exposures Commttee. this committee ensures that non-executive directors are actively invelved 1n major credit decisions {including sanctioning ‘arge
counterpariy transactions) and manitoring large expasuies

CF$ Credit Committee: this commuttes (s chaired by the Director of Banking Pisk and Capital Management The Charr has delegaled authonity for approving credit
faciities within approved strategies and delegated authorities

CFS Shareholder Asset & Liability Committee (ALCO): this committee 18 chawed by the Chuef Executive It 15 pnmarily responsible for overseeing the
management of mterest rate, market, iquidity and funding nisks and to advise on the composition and sourctng of adequate capitat

CFS Executive Committee: this committee manages the business in ine with the Board Risk Appetite Statement 1t also maintains oversight of risk management
processes and management information

CFS Operational Risk Committee: this committes (s chaired by the Head of Operational Risk 1t monitars significant operational risks and controls as well as the

management actions taken to miigate them to an acceptable level and/or transter them This includes business continuity arrangements and insurance cover {0
protect the CFS busmess Each division within CFS 1s represented on the comimittee
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Barnk Significant Risks

The Bank's significant nisks anse in four bigad categories
* Credit nsk

* Market risk

* Liguidity nsk

= Operational nsk

Credit risk
Credit nsk arises from the possibility of customers and counterparties faling to meet their obligations to the Bank

The Credit Risk Management Policies are approved by the Board annually and determine the criteria for the management of personal, corporate and wholesale
market exposures They specify credit management standards, including country, sector and counterparty limits, along with delegated authonties Larger corporate
facilities are sanctioned by the Board's Exposures Committee whe also review, gach month, tagilities granied within the Chief Executive's discretion

The Bank’s Personal Lending Policy 15 to esiablish credit criteria winch determine the opbmum balance between volume growth {generating higher income) and
fugher bad debts, so as to maximise overall profitabifity Personal lending 15 tightly controlled through advanced credit and behavioural scoring techniques
administered by a speciabist department The Risk Management Committee recewves regular reports on the performance of the portfolio

The Bank's Corporate Sector Palicy 15 to mantain a bread sectaral spread of exposures which reflect the Bank's areas of expertise Credit exposures to corporate
and business banking customers are assessed mdividually The quality of the overall portfolio 15 menitored, using a credit grading system calibrated to expected loss
All aspects of credit management are controlled centrally The Exposures Commuttee recewes regular reports on new facilties and changes in faciittes, sector
exposures, bad debt provisions and the realisation of problem loans

Credit poticy for wholesale market counterparties involves establishing hmits for each of these counterpariies based on therr financial strength and credit rating
Counterparty imits are fargely uncommitied All counterparties are reviewed at feast annually by the Financial Institutions Credit Team and the counterparty list 1s
also reviewed annually by the Exposures Committee

Credit exposure
Gross Credst  Credit risk Gross Credit Credit nsk
Group balance commitments exposure balance commiments exposure
Notes 2007 2007 2007 2006 2006 2006
Loans and advances to banks 12 1,204.0 226.3 1,430.3 1,367 0 508 14178
Loans and advances to customess 13 91697 6,236.3 15,406.0 83029 58407 14,1436
Debt securities i4 2,462.7 - 2,462.7 2.7531 - 27931
Derwvative financial instruments 15 88.2 - 88.2 84 4 - 844
12,924.6 6,4626 19,387.2 12,507.4 5,891.5 18,3989
Allowance for imparrment losses on
Ipans and advances 13 {160 7) {155 3)
Allowance for imparment losses on
structured investments 14 (31.8) -
Carrying amount 19,194.7 18,2436
Gross Credit  Credst risk Gross Credit Credit nsk
Bank balance commitments  exposure balance commitments exposure
Notes 2007 2007 2007 2006 2006 2006
Loans and advances to banks 12 12112 226.3 1,437.5 1,369 4 508 14202
Loans and advances to cusiomers 13 9,075 1 6,225.7 15,300.8 8,207 1 5,827 5 14,034 6
Debt secunties 14 20175 - 2,0175 2,369 6 - 2,369 6
Derwative financial Instruments 15 885 - 88.5 B55 - 855
12,392 3 6,452.0 18,844.3 12,031.6 5,878.3 17,909.9
Allowance ior impairment losses on
loans and advances 13 {160.7) (155 3}
Allowance for imparrment losses on
structwred nvestments 14 (31 8) -
Carrying amounts 18,6518 17.754 6
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Credit nsk analysis:
2007

Group

tindividually impaired
90 days past due or evidence of impairment
Allowance for impairment

Carrying amount
Collectively impaired
Less than 90 days past due
90-179 days past due

180 days plus past due
Allowance for impairment

Carrying amaunt

Past due but not impaired
0-30 days

30-60 days

60-90 days

Carrying amount
Watchlist

Neither past due or impaired
Low to medwm risk
Medium to high risk

Carrying amount
Total carrying amount

2006

Group

Individually iImpaired
90 days past due or evidence of impairment
Allowance for impairment

Carrying amount
Collectively impaired
Less than 90 days pastdue
90-179 days past due

180 days plus past due
Allowange for impairment

Carrying amount

Past due bt not impaired
0-30days

30-60 days

60-90 days

Carrying amount

Watchlist

Neither past due or impaired
Low to medium nisk
Medium to high nisk

Carrying amount
Total carrying amount

§2 The Co-operative Bankp 1 ¢

Loans and
advances ta
customers

94.6
(35.6)

590

75.9

29.3
102.9
(125 1)

83.0

7.3
21
15

10.9
93.0

12,984.2
2,015.2

14,999.4
15,245 3

Loans and
advances to
customers

808
(27 5

533

830
229
93
(127 8)

94 4

73
36
24

133
1650

11,1733
24890

13,662 3
13,988.3

Derivative financlal

Derivative financial

Total

157.8
(67.4)

90.4

75.9

29.3

102.9
(125 1)

83.0

7.3
21
15§

10.9
830

16,802.2

2,015.2

18,917.4

19,194.7

Total

808
279

533

830
429
963
(127 8)

94 4

73
36
24

133
1650

15,4243
24933

17,9176
18,243.6



2007

Bank

Indinidually impaired
90 days past due or evidence of impairment
Allowance for imparment

Carrying amount
Collectively impaired
Less than 90 days past due
90-179 days past due

180 days plus past due
Allowance for impairment

Carrying amount

Past due but not impaired
0-30 days

30-60 days

60-90 days

Carrying amount
Watchlist
Nenther past due orimpaired

Low to medium risk
Medium to high nsk

Camrying amount
Tatal carrying amount

2006

Bank

Individually impaired
90 days past due or evidence of impairment
Allowance for imparrment

Camying amount
Gollectively impaired
Less than 90 days past due
90-179 days past due

180 days plus past due
Allowance for impairment

Carrying amount

Past due but not impaired
0-30 days

30-60 days

60-90 days

Carrying amount

Watchlist

Nerther past due or impaired
Low to mediem nsk

Medum to high risk

Carrying amount

Total carrying amount

Loans and
advances to
banks

1,437 5

1,437.5
1,437.5

Loans and
advances 1o
banks

14159
43

14202
1,420.2

Risk management

[8 -
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Loans and
advances 1o Denvative financial
customers Deht securities instruments Total
94.6 63.2 - 157.8
{35.6) (31.8) - (67.4)
590 .4 - 20.4
75.9 - - 75.9
29.3 - - 29.3
102.9 - - 102.9
125 1) - - (125.1)
830 - - 83.0
7.3 - - 7.3
2.1 - - 21
1.5 - - 1.5
10.9 - - 10.9
89.5 - - 89.5
12,882 5 1,954.3 88.5 16,362.8
2,015.2 - -  2015.2
14,897.7 19543 88.5 18,3780
15,140.1 19857 88.5 18,6518
Loans and
advances to Dervative tmancial
customers Debt secunties nstruments Total
808 - - 808
{27 5) - - 27 5
533 - - 533
830 - - 830
429 - - 429
963 - - 963
{127 8) - - (127 8)
944 - - 94 4
67 - - 67
36 - - 36
24 - — 24
127 - - 27
1591 - - 1591
11,0708 2,369 6 855 14,8418
24890 - - 24933
13,5598 23696 855 17,4351
13,8793 2,369 6 85.5 17,7546
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Analysis of Impaired assets and associated collateral

Description of collateral
Corporate loans and Retail Mortgage lending with evidence of imparrment ncluding 90 days past due are individually assessed for Imparment

Collectively imparred assets include unsecured retail lending balances Provisions are applied to credit carg balances at 30 days past due and at 45 days past due to
all other unsecured retal lending balances

Past due but not mpared represents mortgage and unsecured retal lending balances past due but not cansidered impared This includes credit card expesures
lgss than 30 days and 45 days for other retail unsecured lending

Watchlist represents corporate accounts indentified for closer management although not necessarily In arrears

Low to medium risk has been defined as exposures where probability of default (PD) s 1% or below over a 1 year time horizon for exposures an IR8 Approach under
Basel Il and slotting category strang/good/satisfactory for specialised lending exposures under the sfotting approach Medium 1o high nsk as a probabiity of default
of greater than 1% over a 1 year time honizon for exposure on IRB Approach under Basel Il and slotting category weak for specialised lending exposures under the
slothing approach

No lpans which would otherwise be presented as past due or impaired are excluded as a result of renegatiation

Within the Treasury debt security portfolio aver 90% of exposures have an external credit rating equivalent to Fitch A or above The Bank has no direct expasure to
Asset Backed Secunities {ABS) K 13 only indirectly exposed within the porttolios held by the €31 4m {net of provision) holding of Structured Investments

Within Loans and acdvances to customers collateral 18 held in ihe form of the residential mortgages for personal customers and coliateral for corporate lending 18
fargely in the form of residential and commercial property The latter i recognised 1n numerous ways such as securily for property development or investment
customers {i e ‘property’ lending) or owner occupied premises to secure mamsiream loan and overdrat facilities Other secunty taken, but only i modest
proportien to the total portfalio, includes Nie policies, stocks & shares, cash cover and debentures / floating charges Where exposures are agreed an a secured
basis, security cover Is recognised only where

» the security 15 legally enforceable and 1s of a tangible nature and type,

* an appropriate, secent and reliabte valuation 1s held,

o aprudent marginis applied to the valuation, for the type of security nvolved,

any shortfall of security for an exposure Is generally regarded as unsecured and assessment includes this element of residual nsk

Collateral 1s not generally held against foans and advances to banks except as part of reverse repurchase agreements Collateral 1s not hetd against nvestment secunties

At the reporting date the fair value of collateral as secunty aganst financial assets that are past due bt net Imparred was £21 9m (2006 - £21 Om Group and Bank}
At the reporting date the fair value of collateral as secunty against indvidually impaired financtal assets was £44 3m (2006 - £41 9m Group and Bank)
At the reporting date the carrying value of assets obtained by taking possession of collateral or by calling on guarantees was £2 0m {2006 - £1 1m Group and Bank)

Market risk

Market risk anses from the effect of changes in market prices of financial mstruments, en incame derved from the structure of the balance sheet, execution of
customer and nter-bank business and proprietary trading The majonity of the nisk anses from changes in interest rates as the Bank does not trade in equities o
commodtties and has Imited foreign currency activities

Interest rate risk policy statements, approved by the CFS Risk Management Comnuttee on behalf of the Board, specify the scope of the Bank's wholesale market
actwity, market risk imis and delegated authoriies The policy 1§ executed by the Bank's ALCO ALCO meets monthly and its prime task 1S to assess the Interest rate
risk inherent In the masurity and re-pricing charactenistics of the Bank’s assets and liabilties it sets mits within which Treasury and the CFS' Sharehalder Capnial &
Interest Rate Risk department manages the effect of interest rate changes on the Bank's overall net interest income The principal analybical techmiques involve
assessing the impact of different interest rate scenarios and changes in balances over various time penods

The table below illustrates the sensitwity analysis relating te Bank's non—trading Book (excluding Treasury} prepared by CFS' Shareholder Capital & Interest Rate
Risk department, a primary measure in the approach to managing interest rate risk

Interest rate nisk 15 primarily managed through assessing the sensivity of the Banks non-trading book to standard and non-standard interest rate scenarios The

Board has established a mit of 2 variance of less than 2% of net interest income over the next twelve months 1o be at risk to a 100bp nse and fall in all yeld curve
rates, assuming the external rate on all retail products changes to mantain constant margins
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Percentage change in net interest income over next 12 months based on 100bp shock in interest rates

100bp paralle 100bp parallel
2007 increase decrease
At the year end (0 6%) 05%
Average for the penod (0 9%) 09%
Maximum for the period (1 3%) 14%
Miumum for the penod {0 6%) 05%
2006
Atthe year end {0 9%) 09%
Average for the period (0 5%) 0 3%
Maximum for the penod {0 8%) 08%
Minimum for the period {0 1%} (0 5%)

The table shows the estimated charge i net interest nceme over the next 12 month pericd to 2 1% shoack in interast rates across the yield curve for Co-operative
Bank Group excluding Treasury

Treasury execlites funding and hedging transactions with the wholesale markets on behalf of the Bank and iis customers It alse generates incremental income from
proprigtary trading within strict nisk imits There are two prime measures 6f nsk supplemented by additional controls such as maturity and stop loss imits Risk units
express the various re-pricing and matunity mismatches as a common unit of measurement Value at Risk (VaR) measures the daily maxmum potential gain or loss
due to recent market volahlity to a statstical confidence level of 35% and a one day holding period The VaR methodalogy has inherent imitations i that market
volaility in the past may not be a reliable predictor of the future and may not reflect the time required to hedge or dispose of the posibion, hence VaR s not used by
the Bank as the sole measure of sk

The Board recewve quarterly reports on the management of balance sheet risk and, each month, ALCO reviews the balance sheet risk posiiton and the utiligation of
wholesale market risk limits

PVO1 15 used as an additional nsk measure to supplement VaR This nisk measure 1s based upon a full revaluation and indicates the change in value of a fixed income
product, or partfolio, grven a 1 basis point movement in Interest rates A number of different scenarios mcluding +/— 10bp, 100bp are atso calculated PY100 15
provided belaw

Trading value at nsk

At 12 January 2008, total Treasury VaR of £0 5 mullion (2006 £1 4 million) represents the maximum petential daily gain or 10ss in market rates within a
confrdence level of 95% based on receni market performance The average, highest and lowest VaR, as calculated on a dailly basis, for the accounting year ended
12 January 2008 were £0.7 millzon (2006 £0 6million) £1 4 million (2006 £1 4mithon) and £0.4 mullion (2006 £0 3million)

PVIOD
The table below illustrates the change in valuation on a fixed income portfolio expenenced given a 1% increase and decrease in interest sates for Treasury

1% increase in interest rates 1% decrease in interest rates

2007 2006 2007 2006
At reporting date (4.9) (16 1) 44 172
Average 1n the period {11.8) (129 141 177
Maximum {16.9) {i79 21.4 258
Minimum (4.9) 7 5) 44 n7y

Currency risk

The Bank's Treasury foreign exchange actmities are primanily

= providing a service in meeting the foreign exchange requirements of customers,

» mantaining bguidity In euros and dollars by raising funds and investing these to generate a return, and

» performing itmited intra-day rading and overnight positicning in major currencies 1o generate mcremental income
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The table below provides an analysis of the Group's and Bank's assets and lrabiities by currency

Group

Assets

Cash and balances at central banks
Loans and advances to banks
Loans and advances to customers
Debt secunties

Dervative financial nstruments
Equity shares

Intangible fixed assets

Property, plant and equipment
Deferred tax assets

Other assets

Prepayments & accrued income

Total assets

Group

Liabilities

Deposits by banks

Customer accounts

Debt securities in 1ssue
Denwative financial instruments
Other borrowed funds

Other liabilities

Accruals and deferred income
Provistons

Current tax hiabilities

Deferred tax liabilities

Total liabilities
Net on-balance sheet position

Bank

Assets

Cash and balances at central banks
Loans and advances to banks
Loans and advances to tustomers
Debt securities

Dervative iinancsal instruments
Equity shares

Interests i group undertakings
Intangible fixed assets

Praperty, plant and equipment
Deferred tax asseis

Other assets

Prepayments & accrued income

Total assets
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4
2007

171
1,154.9
8,685.9
2,052.2

88.2
8.8
5.2

798

11.8
7.6
12,3295

£
2007

420.7
10,504.5
90.9
68.2
358.1
100.7
375

94

6.1

6.2

11,602.3
727.2

£
2007

1714
1,162.1
8,591.3
1,607 0

885

2.7
4.3
74.0

1.7
44.9

11,766.4

5
2007

372.0

2007

106.4
24.4
2344
13.2

372.0

€ Other
2007 2007
1.8 -
9.7 21
152.1 11.4
205.5 -
26 a2
ng 13.7
€ Other
2007 2007
134.2 -
278 28
2105 -
109 -
0.9 -
384.3 28
{12.6) 10.9
€ Other
2007 2007
1.8 -
a7 21
152.1 114
2055 -
2.6 0.2
Ing 13.7

Total
2007

1729
1,204 0
9,009.0
2,4309

882
8.8
5.2

19.8

16.5

7.6

13,086 9

Total
2007

661.3
10,558.5
535.8
92.3
358.1
103.8
315

9.4

61

6.2

12,370.0
716.9

Total
2007

1729
1,211 2
8,914.4
1,985 7

885
8.8
27
43

740

16.4
49
12,523.8

£
2006

1854
10687
80249
2,0947

840
17
72

938
19

289

915

11,6827

£
2006

4407
9,497 8
3428
173
3878
1012
828
68
186

10,995.9
686.8

£
2006

1854
1.0711
7,9291
17112

851
17
27
63
878
83
287
793

11,1867

$ €
2006 2006
- 15
296 0 05
649 458
5631 953
03 01
141 10
938.4  144.2
3 3
2006 2006
1686 913
256 191
7376 328
04 -
65 04
938.7 1436
03 06
$ €
2006 2006
- 15
2960 05
649 458
5631 953
03 01
141 10
938.4 1442

Other Total
2006 2006

01 441
- 956

13.9 12,779.2

Other Total
2006 2006

- 7006
18 95443
- 11,1133
n77
- Jgr s
- 1081
- 828
- 68
- 186

1.8 12,080.0
121 699.2

Other Total
2006 2006

- 1869
18 13694
120 80518
- 23696

- 8598

01 439
- 793

13.9 12,293.2
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Bank £ S € Dther Total £ $ 3 Other Total
2007 2007 2007 2007 2007 2006 2006 2006 2006 2006
Liatnlrties
Deposits by banks 420.7 1064 134.2 - 661.3 4407 686 913 - 7006
Customer accounts 10,0131 24.4 278 28 10,068.1 90728 256 191 18 91193
Oebi securities 1n 1ssue 909 2344 2105 - 5358 3429 7376 328 - 1,133
Dernvative financtal instrumenis 68.7 13.2 109 - 92.8 1176 04 - - 1180
Other borrowed funds 3581 - - - 358.1 387 8 - - - 3878
Other Iiabilities 99.4 2.2 0.9 - 102.5 1000 65 04 - 1069
Accruais and deferred income 325 - - - 325 753 - - - 753
Provisicns 8.8 - - - 8.8 59 - - - 59
Current tax habilties 29 - - - 2.9 165 - - - 165
Deferred tax habilities 07 - - - 0.7 - - - - -
Total liabifities 11,095.8 380.6 384.3 2.8 11,863.5 10,559.5 938.7 143.6 1.8 116436
Net on-balance sheet position 670.6 (8.6} (12.6) 109 660 3 637 2 03 0.6 121 649.6

At 12 January 2008 the Group's open position, including off-balance sheet positions, was £2 9 million (2006 £1 2 million) representing a potential loss of £0.1
milhen given a 3% appreciation in sterling (2006 loss of £0 04 milhian given a 3% appreciation in steriing)

All figures are In £ sterling equivalent
Interest rate risk
Interest rate sensitivity gap

The table below summarises the repricing periods for the assets and liabihties tems are allocated to time bands by reference to the earlier of the next contractual
interest rate repricing date and the maturity date

2007
Group Over 3months  Over 6 months  Over 1 year
Within but wathin but within but within Morethan  Non-interest Trading

3 months 6 months 1 year § years 5 years beanng book Total
Assets
Loans and advances tg banks 1,192.8 - - - - 112 - 1,204.0
Loans and advances to customers 6,386 9 273.0 491 2 1,537.4 3155 - - 9,009.0
Debt securities and equity shares 1,721.8 3502 1254 2199 7.6 8.8 - 2,439.7
Other assets 173.0 - - - - 250,7 10.5 434.2
Loans 1o trading book 0.6 - - - - (20) 1.4 -
Total assets 9,481.1 628.2 616.6 1,797.3 3231 268.7 11.9 13,086.9
Liabihies and equity
Deposits by banks 6522 1.5 2.0 - - 5.6 - 661.3
Customer accounts 8,572.3 613 224.0 178 9 - 1,523.0 - 10,559.5
Debt securities n 1ssue 444.2 91.6 - - - - - 535.8
Other borrowed funds - - - - 3600 19) - 358.1
Other Labilties - - - - - 2434 11.9 255.3
Equity - - - - - 716.9 - 716.9
Total liabilities and equity 9,668.7 1544 226.0 1789 3600 2,487.0 11.9 13,0869
Derivatives {918.6) (168.7) - 822.3 265.0 - -
Interest rate sensthivity gap {1,106.2) 305.1 390.6 2,400.7 228.1 (2,218 3) -
Cunmulative gap {1,106.2) (801.1) (410.5) 1,990.2 2,2183 - -
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2006
Group

Assets

Loans and advances to banks
Loans and advances to customers
Debt secursties and equity shares
(ther assets

Loans to trading book

Total assets

Liabilities and equity
Deposits by banks

Customer accounts

Debt secunties in issue

Other borrowed funds

Other habilities

Equity

Total liabilities and equity
Derivatives

Interest rate sensdivity gap

Cumulative gap

2007
Bank

Assets

Loans and advances to banks
Loans and advances to customers
Debt securities and equity shares
Other assets

Loans to trading book

Total assets

Liahilrties and equity
Deposits by banks
Customer accounts
Debt securities in 1ssue
Other borrowed funds
Other liabilities

Equity

Total liabititles and equity
Derivatives

Interest rate sensitivity gap
Cumulative gap
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Within
3 months

1.2114
56365
14789
1871
74

8,421.3

6613
77112
996 9

9,369.4

{918.7)
{1,866 8)
(1,866.8)

Within
3 months

1,200 0
6,304.4
1,412.7
175.5
06

9,088.2

652 2
8,126.7
444.2

9,223.1
{838.6)
{963.5)
{963.5)

Over 3 months
but within
6 months

500
219
4232

695.1

336
8086
114 4
300

258 6
(304.5)
132.0
{1,734.8)

QOver 3 months
but within
6 months

271.7
215.2

492.9

15
61.3
a1.6

154 4
{168 7)
169.8
(793 7)

(Over 6 months
but within
1 year

950
3580
4918

944.8

858
20

878

(20.0)
837.0

{897.8)

Qver 6 months
but within
1 year

490.5
1254

615.9

226.0
{10.0)
379.9

(413.8)

Qver 1 year
but within
5 years

1,727 2
3308

2,078.1

237.4

963 2
2,803.9
1,906.1

Over 1 year
but wathin
Syears

1,534.4
219.9

1,754.1

178.9

752.3
2,327.5
1,913.7

More than
5 years

3040
100

40

More than
5years

307.6
7.5

316.1

3600
265.0
220,

2,133.8

Non-interest  Trading
bearing book
106 -
2838 389
{41 33
290.3 35.6
57 -
1,429 3 -
(22) -

298 4 356
699 2 -
2,430.4 35.6
{2,140 1) -

Non-interest  Trading

bearing hoaok
1.2 -
8.8 -
2177 105
(2.0) 1.4
235.7 119
5.6 -
1,477 2 -
{1.9} -
228.3 119
6603 -
2,369.5 119
(2,133.8) -

Total

1,367 0
8,147 6
27548

5098

12,779.2

7006
9,544 3
1,1133

3a78

3340

6992

12,779.2

Total

1,211.2
8,914.4
1,994.5

403.7

12,523.8

661.3
10,068.1
535.8
358.1
240.2
660 3

12,523.8
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2006
Bank (Owver 3 months OverBmonths  Over 1 year
Within but within but within but within More than Non interest Trading

3 months 6 months 1 year Syears Syears bearing book Total
Assets
Loans and advances to banks 1,2138 504¢ 950 - - 106 - 1,369 4
Loans and advances o customers 54610 2215 357 2 1,7205 2916 - - 80518
Debn securities and equity shares 1,248 8 3097 4519 3509 100 - - 237113
Other assets i895 - - - - 2723 3849 5007
Loans to trading book 74 - - - - @ 33 -
Total assets 8,120.5 581.2 904.1 2,071.4 3016 2788 356 12,203.2
Liabilities and equity
Deposits by banks 6613 336 - - - 57 - 7006
Customer accounts 7.3294 806 858 2374 - 1,386 1 -~ 91193
Debt secunties in rssue 9969 1144 20 - - - - 1,1133
Other borrowed funds - 300 - - 3600 22 - 3878
Other habilities - - - - - 2870 356 3226
Equity - - - - - 649 6 - 6496
Total iabilthies and equity 8,987.6 258.6 87.8 237.4 360.0 2,326.2 35.6 12,293.2
Derivatives (868.7) {299.5) {30 0) 918.2 280.0 - -
Imterest rate sensitivity gap (1,735.8) 23.1 7863 2,752 2 221.6 (2,047 4) -
Cumulative gap (1,735 B) (1,712.7) {926 4) 18258 2,047.4 - -

The penod end position shown above 1s regarded as matenally vepresentative of the Group and Bank's position throughout the year and refiects the policies on nisk
management, subject to the following comments

—The gap analysis disclosed reflects contractual repricing In accordance with accounting standards

—Interest free current account balances are included in the 'non-interest bearing’ matursty band

—The Group’s asset and liability policies reflect the historic stability of customer accounts

Liquidity nsk
Liquichty risk anses from the timing of cash flows generated from the Group's assets, liabilities and off-balance sheet nstruments The Group's iquidity management
policies are reviewed and approved annually by the Risk Management Committee and comphiance 1s reviewed against these policies monthly by ALCO

Lquidity nisk ansing from the structure of the balance sheet {structural liquidity) 1s managed by policies developed by ALCO The primary policy 1s funding 85% of
setail assets by retall deposits to ensure there 1s no over-reliance on wholesale funding The group's structural iquidity risk management is therefore retait based and
Is dependent on behawoural analysis of both customer demand deposit and loan drawdown profiles by product category based on expenence over the fast eight
years The behaviour of retail products (s reviewed by ALCO on a quarterly basis The Policy 1s to beld sufficient marketable assets for the worst gross monthly
outflow (excluding offsetting tnflows) experienced on a gross product basis

In addition the Group has maturity mismatch bmits to control the exposure to Jonger term mismaiches

Day-to-day cash flows (tactcal hquidity} are managed by Treasury within guidelines laid down by ALCO and i accordance with the standards established for alt
banks by banking regulators Short-term liquidity standards, including helding a portfolie of liquid assets, ensure the Group can always meet is immediate
obligations without recourse to the wholesale markets {for at least the next five working days) The Group undertakes tactical quidity stress tests, assuming
restricted access to wholesale market funding, with the aim of having sufficient liguidity for six menths non-access

The Group 15 dependent on marketable assets, the asset quality of these I1s controlled via credit hmits: Concentration imits are set by issuer name and holding per
bond to ensure diversity of assets

The following table analyses the Group and Bank's assets and liabilities into refevant maturity groupings based on the remaining period of the balance sheet date to
the contractual maturity date

The Bank manages hquidity on a behavioural rather than contractual basis as the retalt and corporaie deposit bases are very stable The behawour is based on dally
customer experience over the last eight years The deposits are aftracted to the Bank by good customer service and its ethical policy Therefore, contractual maturity
analysis 1s not used for nsk management purposes

On a behavioural basis, the net hquidity gap for 1 month or jess 1s a £1 9bn outflow (2006 £1 6bn outfiow) for the Group and £1 5bn outflow (2006 £1 3bn outilow)

for the Bank which the Group and Bank have sufficient liquid assets to cover
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2007
Group

Assets

Loans and advances to banks
Loans and advances to customers
Debt secunties

Other assets

Liabilities

Deposits by banks
Customer accounts
Debt securities n issue
Other borrowed funds
Other habifities

tiet hquidity gap

2006
Group

Assets

Loans and advances to banks
Loans and advances to customers
Debt securities

Other assets

2006
Group

Liabilities

Deposits by banks
Customer accounts
Debt securities in 1ssue
Other borrowed funds
Other habiities

Net liquidity gap
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Repayable
on demand

2.7
732.5

261.1
996.3

461
8,118.9

92.3
8,257 3
(7,261.0)

Repayable
ondemand

29
7165

213
990 7

Repayable
ondemand

639
7.2659

177
7,4415
(6,456.8)

3 months

or less but
not repayable
on demand

1,190.0
2,174.7
1,0153

4,380.0

611.7
1,9795
444.2

3,035.4
1,344 6

3 months

or less but
not repayable
on demand

12085
16353
864 1

3,707.9

3months

or less but
not repayabie
on demand

603 1
1,8825
696 ¢

3,182.5
525.4

1 year or less
but over
3 months

664.4
511.2

1,175.6

3.5
2823
91.6

377.4
798 2

1 yearor less
but over
Imonths

1450
6890
9323

1,766 3

1 year or less
but aver
3 months

336
1583
4164

608.3
1,158.0

5years or less
hut over 1 year

1,508.2
8188

232710

178.8

178.8
2,148.2

5 years of less
hut over 1 ysar

18759
8559

2118

5 years of less
but over 1year

2376
300
267.6
2,464.2

QOver 5 years

113
4,089.9
85.6

4,186.8

360.0

360.0
3828

(Over 5 years

106
33862
1008

3,497.6

Over 5 years

3600

360.0
31376

Non cash
items

(160.7)

181.9
21.2

Q .;)
1630

161.1
(139.9)

Non cash
items

(155 3)
2402
B49

Non cash
ems

22
2163

214.1
(129.2)

Total

1,204.0
9,000.0
2,430.9

443.0

13,086.9

661.3
10,559 5
535 8
358.1
255.3

12,370.0
716 9

Total

1,367 0
8,147 6
2,7531

5115

12,779.2

Total

7006
9,544 3
1,133

387 8

3340

12,080.0
699.2



2007
Bank

Assets

toans and advances to banks
Loans and advances to customers
Debt secunities

Other assets

Liabilhes

Deposits by banks
Customer accounts
Debt securities in 1ssue
Other borrowed funds
Other liabiities

Net liquidrty gap

2006
Bank

Assets

Loans and advances to banks
Loans and advances to customers
Debt secunties

Other assets

Liatnlities

Deposits by banks
Customer accounts
Debt secunties in 1ssue
Other borrowed funds
Other Liabuities

Net liquidity gap

Repayable
on demand

27
7128

261.4
976.9

46,1
7,758 9

g28
7,897.8
(6,920.9)

Repayable
on demand

29
687 3

2724
962.6

639
69425

1180
7,124 4
(6,161.8)

3 months

or less but
not repayable
on demand

1,197.2
2,196.3
705.2

4,098 7

611.7
1,853.2
444.2

2,909.1
1,189.6

3 months

or less but
not repayable
on demand

1,2109
16636
6340

3,508.5

6031
1,7809
696 9

3,0809
427.6

1yearor less
but over
3 months

659.8
376.1

1,035.9

35
277.2
91.6

372.3
663.6

1 year orless
but over
3 months

1450
6811
7790

1,605.1

336
1583
416 4

608.3
996.8

5 years or less
but over 1 year

1,488.9
81e.8

2,307.7

178.8

178.8
2,128.9

5 years or less
but ever 1 year

1,8459
855 9

2,701.8

2376
300
267.6
2,434.2

Risk management
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Non cash

Over § years items Total
1.3 - 1,211.2
4,017.3 (160.7) B8,9144
85.6 - 1,985.7
- 1511 4125
4,114.2 (9.6) 12,523.8
- - 661.3

- - 10,068.1
- - 535.8

360.0 (1.9) 358.1
- 147.4 240.2

360.0 145.5 11,863.5

3,754.2 {155.1) 660.3
Non cash
Over 5 years Hems Tota!
1086 - 1,369 4
332092 (155 3) 80518
1007 - 23696
- 2300 502 4

3,440.5 747 12,293.2

- - 7006
- - 9193
- - 1,1133
3600 (22 3878
- 204 6 3226

3600 2024 11,6436
3,080.5 (121.7) 649.6
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Gross contractual cash flow analysis

The following 1$ an analysis of gross contractual cash flows of financeal iabilities held at the balance sheet date

2007
Group

Deposits by banks

Customer accounts

Debt securities in 1ssue
Dervative financial instruments
QOther borrowed funds

Total habilities
Other habilihes
Total recognised habilities

Unrecognised loan commitments
Total

2006
Group

Deposits by banks

Customer accounts

Debt securities in 15sue
Derwvative financal instruments
Other borrowed funds

Total liabilities
Other hiabilities
Total recognised liabiltties

Unrecognised loan commitments
Total

2007
Bank

Financial liabilities

Depaesits by banks

Customer accounts

Debt secursties n 1ssue
Derwative financial instruments
Other borrowed funds

Total liabilities
Other habilties
Total recognised liabilities

Unrecognised loan commutments
Total
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Carrying value

661.3
10,559.5
535.8
92.3
358.1

12,207.0
163.0
12,3700

6,371.7
18,741.7

Carrying value

7006
9,544 3
1,1133

1177

3878

11,863.7
2163
12,080.0

58145
17,8945

Carrying value

661.3
10,068.1
535.8
92.8
3581

11,716.1
147.4
11,863.5

6,364.5
18,228.0

Gross nomunal
outflow

664.0
10,637.0
540.5
92.3
514.5

12,448 3

12,448.3

6,371.7
18,820.0

Gross nominal
outflow

704 4
9,623 4
1,1280

177

5587 4

12,130.9

12,130.9

58145
17,9454

Gross nominal
outflow

€64.0
10,141.1
540.5
92.8
5145

11,952.9
11,952.9

6,364.5
18,317.4

less than
1 month

596.3
9,882.2
2468
92.3

10,820 6

10,820.6

6,301.8
17,1224

less than
1 month

6155
8,864 6
3177
nr7

9,915.5

9,915.5

5,754 2
15,669 7

less than
1 month

5993
9,451.5
2468
92.8

10,3904

10,390.4

6,2946
16,685.0

1-3 months

61.1
223.9
2021

88
495.9

435.9

7.9
5038

1-3 months

543
2895
387 8

7316

731.6

18
7334

1-3months

611
1640
2021

8.8
4360
4360

1.9
443.9

3-12months

3.6
324.7
91.6

11.2
4314

4311

14.9
446.0

3-12 months

346
166 6
4225

548
6785

6785

138
692.3

3-12 months

36
3184
91.6

11.2
4258
425.8

14.9
440.7

1-5 years

206.2

91.2
297.4
2974

471
344.5

1-5 years
3027

92
3939

393.9

447
4386

1-5 years

206.2

91.2
287.4
297.4

471
344.5

Over
5 years

403.3
403.3

403.3

403.3

Over
5 years

4114
411.4

4111.4

11.4

Qver
§ years

403.3
403.3

403.3

403.3



2006
Bank

Deposits by banks

Customer accounts

Debt securnities in issue
Dervative financial mstruments
Other borrowed funds

Total liabilities
Other liabilities
Total recognised liabilitles

Unrecognised loan commutments
Total

Carrying vatue

7006
91193
1.1133

1180

3878

11,439.0
2046
11,643.6

58054
17,449.0

Bross nominal
outflow

704 4
9,194 5
11280

1180

557 4

11,7023
11,7022

58054
17,507.7

Demand deposits are shown as less than one month in the analysis above

Fair values of financial assets and habilities
The table below sels out a comparison of the book vatue and the fair value at 12 January 2008 of all of the Group's financial instruments, where book value does not

gquate to fair vafue

2007

Assets
Loans and advances to banks
Loans and advances to customers

Liabilities

Deposits by banks
Customer accounts
Debt securities in issue
Other borrowed funds

2006

Financial assets
Loans and acdvances to banks
Loans and advances to customers

Financial liabilities
Deposits by banks
Customer accounts
Debt securities in 1ssue
Other borrowed funds

(a) Loans and advances to banks

less than
1month  1-3 months
6155 54 3
85394 1858
3177 3878
180 -
9,590.6 627.9
9,590.6 627.9
57451 18
15,335.7 629.7

Group
Carrying value Fair value
1,204 0 1,2040
9,009.0 9,035.2
661.3 661.3
10,559.5 10,561.4
535.8 539.2
358.1 357.5

Group
Carrylng value Falr value

1,367 0 1,367 0
B.1476 81242

7006 7006
9,544 3 9,543 1
1,1133 1,1138

387 8 4155

Loans and advances 1o banks include nter-bank placements and items in the course of collection
The fair value of floating rate placements and overnight depasits 1s therr carmying amount The estimated fair value of fixed interest bearing deposits s based
on discounted cash flows using prevailing money-market interest rates for debts with similar eredit sk and remaiming maturity

(b} Loans and advances to customers

3-12 months

Risk management

Over

1-Syears  Syears

346 - -
1666 o2y -
4225 - -
548 912 411 4

678.5 3939 a4

678.5 3939 a4

i38 447 -
692.3 438.6 411.4

Bank
Carrying value Falr value
1,211 2 1,211.2
38,9144 8,939.9
661.3 6613
10,068.1 10,070.0
535.8 5392
358.1 3575

Bank
Carrying value Fair value
13694 1,369 4
8,0518 8.028 0
7006 7006
9,193 9,181
1,133 1,1138
3878 4155

Loans and advances are net of provisions for impairment The estimated faw value of loans and advances represents the discounted amount of estimated future
cash flows expected to be received Expected cash flows are discounted at current market mierest rates based on original credit spends to determine far value
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Deposits by banks
The farr value of floating rate placements and overnight deposits 1s their carrying amount The estimated faur value of fixed interest bearing deposits 1s based
on discounted cash flows using prevailing money market Interest rates for debts with similar remaining matunty

Customer accounts

The estimated farr value of deposts wih no stated maturity, which includes non interest- bearing deposits, (s the amount repayable on demand

The eshmated farr value of fixed interest-bearing deposits and other borrowings without quoted market price is based on discounted cash flows using interest
rates for new debts with similar remaining matunty

Debt securities in issue and other borrowed funds
The aggregate fair values are calculated based on quoted market prices For those notes where quoted market prices are net avaliable, a ciscounted cash flow
model 15 used based on a current yield curve appropriate for the remaining term to maturity

Additionally, debt secunities and dervatives are measured at farr value

Debt securities
Fair value 15 based on market pnces Where this nformation 15 not avaiiable, farr value has been estimated using quoted market prices far securtties with
similar credit, matunty and yield characteristics

Derivatives
Futures and options are marked to market using isted market prices For interest rate swaps, the estimated fair value 1s based on discounted cash flows using
prevailing maney market interest rates for instruments with similar remaining maturnty

Use of Financial Instruments
The use of Financia! Instruments 15 essential to the Bank's business actvites and financial nstruments constitute a significant proportien of the Bank's assets and
liabiliies Risk management peocedures are described earlier in this report, and analysis of the financial nstruments 1s prowided in the Motes to the financial statements

The table below analyses financial instruments by measurement basis as detalled by 1AS 39

Designated at Loans and Avalable- Other Cash flow
Balance sheet categories Trading tair vatue receivables for-sale  amortised cost hedges | Total
2007
Group .
Assets
Cash and balances at central banks - - 172.9 - - - 172.9
Loans and advances o banks - - 1,204.0 - - - 1,204.0
Loans and advances to customers - 29.1 8,979.9 - - - 9,009.0
Debt securities - 6.9 - 24240 - - 2,430.9
Denvative financial nstruments 9.6 67.9 - - - 10.7 88.2
Equity shares - - - 8.8 - - 88
Total financial assets 9.6 103.9 10,356.8 24328 - 10.7 12,913.8
Non financial assets 173.1
Total assets 13,0869
Liabilities
Deposits by banks - - - - 6613 - 661.3
Deposits from customers - - - - 10,559.5 - 10,559.5
Debt secunties in 1ssue - - - - 535.8 - 535 8
Derivative financial instruments 8.0 7.9 - - - 12.4 92.3
Other borrowed funds - - - - 3581 - 358.1
Total financial liabilities a0 7.9 - - 12,1147 124 12,207 0
Non financial habilities 163.0
Total habilities 12,370.0
Capital and reserves 716.9
Total liabilities and equity 13,086.9
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Batance sheet categories

2006

Group

Assets

Cash and balances at central banks
Loans and advances to banks -~
Loans and advances to cusiomers -
Debt securties -
Derwative firancial instruments 63
Equity shares -

Total financial assels 63
Non financial assets
Total assels

Trading

Liabilities

Deposits by banks -
Deposits from customers -
Debt secunties in 1ssue -
Derwvative financial nstruments 72
Other borrowed funds -

Total financial habilities 7.2
Non financtal iabities

Totatl habilities

Capital and reserves

Total liabilities and equity

Balance sheet categories

2007

Bank

Assets

Cash and balances at central banks -
Loans and advances to banks -
Loans and ativances to customers -
Debt securities -
Dervative financial instruments 10.5
Equity shares -

Totat financial assets 10.5
Non financial assets
Total assels

Trading

Liabilties

Deposits by banks -
Deposits from customers -
Debt secunties in 1ssue -
Derwvative financial instruments 8.7
Qther borrowed funds -

Total financial liahifities 8.7
Non financial habilities

Total habilties

Capital and reserves

Total liabilities and equity

Desipnated at
fair value

396
755

111

791

791

Designaled at
fair value

291
6.9
67.9

1039

1.8

n.as

Loans and
receivables

1869
1,367 0
81120

9,665.9

Loans and
receivables

172.9
1,211.2
8,885.3

10,269.4

Available-
for-sale

27531
17
2,754.8

Avallable-
tor-sale

1,978.8

g8
1,987 6

Other
amortised cost

7006
9,544 3
11133

3878
11,746 0

Other
amortised cost

661.3
10,068 1
$35.8

3581
11,623.3

Risk management
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Cash flow
hedges Total

- 1869
- 1,367 0
- 8,147 6
-~ 2,753 1
26 844
- 17

26 12,540.7
2385
12,779.2

- 700 6
- 8,544 3
- 1,113 3
314 nr7
- 387 8

ha 11,863.7
2163

12,080.0

699 2

12,779 2

Cash flow
hedges Total

- 172.9
- 1,211.2
- 8,914.4
- 1,985.7
101 88.5
- 8.8

10.1 12,381.5
142.3
12,523.8

- 661.3
- 10,068.1
- 535.8
12.3 92.8
- 358.1

123 11,1161
147.4

11,863.5

660.3

12,523.8
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Designated at Loans and Available- Other Cash flow
Balance sheet categories Trading fair value receivables for-sale  amortised cost hedges Total
2006
Bank
Assets
Cash and balances at central banks , - - 1869 - - - 1869
Loans and advances to banks - - 13694 - - - 1,369 4
Loans and advances to customers - 356 80162 - - - 80518
Debt securities - - - 23606 - - 2,369 6
Dervative finangial instruments 74 755 - - - 26 855
Equity shares - - - 17 - - 17
Total financial assets 7.4 11141 9,572.5 2313 - 26 12,064.9
Non financial assets 2283
Total assets 12,293.2
Liahilities
Deposits by banks - - - - 7006 - 7006
Deposits from customers - - - - 91193 - 91193
Debt securities in 13sue - - - - 11133 - 1,113 3
Derivative financial instruments 83 791 - - - 306 1180
Other borrowed funds - - - - 3878 - 3878
Total financial liabilities 8.3 79.1 - - 11,321 0 306 11,439.0
Non financia! iabities 2046
Total liabilities 11,643.6
Capital and reserves 649 6
Total liabilities and equity 12,293.2

The main financial Instruments used by the Bank, and the purposes for which they are held, are cutlingd below

Customer foans and deposits

The provision of banking facilities to customers 1s the prime activity of the Bank and custemer loans and deposits are major constituents of the balance sheet
The Bank has detaled policies and procedures to manage nisks In addibon to mortgage lending, much of the lending to corporate and business banking
customers 18 secured

Debt securities, wholesale market loans and deposits

The Bank issues medium term notes within an established Euro Medium Term Note programme and also 1ssues Certificates of Deposit and Commercial Paper as
part of its normal Treasury actvities These sources of funds alongside whalesale market loans are invested I marketable, mvestment grade debt securities, short-
term wholesale market placements and used to fund customer loans Debt securities also underpin the Bank’s iquidity requirements and generate incremental net
interest and trading mcome

Capital funds - Subordinated Note 1ssues and preference shares
The Bank has a policy of maintaining prudent capital rabios and ublises a broad spread of capital funds In addition to ordinary share capital and retained earnings, the
Bank has 1ssued £60 million preference shares and, when appropniate, also 1ssues perpetual and fixed term Subordinated Notes

Foreign exchange
The Bank undertakes foreign exchange dealing to facilitate customer requirements and to generate incremental income from short-term trading in the mayor
currencies Structured nsk and trading retated risk are managed formally within pesition imits appraved by the Board

Derlvatives
Adenvative 15 a financial instrument that derives its value from an undertying rate or price such as interest rates, exchange rates and other market prices Derwatives are
an efficient means of managing market risk and imsting counterparty exposure The Bank uses them manly for hedging purposes and to meet the needs of customers

The most frequently used derwative contracts are interest rate swaps, exchange traded futures and options, caps and fioors, forward rate agreements, currency
swaps and forward currency transactions Terms and conditions are determined by using standard industry documentation Derwvatives are subyect to the same
market and credit nsk cantrol procedures as are applied to other wholesale market instruments and are aggregated with other exposures to moniter total
counterparty exposure which 18 managed within approved mits for each counterparty
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Operational risk
(Operational nsk 1s defined within CFS as the nisk of loss resulting from mnadequate or faled nternal processes, people and systems of external events This
encempasses the effectiveness of risk management techniques and controls to minimise these losses

Operational Risk Framework

Operational Risks are identified, managed and mingated through ongoing nisk management practices including nsk assessments, formal mternal control
procedures, raining, segregation of duties, delegated authonties, and contingency planming Operational Risks are formally reviewed on a regular basis Significant
Operational Risks are reqularly reported to Executive Directors, the Operational Risk Committee and the Risk Management Committee These meet regularty to
mamitor the suitability of the risk management framework and management of significant risks within CFS

CFS continues to develop s approach to managing Operational Risk 2007 has seen significant enhancements 1 the process for quantifying operational risks,
providing a means of translating operational risk exposures into capital requirements In addition the Incident Reporting process has been revised and relaunched,
incorporating a centralised reporting hotling, and supparted by the Integrated Risk System

Responsibilities
Whilst the Board 15 ultimately responsible for Operationai Risks across the Bank and ihe wider CFS orgamisation, this 15 delegated to the Chief Executive and
Executive Directors within CFS who are responsible for controling the Operational Risks in theur direct areas of accouniability and for compliance with CFS policies

Each Executive has a nominated Bwisional Risk Owner who 1s @ member of the Operational Risk Commitiee and 1s responsible for ensurning the consistent
applicatron of the Operational Risk framewark within their division Divisienal Risk Cwners are supported {rom within their business divisions

The central Operational Risk team facilitate the consistent identification, management and reporting of Operational Risks across CFS in line with regulatory and business
requirements, support development and testing of business continuity arrangements for the business, and manage the CFS5 Corporate Insurance programme

Risk themes
CFS categonses Operational Risk into a number of distnct themes for internal management, monitoring and reporting Xey Operational Risk themes managed by
CFS include

Financial cnme
This relates to the effectiveness of controls to mimimmise financial losses ansing from the fraudulent actmvities of employees, customers and third parties

The organisation recogrises the increasing concerns of customers, regulatory authorities and the media in respect of the loss or theft of confidential customer
information It has responded pro-actively to these concerns by reviewing, 1n detail, its arrangements for the security of conficential customer files Whilst these were
found to be robust, enhancements to provide additional customer protection continue to be assessed and implemented where appropnate

Controls include training and awareness to develop an anti-fraud culture, IT secunty infrastructure, tools and specialists to protect CFS systems and customer
detalls, documented procedures, controls and automated solutons to detect/prevent fraud, Know Your Custormer (KYC) procedures, employee pre-recruitment
vetting and screening, dual controt and segregation of duties where appropriate and Security and Major Investigations functon working closely with Internal Audit
and Operational Risk management

Comphance (with regulatory and legal requirements)

As arequlated business, CFS places great emphasis on masntaining comphance with our regulatory and legal obhigations by

* Regulatory - supperting CFS's business objectives through the provision of advice, and the recommendation of solutiens where appropriate, in respect of the
requiatory implications of business developments and assisting the business in assessing and addressing new and enhanced regufatory expectations This 1
supported by appropriate and effective monitaring, aimed at influencing the business to mitigate or eliminate regulatory risk and demonstrate that we are meeting
our regulatory obligations

* Legal - seeking to pro-actively manage fegal 1ssues in relation to commercial, contractual, employment and itigation actvities

Employee practices/workplace safety

It 1s acknowledged that our people are a key asset The Financial Services sector as an industry s reliant on 1ts people and the skills, knowledge and expenience they
provide The risk of failure to mantain employee relations, or provide a safe environment n ling with legisiative requiremenis and with the ethical, diversity and
discrimination rnutes 1s managed with support from our Human Resources depariment

Property and facilities
The nsk of unforeseen operational disruption caused through the denial of access to major occupancies or other Interruplions to business operations 18 managed
through our busmess continutly framework and corporate insurance programme

Customer service
As a financial services bustness, providing fair and high-quality customer service 1s a must Controls that could prevent such risks occurring are reqularly assessed

The Co-operalve Bankplc 67




Risk management

b Yy L

~ ot

and monitored These include customer service levels, getting things nght first tme, availabilty of customer facing systems, together with tramed and skilled
resource to service customer demand

Suppliers

CFS looks to source cost-effective and quality services, both internal and external to the Co-operative Group Gwen the reliance on our business partners who
provide services and products, a major or prolonged disruption to the supply of their services and products would impact on CFS Risks are monitored relating to the
effectiveness of contracts and relatonship management to ensure that CFS' expected performance levels are achieved

Major IT systems/major payments systems failure

Financial service providers have a heavy reliance on the avallability and performance of underlyng systems and applications, and the processes and framawerks
which underpin these Consequently the effectiveness of controls over the IT systems and infrastructure supparting IT processes and controls, major payment
systems and cleanng and business processes are monitored an a regular basis

Change management

Gwven the integration of The Co-operative Bank and the Co-operative Insurance Society businesses, and the ongoing business transformation to integrate and
improve the service offenngs, competitiveness and efficiency of CFS in our journey to beceme the UK's most admired finangial services business, there 1s a
substantral change programme n place i order to ensure delivery to ime, cost or guality, and minimise risks arising from this there 1s a dedicated Change Risk &
Governance team in place

Basel 1115 an internationally agreed framework for banking regulation and capital management The FSA 1ssued final guidance and implementation requirements
on these new standards during 2008, n preparation for firms to commence parallel runming wath the introduction of the new regulations from 2007 onwards The
Bank submitted its Permission Appiication Pack {PAP) to the FSA n December 2006 and commenced its parallel run activities during 2007 In December 2007, the
FSA formally approved the PAP allowing the bank to operate an internal rating based (IRB) approach which was fully im plemented at the start of 2008

The Base! Il programme continued to be a key risk management development In the Bank in 2007, which enabled the Bank to submit it's first Internat Capital
Adequacy Assessment Process (CAAP) to the FSA in the second half of 2007 This was fully reviewed and 1n December 2007, the FSA fedback the Bank's Individual
Capital Guidance (iCG) for 2008

The Piltar 3 disclosure for the Co-operative Bank Group based on the year ended 12 January 2008 will be made available on the CFS website (www ¢is co uk)

Pnincipal risks

As part of the Bank’s preparation for its first ICAAP submission to the FSA i 2007, and as part of CFS’ engoing preparation for Solvency 2 for CIS and CISGIL, 2
review of CFS’ Risk Management Framework was conducted in the latier part of 2006 A rewised, ICAAP compliant, CFS Risk Management Framework was
introduced in Quanter 1 2007

In addition to the significant risks covered above, the following risks are also reported n the new CFS Risk Management Framework
» Group wide risks, to incluge pensions, reputational and group risk
* Business risk

Penslons risk* anses fram the volatiity of future pension contributions required from the Bank to fund the Co-operatve Group PACE scheme These contnibutions
may be affected by valuations of the PACE scheme for which the key assumpticns are mortalty, inflaon, rate of salary/pension increase and the investment return

Pensions Risks are identified at the Co-operative Group level, with the impact of any potentiat changes to contbution assessed under the Bank Risk Management Framework

Reputational risk: s the current or prospective nsk to the Bank’s earnings and capital ansing from adverse perception of the Bank's or another member of the
Co-operative Group's image on the part of customers, counterparties, shareholders, investors or regulators

Reputational Risks are identified at the Bank entity level As part of the assessment of this nisk, we consider the impact of other CFS entities and Co-operative Group
entities to the Bank

Group risk: includes cantagion nsk, being the nsk that [osses or latilites from one part of the group deplete of divert financial resources from another part of the Group

Group Risks are identified at the Bank entity level As part of the assessment of this risk, consideration 1s given i the impact of other CFS and Co-operative Group
entities on the Bank

Business nisk: anses from changes o the Bank’s business, specifically the nisk of not beng able to carry out the Bank's business plan and desired strategy,
including the ability to provide suitable products and services to customers In a narrow sense, business risk 1s the nsk the Bank suffers losses because income falls
or 15 volatile relatwe to the fixed cost base However, In a broader sense, 1t 1s the Bank's exposure to a wide range of macro-econamic, geapolitical, industry,
regulatory and other external risks
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Capital management

Gapital resources

The Group's policy is to maintain a strong base o as to maintain investor, creditor and market confidence and to sustan future development of the business The
Group's policy 1s to be more prudent than industry noims by having a higher propertion of core tier 1 as the Group 1s not able to raise equity externally However, the
Group still recognises the need to mantain & balance between the potential higher retumns that might be achieved with greater geaning, and the advantages and
security afforded by a sound capital position

Our submission to the FSA in the year have shown that the Group and its individually regutated operations have compiied with all externally imposed capitat
requirements throughout the period

There have been no material changes m the Group's management of capiial during the period

2007 2006
Core tier one capital
Permanent share capital 55.0 550
Retained earnings 652 6 §58 7
Share premium account 8.8 88
Perpetual non cumulative preference shares 60.0 600
Tota! vier one capiial before regulatory deductions 776.4 7825
Tier two capital
Long term subordinated debt 298.1 3278
Total tier two capital beiore deductions 208,1 3278
Tier 1 ratio 88% 99%
Total nsk asset ratig 13.5% i53%

The Group's regulatory capital 1s analysed with two tiers

Tier one capral

Tier one capital includes share capital, retamed earnings, and perpetual non cumulative preference The preference shares carry the nght to a fiked non cumulative
preferentral diwdend at a rate of 9 25%. payable 31 May and 30 November Retained eamings exclude gains or losses on cash flow hedges and avarable-for-sale
assets

Tier two capital

The tier two capital includes two subordinated debt 1ssues, £150m Step Up Callable Subordinated Notes 2019 and £150m Callable Subordinated Notes 2021 fixed
rate until 2016, then moving to floating rate The £30m Subordinated Perpetual Floatng Rate Notes were redeemed on $ January 2008

The rights of repayment to the holders of subordinated debt are suborcinated to the claims of depositors and other creditors of the Bank More information on these
can be found in note 23

During the reporting penod the Bank has moved from reporting on a Base! | hasis to a Basel Il basis using the IRB approach The Group obtaned FSA permission to
report an this basis in December 2007 This change impacts on the regulatory capital deductions from Tier 1 and Tier 2 capital for certain risks, particutarly credit
risk where deductions are now calculaied with reference to the expected loss on the Group's assets under various scenanos

Capital allocation
The allocation of capital between specific operations and actvities is driven by optimisation of the return achieved on the capita! allocated, and 1s based upon the

regutatory capnial Capital allocation 1s ungertaken independently of those responsible for capital management, and 1s reviewed by ALCO Each rew product must
earn at least the Group’s mimmurm target raturn on equity
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Critical Judgements

The Bank makes estimates and assumptions that affect the reported assets and liabiities Cnibcal estimates and judgements are continually assessed and reviewed,
and are based on historical expenence and reasonable expectations of future events

Impairment on loans and advances

The loan portfolios are reviewed on a continuous bas:s to assess imparment In determining whether a bad debt provision shoutd be recorded, judgements are
made as to whether there Is objective evidence that a financial asset or portfolio of financial assets 1s impaired as a result of loss events that occurred after
recognition of the asset and prior io the balance sheet date

Coilective provisions
Personal advances are identified as impaired by taking account of the age of the debt's delinquency, by product type

The provision Is calculated by applying a percentage rate to different categories and ages of impaired debt

The provision rates reflect the ikelihood that the debt in that category/age will be written off or charged off at some paint In the future The rates are based on
histerical experience and current trends, incorporate the effects of discounting at the customer interest rate and are subject to regular review The provision IS the
product of the rate and the spot balance for the relevant arrears oucket

Individual provisions
Mortgage accounts are identified as impaired by taking account of the age of the debt’s delinquency on & case-by-case basts based on arrears data held within the
mortgages system

Individual provisions are also raised on & case-by-case basis for each mortgage account In arrears

Each Corporate account 15 assessed and allocated a 'risk grade' to enable the Bank to monitor the everall quality of its lending assets Those of fesser quality, where
the lending 1S potentially at nisk and provisions for future loss may be required, are centrally monitosed with specific management actions taken at each stage within
lzud down procedures and specific provisioning criteria Prowsions represent the Iikely net loss after realisation of any security

impairment on structured investments

Structured nvestments

The Bank holds £63m of Structured Investments The accounting treatment for these assets s avaliable-for-sale which means that they are fair valued in the balance
sheet with movements passing through reserves, unless the assets are deemed to be impaired which results in movements being recogmised in the ncome staternent

The impact of the ‘credit crunch' and subsequent reductions in liquidity i whotesale markets has led to reductions in values for these assets but has also increased
the subjectmity of valuation as there 1S no active market or traded price availalle for such assets

The Bank has adopted a valuaton policy of published Net Asset Value (NAV) nformation, unless a restructuring proposal 1s in place at the year end which provides
better valuation evidence

For assets In process of restruciunng, the valuation 1 based on the present vafue of the estimated cash flows, taking account of levels of default and funding rates
which will arise post restructure

Additionally, it has been necessary to consider whether these assets are impaired as this requires losses to be recognised in the ncome statement Impairment has
been assessed by

* Is there evidence that a loss event has occurred, and
 Does the loss event have a negative impact on future cash flows

Each of the Bank's structured investments meet these criteria and therefore an impairment provision has been made

Credit trading funds

The Bank also holds £50m of Credit Trading Fund Investments The accounting treatment for these assets is available-for-sale which means that they are far valued
in the balance sheet with movements passing through reserves, unless the assets are deemed to be impaired or contain embedded derivatives which result in
movements being recogrised in the ncome statement

The nvestments are measured using modelling techniques and external published prices and indices where available

These Bank investments have been assessed as above and are not considered to be imparred
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1 Segmental analysis

The Group's primary basis of segmentation 15 by business activity Activities have been segmented between Retad banking, Corporate and Business banking and
Wholesale Segment information 1s presented 1n the financial statements in respect of the Bank's business segments, reflecting the Bank's management and
intemal reporting structure Income and costs are allocated using transfer pncing and Actvity Based Management methodologies

The Group 1s comprised of the {ollowing main business segments
* Retall — customer focused preducts and services for ndividuals, sole traders and small partnerships It includes mortgages, credit cards, Consumer loans,
smali business loans, current accounts and savings products
» Corporate — customer focused products and services for business accounts This includes farge corporate and commercial entities and SMEs {Small to
Medium entities) Itincludes loans, asset finance, current accounts and savings products
* Wholesale— asset and liability management across the Bank's overall balance sheet, mctuding trading activities

2007 Retanl Corporate Wholesale Central costs Total
External gross revenue 548.3 282.9 190 8 - 1,022 0
External net revenue 313.2 197.2 131 - §23.5
Intemal net revenue 85.8 (69.5) (16 3} - -
Operating income 3990 121.7 {3.2} - 523.5
Operating profit 471 §7.5 (43.1} (111 50.4
Profit based payments to members of the Co-operative Group 1.3)
Significant ltems {38.0)
Profit before taxation 1.1
Income 1ax expense (5.2)
Profit for the year 5.9
Other information

Segmental assets 5,085.2 35221 4,001.9 - 12,699.2
Unallocated assets 387.7
Consolidated assets 13,086 9
Segmental liabilities 6,640.2 2,996.6 1,761 9 - 11,398.7
Unallocated liabilties 973
Consolidated habilities 12,370.0
Capital expenditure 9.9 3.6 04 0.8 "14.7
Depreciation and amortisation 17.5 29 0.7 16 22.7
2006 Retail Corporate Wholesate Central costs Total
External gross revenue 5539 2143 1756 - 943 8
External net revenue KYEI 1487 11 - 5215
Internal net revenue 276 (35 9} 83 - -
Cperating income 3993 1128 94 - 5215
Operating profit 42 551 39 (169 76.3
Profit based payments to members of the Co-operative Group (12
Significant items 1092
Profit before taxation 184.3
Income tax expense (57 4)
Profit for the year 126.9
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1. Segmental analysis {conhnued)
2006

Other information
Segmental assets
Unallocated assets

Consolidated assets

Segmenta! liabilities
Unallocated liabylies

Consolidated habiities

Capital expenditure
Depreciation and amortisation

The group’s actmties are i the UK

2. Profit hefore taxation
Profit before taxation Is stated after

Audit of these financlal statements
Other services

Amounts recevable by auditors and their associates in respect of
Audit of financial statements of subsidiaries pursuant to legislatien

Other services pursuant to such legislation
Services relating to information technology

Services relating to recruitment and remuneration

All other services
Total

Retail

51561

6,039 5

382
200

Corporate Whalesale Central cosis

28034 43593

28360 2,358 4

35 04
24 01

2007
£'000
238

05
19

Total

12,3188
460 4

12,7792

11,2339
8461

12,0800

426
244

2006
£000

236

73
14

7
752

1,082

Amounts paid to the Company's auditar 1n respact of services ta the Company, other than the audrt of the Company's financial statements, have not been disclosed

as the mformation 1s required instead to be disclosed on a consolidated basis

3. Directors® emolurmenis

Non-Executive Directors
Executive Directors
Compensation for loss of office

Retirement benefits are accrung to no Directors (2006 one) under defined benefit schemes

Further detals of Directors’ emoluments are included in the remuneration report on pages 34 to 38

4, Netinterest mcome

Interast and similar income on items not at fair value through profitor loss
Interest and simifar ncome on items at faw value through profit or loss

Farr value movements

2007
£'000

1,188
174

1,362

2007

802.2
2.2

(44)

800.0

2006
£'000

545

545

2006

7059
11
18

708 8

Interest Income accrued on impared financial assets duning the period was €14 6m (2006 £15 3m), interest due t© unwinding of discount on imparment

provisions relating to impaired financial assets amounted to £4 3m (2006 £4 5m)

Interest payable of £465 2m (2006 £388 5m) relates to iabiliies not at faw vatue through profit or loss
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5. let fee and comnussion incume and expense 2007
Fee and Comimussion income on items not at {air value through profit or koss 216.0
Fee and Commission income on items at fair vatue through profit or loss 0.1
Fee and Commussion income on trust or fiduciary actvities that result from holtding or investing in assets on behalf of others 0.4
Total fee and commission income 216.5
Fee and Commussion expense on items not at fair value through profit or loss 3
Fee and Commission expense on items at fair value through profit or loss 0.2
Total fee and commission expense 333
6. Het trading income 2007
Foreign exchange 5.2
Interest rate mstruments 0.3

5.5

2006

2318

03
2321

335
03

33.8

2006

50
22

28

‘Foreign exchange' net trading income includes gains and losses from spot forward and forward contracts, options futures and translated foreign currency assets

and hatuhties

‘Interest rate instruments’ includes the result of making markets in INstruments in government securities, corporaie debl securities, moneymarket instruments, interest
rate and currency swaps, options and other defivatives

7 Operating expenses

Staff costs {Note 8}

Administrative expenses

Depreciation (Note 18)

Loss on sale of property, plant and equipment
Software costs (Note 17)

(perating lease rentals

B. Staff costs

Wages and salanes
Socsal security costs

Pension costs — defined benefit plans
- defined coninbution plans

Other staff costs

Average number of employees

Before significant
tems
2007

1453
153.6
191
7.4
36
10.3

339.3

Before significant
items
2007

111
92
0.3

119
128

1453

Significant
items
2007

18.2
19.8

38.0

Significant
items
2007

25
D2

D3
15.2

182

After significant
items
2007

163.5
1734
19.1
74
3.6
103

3773

After stgnificant
items
2007

113.6
9.4
03

12.2
28.0

1635

The average number of persons workng for the group during the year was made up as follows

Full tme
Part time

Before significant Significant
itams items

2006 2006

1423 {109 2

1574 -

211 -

18 -

33 -

140 -

3399 {109 2)

Before significant Significant
items items

2006 2006

109 6 -

86 -

43 (109 2)

105 -

93 -

1423 (109 2

No of employees
2007

3,305
976

4,281

After significant
items
2006

331
157 4
211
18
33
140

2307

After significant
ftems
2006

1096
B6
(104 9)
165
g3

331

No of employees
2006

3,264
970

4,234

Employee activities are undertaken acioss the CFS Group and the figures above reflect the Bank's share of these serwices The 2006 fiqures refate to people

employed by the Bank
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9, Income tax expense Before significant  Significant  After significant Betore sigmificant Sigruficant After significant
items items items items Items items

2007 2007 2007 2006 2006 2006

Current tax — current year 186 {11 3) 7.2 263 - 263
Current tax — prrgr year 0.3 - 0.3 02 - 02
Deferred tax (Note 26) (2.3) - (2.3) {19) 328 3009
16.6 {11 4) 52 246 328 57 4

Further wformation about deferred income tax is presented in Note 26 The tax on the Group’s profit efore taxation ditters from the theoretical amount that would
anse using the corporation tax rate in the UK as follows

2007 2006
Profit before tax 1.1 184 3
Tax calculated at a tax rate of 30% (2006 30%} a3 553
Effect of
Preference share interest not deductible for tax purposes 1.7 17
Expenses not deductible for tax purposes 0.1 02
Depraciation of expenditure not qualfying for capttal allowances 05 04
Adjustments to tax charge n respect of prior perods - 02
Tax rate change on deferred tax to 28% (0.4) -
5.2 574

10 Group proft atiributable to equity sharehalders deatt with in fhe accounts of The Co-operative Bank p i.c

£1.1 mllion loss (pre-significant tems £25 5 mullion profit) (2008 £119 0 million prafit, pre-significant items £44 4 milon profit} of the Group profit atnbutable to
equity shareholders has been dealt with in the accounts of The Co operative Bank p I ¢

As permitted by Section 230 of the Companies Act 1935, the profit and loss account of The Co-operative Bank p | ¢ has not been presented separately

11. Earmings per share
Basic earnings per share 1 calculated by dviding the net profit atirbutable to equity holders of the Bank by weighted average number of ordinary shares In 1ssue
during the year

Before significant  Sigmficant  After significant Before significant Significant After significant

iterns items Items items 1tems ltemns
2007 2007 2007 2006 2006 2006
Profit attnbutabte to equity holders of the Bank 29.8 {26 6) 3.2 483 751 1234
Weighted average number of ordinary
shares in 1ssue {mullions} 1,100.0 1,100 0 1,100.0 1,1000 1,100 0 1,1000
Basic earnings per share (expressed in
pence per share) ra {2.42) 0.29 439 683 1122
12 Loans and advances to banks Group Bank
2007 2006 2007 2006
[tems i course of collection from other banks 1413 1340 141.0 1339
Placements with other banks 1,062 7 1,088 0 1,070.2 1,000 5
Included in cash equivalents 1,204.0 1,2220 1,211.2 1,224 4
Other loans and advances to banks - 1450 - 1450
1,204.0 1,367 0 1,211.2 1,360 4
Of which
Variable rate 268.1 66 6 268.1 66 6
Fixed rate 9359 1,300 4 943.1 1,3028
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12. Loans and advances to banks (conbnued)

Mandatory reserve deposits of £11 3m (2006 £10 6mj are not avallable for use in the Group and Bank’s day to day cperations, are non-interest bearing and are
included In cash equivatents Group and Bank collateral of £53 9m {2006 £139 9m) held under reverse repo agreements can be sold or repledged without default
At the balance sheet date Enil {2006 £nil) was resold or repledged These transactions are conducted under standard repo agreement terms

13 Loans and advances to customers Group Bank
2007 2006 2007 2006
Gross loans and advances 9,169.7 8,3029 9,075.1 82071
Less allowance ior losses on loans and advances {160.7) {155 3) (160.7) {155 3)
9,009.0 8,1476 89144 80518
Of which
Vanable rate 84,4759 4,2888 43453 41570
Fixed rate 4,533.1 3,8588 4,569.1 38948
Concentration of exposure
The Group's exposure is virtually all within the United Kingdom The following industry concentrations of gross advances before provisions are considered significant
Group Bank
2007 2006 2007 2006
Property and construction 1,309.5 1,001 7 1,309.5 1,00t 7
Retail distribution and services 6955 504 1 695.5 504 1
Business and other services 1,963.0 1,5307 1,868.4 14349
Personal — unsecured 1,890.9 21212 1,880.9 21212
Personal — secured 3,310.8 3.1452 33108 31452
9,169.7 8,3029 9,075.1 8,207 1

Allowance for losses on loans and advances

Movement In aflowance for losses on loans and advances

Individual Collective Total Ingvidual - Collegtive Total
2007 2007 2007 2006 2006 2006
Group
At the beginmng of the year 275 1278 155.3 477 1087 156 4
Charge against profits 13.9 a8.1 102.0 60 993 1053
Amounts written off (5.0) (87.9) {92.9) (26 8) 77 2) {104 0)
Recoveries 0.1 - 0.1 04 - 04
Unwind of discount of allowance (14) (2.9) {4.3) (15 30) {45
Interest charged on impaired loans 0.5 - 05 17 - 17
At the end of the year 35.6 1251 1607 275 1278 1553
Individual  Collective Total Indmidual  Collectve Total
2007 2007 2007 2006 2008 2006
Bank
At the beginning of the year 275 127.8 1553 475 1087 1562
Charge against profits 139 88.1 102.0 62 993 1055
Amounts written off {5.0} (87.9) (92.9} {26 8) {72 {104 0)
Recoveries 0.1 - 0.1 04 - 04
Unwind of discount of allowance (1.4} (2.9) {43) (15 (30) 45
Interest charged on impared loans 05 - 0.5 17 - 17
At the end of the year 356 125.1 1607 275 1278 1553

All provisions are held against lpans and advances to customers Within Group and Bank indwidual allowance for losses £0 3m (2006 £0 6m) of the closing balance
relates to mortgages, reflecting a charge of £0 3m (2006 £0 2m} and wite offs of £0 6m (2006 £nd) made i the year The reminder of indwidual allowance for
losses relate to corporate lending The collective allowance relates to retail unsecured lending
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13 Loans and advances to customers (continued)

Group and Bank loans and advances to customers include £29 1m (20068 £35 6m) of financial assets at farr value through profit or loss designated at iniial

fecognition to eliminate or significantly reduce & measurement or recognibion Inconsistency

Loans and advances to customers include finance lease receivables

Group Bank
2007 2006 2007
Gross investment in finance leases, recevabie
No later than one year 47.2 527 408
Later than one year and no later than five years 101.4 1096 779
Later than five years 72.2 788 321
220.8 2411 150.8
Unearned future finance income on finance leases {47.2) {57 0) (22 8)
Netinvestment in finance leases 173.6 1841 128 2
The net investment in finance leases may be analysed as follows
Group Bank
2007 2006 2007
No later than one year 35.6 415 327
Later than one year and no later than five years 77.7 849 65.5
Later than five years 603 577 30.0
1736 184 1 128.2

There are no finance lease unguaranteed residual values
The Group enters into finance lease and hire purchase arrangements with customers in a wide range of sectors including transport, retall and utiities

14 Debt securties Group Bank
2007 2006 2007
Debt securities
-Listed 843.3 7928 843.3
-Unhsted 1,587 6 1,960 3 1,142.4
24309 2,7531 1,985 7
Included in cash equivalents 6933 1910 693.3

Listed debt securities at a far value of £nil {2006 €nil) had been pledged to third parties in sale and repurchase agreements

Gains and losses trom debt securities, included within interest income, comprise:
2007
Derecognibon of available for sale assets (0.3)
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459
831
29

1619

(287)
1332

2006

85
707
240

1332

2006

7928
1,576 8

236986
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14. Debt securthies {camtinuced)
The movement in debt securities 1s summarised as follows:
Group Bank

2007 2006 2007 2006
At the beginning of the year 2,75341 2,269 1 2,369.6 1.9128
Acquisiions 10,806.7 7,456 1 9,889.7 6,7211
Disposals and maturities (11,108 9) (6,887 1} {10,253.0) 6,179 6)
Exchange agjustments 19.6 750) 19.6 750
Amoriisation 1.0 on 1.0 ()]
Farr value movements — through equity 32) 99 (3.8) (9 6)
Farr value movements — through profit or loss {5.6) - (5.6) -
Impawrment losses {31.8) - (31.8) -
At the end of the year 2,430.9 27531 1,985.7 23696

Group Bank

2007 2006 2007 2006
Issue
Investment securities 1ssued by public bodies
Government securities 91.6 756 91.6 756
Other public sector securities 10 103 16 103

926 859 926 8590
Investment securities 1ssued by other issuers
Bank and bullding society certificates of deposits 1,5335 1,874 0 1,088.3 1,480 5
Other debt securites 804.8 7932 804.8 7932

2,338.3 2,667 2 1,893.1 22837
2,4309 2,7531 1,985.7 2,369 6

The fair value of the Bank's net exposure to structured investments of £31 4m has continued to move since 12 January 2008 At 29 February 2008, the latest date
for which relevant information 1s ava'able, values had fallen by a further £13m

15, Derivative financial instruments

The Bank has entered into vanous dervatives as principal either as a trading actwity, which includes proprietary transactiens and customer facilitatien, or as a
hedging activity for the management of interest rate nisk and foreign exchange rate nsk Positwe and negative fair values have not been netted as the group does not
have a lega! night of offset

Denvatives held for trading purposes
The trading transactions are wholly inierest rate related contracts including swaps, caps and floors, forward rate agreemenis and exchange traded futures Trading
transactions include dervatives where the Bank enters Into a transaction te accommodate a customer together with the corresponding hedge transaction

Non-trading denvalives

Non-trading transactions comprise denvatives held for hedging purposes to manage the asset and liability positions in the Group Derwvatives used 1o manage
Inferest rate related posiions include swaps, caps and floors, forward rate agreemenis and exchange traded futures The foreign exchange rate positions are
managed using forward cuITency transactions and swaps

2007 Group Bank

Contractual/notional Fair values Contractual/notional Fair values

amount Assels Liabilities amount Assets Uabiliies

Derivatives held for trading
interest rate dervatives
Interest rate swaps 1,450 3 9.1 (7.5) 1,620.3 10,0 (8.2)
Over the Counter (OTC) interest rate options 136.4 0.5 {0 5) 136.4 0.5 (0.5)
Total OTC derwatmes 1,586.7 9.6 (8.0) 1,756.7 10.5 (8.7)
Total derivative assets/(liabilities) held for trading 1,586.7 9.6 (8.0} 1,756.7 105 (8.7
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15 Denvative financialinsirtments

Contractual/notional
amount
Derivatives held for hedging
Denvatives designated as cash flow hedges
Interest rate swaps 2,376.9
Total derivative assets/({liabilities) 2,376 9

designated as hedges

Derwatves held for non-trading purposes for which
hedge accounting has not been apphed

Interest rate swaps 7090
Embedded derwatives — options 600.0
Forward currency transactions 115.8
Total derivative assets/(liabilities) held for non trading  3,801.7
Yotal recognised derivative assets/(habilities) 5,388.4
2006

Contractual/notional

amount

Derivatives held for trading
Interest rate derrvatives
Interest rate swaps 3,346 4
Over the Counder (QTC) interest rate options 1238
Total OTC dervatives 3.4702
Exchange-traded interest rate futures 5000

Total derivative assets/(habilities) hedd for trading 39702
Derivatives held for hedging

Denwvatves designated as cash flow hedges

Interest rate swaps 24300
Total derivative assets/{hiabilities)
deslgnated as hedges 24300

Denvatives held for non-trading purposes for which
hedge accounting has not been applied

Interest rate swaps 9505
Embedded derivatives — options 5150
Forward curcency transactions 2009
Total derivative assets/(liabilities) held for non trading ~ 4,096.4
Total recogmsed derivative assets/(liabilities) 8,066.6

Group
Fair values
Assets Liabiltties
10.7 (12.4)
10.7 (12.4)
06 {3.9)
66.9 {66.5)
04 (15)
8.6 {84.3)
88.2 {92.3)
Group
Falr values
Assets Liabilities
60 69
03 03}
63 72
63 (7.2}
26 (31 4)
26 (31 4)
14 {4 9)
734 737
07 {0 5)
781 {110.5)
84.4 {117.7)

Bank
Contractual/netional Fair values
amount Assets Liabilities
2,291.9 10.1 {12.3)
2,291.9 10.1 (12.3)
7090 0.6 (3.9)
6000 66.9 {66.4)
115.8 0.4 {1.9)
3,716.7 78.0 {84.1)
5,473.4 885 (92.8)
Bank
Contractual/notional Fair values
amount Assets Liabilties
3,506 4 71 80
1238 03 {03
36302 74 {83
5000 - -
4,130.2 74 (8.3)
2,3500 26 (30 6)
23500 26 (306)
9505 14 49
5150 734 {737)
2009 07 {05
4,016.4 78.1 {109.7)
8,146.6 855 {118.0)

The dervatives designated as cash flow hedges are interest rate swaps used o hedge interest rate nsk 10 the Bank's retal lending operations Cash flows are

hedged by quarterly time periods for durabons up to ten years

The number of non-margin exchange traded contracts held by the Bank at the year end was none (2006 none)
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16. Equity shares Group and Bank
2007 2006
Investment securities — unlisted 8.8 17

Included above are the following trade investments

Vocalink Limited 3,499,900 ordinary shares of £1 each {2006 nil) 8.7 -
BACS Limited nil ordinary shares of £1 each (2006 176,733) - 12
LINK Interchange Network Limited el ordinary shares of £1 each (2006 3,845) - 04
and nil ordinary shares of £0 01 each (2006 78,396) 8.7 16

Equity shares are classifiec as avallable for sale

During 2007, BACS Limited and LINK interchange Network Limited merged t© form Vocalink Limited As a result, the Bank revalued s shareholding of the newly
formed company

17 Intangmble fixed assets

Group Bank

2007 2006 2007 2006
Gost
At the beginning of the year 212 186 20.3 186
Additons 1.6 41 14 32
Digposals - {15 - {15)
At the end of the year 228 212 217 203
Accumulated amortisation
At the begnning of the year 14.0 120 14.0 120
Disposals - (3 - (13)
Charge for the year 36 33 34 33
At the end of the year 17.6 140 17.4 140
Net book value
Net book value at the end of the year 5.2 72" 4.3 6.3
Net book value at the beginning of the year 72 66 63 66
18 Property, plant and equipment freehold Computer Total

and leasehold and other
buitdings equipment

2007
Group.
Cost
At the beginning of the year 10.3 1821 192.4
Additions - 131 13.1
Disposals - (19.3} (19.3)
Atthe end of the year 10.3 175.9 186.2
Accumulated depreciation
Al the beginning of the year 31 955 98.6
Disposals - (11.3) (11.3}
Charge for the year 0.2 18.9 19.1
At the end of the year 33 1031 106.4
Net book value
Net book value at the end of the year 1.0 72.8 79.8
Net book value at the beginning of the year 72 866 938
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18. Property, plant and equipment (continued}

2007

Bank:

Cost

At the beginning of the year
Additions

Disposals

At the end of the year
Accumulated depreciation

At the beginning of the year
Disposals
Charge for the year

At the end of the year

Net book value
Net book value at the end of the year
Net book value at the beginning of the year

2006

Group:

Cost

At the beginning of the year
Additions

Disposals

At the end of the year

Accumulated depreciation
At the beginning of the year
Disposals

Charge for the year

At the end of the year

Net book value
Net book value at the end of the year
Net book value at the beginning of the year

2006

Bank*

Cost

At the beginning of the year
Additions

Disposals

At the end of the year

Accumulated depreciation
At the beginning of the year
Disposals

Charge for the year

At the end of the year

Net book value

Net book vatue at the end of the year

Net book vatue at the beginning of the year
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Freehold
and leasehold
buildings

1.8
18

103

103

28

03
31

72
75

Computer
and other
equipment

178.9
12.8
{17.8)

173.9

92.9
(9.9)
186

101.7

72.2
860

1898
85
62

1821

1112
{36 5)
208

955

866
786

186 5
384
(46 0)

1789

1085
(36 3)
207

929

860
780

Tota!

181.7
128
(17.8)

176.7

93.9
(98)
18.6

102.7

740
878

2001
385
(46 2)

192 4

1140
(36 5
211

986

938
86 1

1893
384
(46 0)

1817

1095
36 3)
207

939

B78
798



18 Properiy, plant and equipment {continued;

The net book value of land and butldings comprises

Freehold
Short leasehold
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Group
2006

72

72

18

Bank

i3

2006

Altland and buildings are occupied by the Group for s own actmities Included within property, plant and equipment are finance leased assets At 12 January 2008, the

net book value of these assets was £nik (2006 Enil)

18, Other assets

Trade debtors
Other assets

20 Deposits by banks

[tems w1 course of collection
Deposits from other banks

of which
Variable rate
Fixed rate

21 Customer aecounts

Varable rate
Fixed rate

22 Debt securties inissue

Bonds and medium term notes

Other debt securities in 1ssue

23 Other harrowed funds

£30,000,000 Subordinated Perpetual Floating Rate Notes

£150,000,000 Step Up Callable Subardinated Notes 2019

60 000,000 & 25% non-cumulative irredeemable preference shares of £1 each
Subordinated Notes 2021

Issue costs and discount

The Group has not had any defaults of prncipal, interest or redemption amounts during the period on its borrowed funds (2006 Nily

2007

31
134

16.5

2007

5.6
655.7

661.3

542
607.1

2007

9,187.2
1,372.3

10,559.5

2007

535.8
535.8

2007

150 0
60.0

150.0
(1.9)

358.1

Group
2006

68
373

44

Group
2006

57
6949

7006

481
652 5

Group
2006
B,050 6
14937

95443

Group
2006
3000
8133

1,1133

Group

2006

300

1500

600

1500

22

3878

2007

3.1
13.3

16.4

2007

5.6
655.7

661.3

54.2
6071

2007

8,734 3
1,283 8

10,068 1

2007

5358
535.8

2007

150.0
600

150.0
19

358.1

Bank

Bank

Bank

Bank

2006

67
372

439

2006

57
694 9

7006

481
652 5

2006

7,686 1
14332

81193

2008

3000
8133

11133

2006

300
150 0
600
1500
22

387 8
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23 Other borrovred funds [continued)

Subordinated Perpetual Floating Rate Notes

The notes were 1ssued on 9 January 1998

The nates are an unsecured obligation of the Bank and in the event of the winding up of the Bank, the claims of noteholders will be subordinated in nght of payment
to the claims of depositors and other creditors of the Bank

The notes carry an annual interest rate of 1 18% above six months LIBOR up %o {but excluding) 3 January 2008 Thereafter the nates carry an annual interest rate of
2 18% above six months LIBOR Interest s payaile half yearly in arrears on 9 January and 8 July each year

The Bank redeemed all of the notes at therr principle amourt on 9 January 2008

Step Up Callabte Subordinated Notes 2019

The notes were 1ssued on 1 Apnl 2004 at a discount of 0 946%

The notes are an unsecured obligation of the Bank and in the event of the winding up of the Bank, the claims of notehalders will be subardinated in night of payment
to the claims of depositors and other creditors of the Bank

The notes carry an annual interest rate of 5 875% per annum to (out excluding) 2 April 2014, and thereafter the interest rate will be determined by reference to the
gross redemption yield on the five year benchmark giit, and a margin of 2 25% Interest (s payable annually in arrears on 2 April

The Bank may redeem all, but not less than all, of the notes at their principal amount on 2 April 2014

No early repayment, which includes the purchase of the nates or stock by the Group for cancellatian, of any of the above subardinated lrabilties can be made without
the prior written agreement of the Financial Services Authonty

60,000,000 9 25% non-cumulative irredeemable preference shares of £1 each

The preference shares carry the night to a fixed non-cumulative preferential dividend on the capital for the time being paid up, at the rate of 9 25% per annum
exclusive of any associated tax credit The dividends are payable on 31 May and 30 November each year and take prionty over dividends to any other class of share
in the capital of the Bank

On a return of capital on a winding-up, the assets of the Bank shall be appied n repaying the preference share capital n priocty to any payments 10 the holders of
any other class of shares in the capital of the Bank The amount receivable by the holders of the preference shares shall be the greater of the capital paid up or the
average quoted price during the three months immediately preceding the date of the notice convening the meeting to consider the resolution to wind-up

The holders of the preference shares shall have the right to vote at a general meeting of the Bank only if and when, at the date of the notice convening the meeting,
the dividend due to them has been in arrears for six menths or more or if a sesolution 1s to be proposed at the meeting abrogating or varying their nghts or privileges
or for the winding-up of the Bank or other return of capital and then only on that resolution

Subordinated Notes due November 2021

The Notes were 1ssued on 18 Novemnber 2006 at a discount of 0 189%

The Notes are an unsecured abligation of the Bank and in the event of 8 winding up of the Bank, the claims of Noteholders wilt be subordinated in nght of payment to
the ctaims of depositors and other creditors of the Bank

The Notes carry an annual interest rate of 5 625% per annum up to and including the interest payment date on 16 November 2016, when the interest basis
changes to floating rate During the fixed rate penod, interest 1 payable semi-annually i arrears on 16 May and 16 November

From 17 November 20186, the Nates carry a floating interest #ate of 2 manth LIBOR plus a margin of 1 75% Interest 1s payable quarterly in arrears on 16 February, 16
May, 16 August and 16 November, commencing on the interest payment date falling in February 2017 upto and including the maturity date

The Bank may redeem all, but not less than all, of the Notes at the principal amount en 16 November 2016, and on any quarterly interest payment date thereafter

24 Other liabilities Group Bank
2007 2006 2007 2006

Trade creditors 1038 1081 102.5 1069

25 Provision tor hallhies

2007 2006
Group Property Restructunng Comtpensation Total Property Restructuring Compensation Total
At the beginning of the year 55 - 1.3 6.8 42 - 19 61
Utihsed {1 5) {8.2) (0.1) {9 8) 03 - 03 {06)
Profit and loss charge 1.7 110 (0.3) 124 16 - 03 13
At the end of the year 57 2.8 0.9 9.4 55 - 13 68
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25, Provision for liabilties (continued}

2007
Bank Property  Restructuring Compensation
At the beginming of the year 5.0 - 0.9
Utilised {14) {8.2) {0.1)
Profit and loss charge 17 10 {01)
At the end of the year 53 28 07

Total

5.9

{9.7)
12.6

Notes to the finangial statements

2006

Praperty Restructurnng
38 -
02 -
P4 -
50 -

oL

Compensaton

14
{01
04

09

Total

52
03
10

59

Payments under future unavosdable lease commitments, net of amounts receivable under sub-lethings, are due on leases terminating between 2008 and 2020
Payments relating to past pension and investment advice wali be made as indivdual cases are settled The amounts provided n respect of compensation are based

on a case by case review of expected payment for each outstanding cla:m and an estimate of the number and value of future claims based on past experience

26. Deferred tax

Deferred taxes are calcutated on all ternporary differences under the lability method using an effective tax rate of 28% (2006 30%)

The movement on the deferred tax accounts are as follows

Net deferred tax at the beginming of the year
Income statement credit

Charged to equity

Significant item

Unrealised appreciabion on investmants
Pension fund deficit

Cash flow hedges

Net deferred tax at the end of the year

Net defesred tax comprises
Deferred tax asset
Delerred tax liabiity

Deferred taxation

Cash flow hedges

Unrealised appreciation on investments

Capital aflowances on fixed assets

Capital atlowances on assets leased to customers
Other temporary differences

Restatement of deferred tax to 28%

2007

19
23

(2-;)

(B-;)
(6.2)

54
(11.6)

{6.2)

0.5
@22)
(36)
(6.9)
5.1
04

52

The deferred tax charge i the mcome statement comprises the following temporary differences

Capita) allowances on fixed assets

Capita! allowances on assets leased to customers
Other temporary differences

Restatement of deferred tax to 28%

2007
(+.3)
(1.4)

0.8
(04)
23)

Group
2006

148
19

(32 8)
58
122
19

146
(127

19

87

(4 ;)
78
59

19

Group
2006

29
17
on

(19

2007

8.3
13

(z;)
81)
©7

5.3
(6.0)

(0.1)

06
2.2)
32
{1.1)

0.7

2007

(1.3)
(0.7)
0.7

13

Bank

Bank

2006

211
14

(32 0)

57
121

83

146
(63

B3
87
@5
(08

83

2006
@9

@n

(14
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27, Pensions
Prior to 5 April 2008, The Bank operated a funded pension scheme of the defined benefit type This provided benefits based on final pensionable pay
The assets of the scheme were held in a separate trustee administered fund

However, in common with the majonity of other UK employers, Co-operative Group faced mcreasing costs and risks in the provision of occupational pension schermes for
its employees, mcluding Executives In view of this, a strategic review of employee pension provision was completed durmng 2005 The review covered pension
arrangements for all empfoyees, inclucing Executives, n Co-operative Group and its financial services subsicianies, CFS, CIS and the Bank

As a consequence of this reviaw, some significant changes to occupational pension arrangements were implemented with effect from 6 April 2006, with the
approvat of the Trustees of the Co-operative Group Pension Fund, the CIS Employees’ Pension Scheme and Fhe Co-operatve Bank Pension Scheme (the
Former Schemes}

The key changes were

« The Former Schemes were transferred into a new pension scheme on 6 Apnil 2006

* The new scheme, the Co-operative Group Pension (Average Career Earnings) Scheme {PACE), 1s avatable to all employees of the Trading Group and Financial
Services businesses It provides pensions and other benefits based an Career Average Earnings, revalued for mflation, in respect of pensionable service from 6
April 2006

» Executives and employees are provided with benefits from PACE on the same terms

» Accrued benefits under the Former Schemes as at 5 April 2006 are linked to final pensionable salary at the Executive or employees® actual date of leaving or
retirement, whichever earler

¢ PACE members contribute 6% of their pensionable salary

Therefore, from 5 April 20086, the Bank has accounted for its funded pension obligations an a defined contribution basis As a: 5 Apnl 20086, the Bank had a scheme deficitof
£109 2m which was transferred to tha Co-operative Group for no consideration This meets the definition of a setlement under AS 19 and the resultant gain was
recognised as a significant item in the income statement

The Bank also operates a small unfunded pensian scheme The pension charge was assessed in the same manner and using the same assumptions as the
funded scheme

The pension charge was assessed In accordance with the advice of a qualified actuary The latest full actuanal valuation of the funded scheme was at 5 April 2063
The actuanal valuation was updated to 5 April 2006 The principal assumptions used to calculate the schemes' liabiliies were

2007 2006 2005
Expected return on scheme assets N/A N/A 61%
Rate of increase of pensions in payment 3.4% 29% 27%
Rate of increase in salares 49% 4 4% 4 2%
Discount rate 57% 4 9% 4 6%

The assumptions used by the actuary were the best estimates chosen from a range of possible actuanal assumptions which, dug to the timescale covered, may not
necessarily be borne out in practice

The values of the assets and liabiities of the schemes were

Group Bank

2007 2006 2007 2006
Present value of unfunded obligations (3.5} B3 (3.5) (31}
Deficit in the scheme {3.5) 3N (35) (31}
Related deferred tax asset 1.0 09 1.0 09
Net pension habulity {2.5) (22 (2.5) 22
The unfunded obligation has been reclassified to be shown within accruals
Analysts of amount charged to meome statement
Current service cost 0.1 48 01 47
Expected return on pension scheme assets - 59 - (57)
Interest on pension scheme liabilities 0.2 54 0.2 53

0.3 43 0.3 43
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27, Pensians (cantinued)

Expected return on scheme assets
Actuanal gaing

Actual return on scheme assets

Changes in the present value of the scheme habilities are as follows

Opening defined benefit habiities
Current service cost

Intereston habilties

Contributions by members

Actuarial losses

Benefits paid

Transferred on implementation of PACE

Closing defined benefit labilities

2007

2007

31
0.1
0.
0.3

(0.2)

35

Group

Group

Notes to the fi

4

59
88

147

2006

5242
48
54
08

283
09
(558 5)

31

2007

2007

3a
0.1
0.2

35

nanctal statements

PR o - L

Bank
2006

57
87

144

Actuarral losses arose in the peried to 5 April 2006 as the mortality assumptions used were strengthened $o the PA92 mortality table with the medium cohort

projections and an age rating of plus one year This was in ling with the market median

Changes in the farr value of the scheme assets are as follows

Opening far value of scheme assets
Expected return on scheme assets
Actuanal gains

Contributions by the employer
Contributions by members

Benefits paid

Transferred on implementation of PACE

Closing fair value of scheme assets

Amounts recognised in the statement of recognised Income and expense

Actuanial losses on scheme liabiities dunng peried
Actuarial gans on scheme assets during period

Total scheme {losses)/gains during period

Cumulative actuanal losses on scheme liabiities
Cumulative actuanal gains on scheme assets

Cumulative total scheme gains

The amounts for the current period are as follows

Defined benefit obligation
Scheme assets

Deficit

Experience adjustment on scheme liabilities
Experience adjustment on scheme assets

2007
(03)

(0.3)

{44.0)
70.7

26.7

2007
(3.5)

(3%

Group

Group

Group

2006

4321
59
88
34
08

7
(449 3)

2006

283
88

(i85

{437)
707

270

2006
@1

ER))

0
88

2007
(3.5)

{3.5)

Bank
2006

@ra
87

(13 0)

{427
691

264

Bank
2006

@1

8n

01
87
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27 Pensions {continued)

Post-PACE

With effect from & Apnl 2006 the Bank, along with other businesses withun Co-operative Group, has participated in the Co-operative Group pension {Average Career
Earnings) Scheme {the PACE scheme) This Scheme s a defined benefit scheme, the assets of which are held n a separate fund administered by trustees Asa
Group-wide pension scheme the PACE scheme exposes the participating businesses to actuarial nsks associated with the current and former employees of other
Group companies, with the result that there 15 ng consistent and reliable basts for atlocating the irabilities, 2ssets and cost to individual comparnies participating in the
Scheme Therefore the pension costs shown In these accounts In respect of the Scheme for the perod after 6 Apal are the actual contnibutions paid by the Bank A
surplus of £438m (2006 £295m) in respect of the PACE scheme is recognised within Co-operative Group Limited consolidated accounts as at 12 January 2008

28 Share captal

Authonsed
1,100,000,000 ordinary shares of 5p each

Allotted, called up and fully paid
1,100,000,000 ordinary shares of 5p each

Share premium account

The shargholders have one vote for every share held

29 Reserves antd retained earmngs

Retained earnings

At 14 January 2006

Net profit for year

Dividend

Retirement benefit schemes

At 13 January 2007

Net profit/{toss) for year
Divdend
Retirement benefil schemes

At 12 January 2008

Other reserves
Revaluation reserve — available for sale investments
Hedging reserve —cash flow hedges

Revaluation reserve — available for safte investments
At the beginning of the year

Net gains/{losses) from changes i far value

Income tax

Net gains/{losses) transferred to net profit on disposal
Deferred tax

Al the end of the year
86 The Co-operative Bankp | ¢

2007

{0.2)
(1.2)

(1.4)

2007

2.2)
kN |
09
03
0.1

(0.2)

Group
2006

22)
(20 5)

{227

Group
2006

40
@7
29
08
02

22

Group and Bank
2007 2006
550 550
550 550
88 88
63.8 - 9348 )
Group Bank
527.9 506.8
1234 190
@42 42
(13 4) (133)
633.7 608.3
32 1
90 90
03 03
6276 597.9
Bank
2007 2006
{0.2) 21
{1.2) (20 4)
{14) (22 5)
Bank
2007 2006
@0 40
3.0 @ 8)
(0.9) 29
{0.3) 08
01 02
(0.2) 21
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28, Reserves and retamed earnings (continuzd)

Group Bank
Hedging reserve — cash flow hedges 2007 2006 2007 2006
At the beginming of the year {20 5) 80 {20.4) 79
Gains/{losses) from changes in farr value 28.3 (406} 28.1 (40 3)
Deferred tax (8.5) 122 (8.4) 121
Transferred o net profit {0 5) {01 {0.5) on
Atthe end of the year {12 {20 5} 1.2) (20 4)

Dividends
After the balance sheet date the following dividends were proposed by the directors The dividends have not been provided for and there are no income tax
consequences

2007 2006
Nil per ordinary share (2006 0 82p) - a0
30 Statement of changes in squity Group Bank
2007 2006 2007 2006
Equrty at the beginning of the year 699.2 626.6 649.6 582.5
Total recognised income and expense for the year 276 77T 19.7 713
Dividend — eguity sharehalders (9.0) {42 (9 0) 42)
Dividend — minonity Interests (0.9) 09 - -
Equrty at the end of the year 716.9 699.2 660.3 649 6

31 Contiagent fiabshtties and commutments

The tables below give, for the Group and the Bank, the nominal pancipal amounts, credit equivatent amounts and nisk werghted amounts of contingent liabilities
and commitments The nominal principal amounts ndicate the volume of business cutstanding at the balance sheet date and do not represent amounts at risk
The credit equivalent and nsk weighied amounts have been calculated in accordance with the FSA guidelines implementing the Solvency Ratio Directive on
capitat adequacy for 2006 and the Capital Requirements Directive {CRD) for 2007

Credit Average Risk Risk
Contract equivalent nsk weighted Contract weighted
amount amount (i) weight amount amouni amount
2007 2007 2007 2007 2006 2006
Group
Contingent habulities
— Guarantees and irrevocable letters of credit 90.9 79.7 60 2% 4380 770 621
909 79.7 770 62 1
Bank
Contingent liabtiities
~ Guaraniees and irrevocable tetters of credit 87.6 781 59.3% 463 729 800
876 78.1 729 500
Group
Other commitments
— Documentary credits and shon-term trade-related ransactions 1.6 0.3 77.1% 02 19 04
Forward assets purchases and forward deposit placed 215.0 2150 6.4% 138 500 100
Undrawn formal standby facilities, credit ines and other 6,155 1 3,048.3 44 8% 1,364.6 5,762.6 2138
commitments to lend {includes revocable and
irrevocable commitments)
6,371.7 3,263.6 42.2% 1,378 6 58145 2242
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31. Contsingent habilitics and commitments (continued)

Bank
Other commitmenis

- Documentary credits and short-term trade-related transactions

Forward assets purchases and forward deposit placed

Undrawn formal standby facilities, credit ines and other

commitments to lend {includes revocable and
irrevocable commitments)

Notes

Contract
amount
2007

1.6
215.0
6,147.8

6,364 4

Gredit
equivalent
amount (i)

2007

0.3
2150
3,048.3

3,263.6

Average Risk
risk weighted
welght amount
2007 2007
71.1% 0.2
6.4% 138

44.8%  1,364.6

42.2% 1,3786

Risk

Contract welghted
amount amount
2006 2006
19 04
500 1060
57535 2138
5,805 4 2242

() Under the Solvency Ratio Directive, credit equivalent amounts, obtained by applying credit conversion facters, are risk weighted according to counterparty Under
the CRD Credit conversion factors are applied to exposures subject to the Standardised and Foundation IRB approach, pnmarily Corporate and Wholesale exposures
as defined by BIPRU Under the Retarl IRB approach the Credit Equivalent amount 1s defined as Exposure at Default (FAD)
(1) Undrawn loan commitments congist (argely of undrawn credit card facilities

Assets pledged

Assets are pledged as collateral under repurchase agreements with other banks

Mandatory reserve deposits are also held with the Bank of England in accordance with statutory requirements
These deposits are not avaiiatie to finance the Group’s day-to-day operations

Balances with central banks

Operating lease commitments

At the year end, the future minimum lease payments
under non-cancellable operating leases were
Group
—Expiring
—within one year
— between gne and five years
~in five years or more

Bank
- Expiring
—within one year
—between one and five years
-t five years or more

Unauthorised overdraft charges

Asset
2007 2006

11.3 106

Related hability
2007 2006
2007 2006
Land Land

and buttdings and builldings
14 04

11 55

105.4 1025

110.9 108 4

1.4 04

33 45

109.6 107 2

1143 1121

In July 2007, the Office of Far Trading (OFT) launched a test case n the High Court to determine the status and enforceablity of certain of the charges applied to
customers in relation to requests for unplanned overdrafts Pending resolution of the test case, the Financial Services Authonty has agreed, subject to conditions,
that the handling of customer complaints on this 1ssue can be suspended unless in the light of prevalling crreumstances this would be inappropriate A range of
outcomes 1 possible from the test case and any appeal, some of which could have a significant financiat impact on the Group It 1s not considered appropriate to
make provision or quantfy for a wade range of potential outcomes before the conclusion of the legal process
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32. Related party transactions

Co-operatve Financial Services Limited owns 100% of the wssued ordinary share captal of the Bank and 15 the Bank's immediate holding company
Co-operative Financial Services Limited 1s incorporated 1n Engtand and 1s registered under the Industnal and Provident Societies Acts The ultimate holding
organisation is the Co-operative Group Limited {formally known as Co-operative Group (CWS) Limited), which 15 incorporated in England and 18 registered under the
Industrial and Provident Societies Acts The financial statements of the iImmediate an¢ ullimate holding organisaiions are available from New Century House,
Manchester MG0 4ES The principal operating subsidianies of The Co-operative Bank p | ¢, all of which are incorporated i and operate n Engfand, and none of
which are quoled, are

Total issued share Group Greup
Operating subsidiaries Nature of husiness capital at 12 January 2008 nterest Interest
2007 2006
Uraty Trust Bank p I ¢ * Banking 16,428,460 Ordinary shares of £1 gach 2% 27%
Co-operative Commercial Limited Investment company 1,000,000 Ordinary shares of £1 each 100% 100%
Roodhill Leasing Limited Leasing 2 Orchinary shares of £'1 each 100% 100%
First Roodhitl Leasing Limited Leasing 100 Ordinary shares of £1 gach 100% 100%
Second Roodhill Leasing Limited Leasing 100 Ordinary shares of £1 gach 100% 100%
Third Roodhill Leasing Limited Leasing 100 Ordinary shares of £1 each 100% 100%
Fousth Roodhill Leasing Limited Leasing 100 Ordinary shares of £1 each 100% 100%
Co-operative Bank Financial advisers 1,600,000 Ordinary shares of £1 each 100% 100%
Financial Advisers Limited
* Held through subsidiary undertaking
Shares in Group undertakings. Bank
Cost Provision Carrying
value
At 13 January 2007 and 12 January 2008 kB | (0 4) 27

The above provision 1s held against dormant subsidiaries
Detadls of alt Group companies will be annexed to the Bank's next annual return

Unity Trust Bank p | ¢ 1s considered to be a subsicrary undertaking of The Co-operative Bank p | ¢ as The Co-operative Bank p | ¢ elects a majoniy of the Directors
and appaints the Chaw and Managing Director of Unity Trust Bank p | ¢ This provides the power to control

The financial statements of the above undertaking are consolidated into the Group financial statements
A number of banking transactions are entered into with related parties In the normal course of business on normat commercial terms These include loans and

deposits Key management are considered to be Board and Executive members of the Group and Board and Executives of the Group’s immediate and ultimate
holding organisations The volume of related-party transachons, outstanding balances at the year end, and related income and expense for the year arg as foflows

Group and Bank
Directors and key management personnel
2007 2006
Loans outstanding at the beginning of the year 0.5 18
Interest and fee income earned - 01
Net movement 08 (14)
Loans outstanding at the end of the year 1.3 05
Deposits at the beginning of the year 2.7 43
Interest and fee expense 0.2 02
Net movement (0.5) {18
Deposiis atend of the year 2.4 27
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32 Related party transactions {continued)

Loans at the beginning of the year
Interest and fee income earned
Net movement

Loans at the end of the year

Deposits at the beginning of the year
Interest and fee income earned
Interest and fee income pard

Net movement

Deposits at the end of the year

Loans to banks melude
Due from subsidiary undertakings

Loans to customers inciude
Due from subsidiary undertakings

Due from parent undertakings
Due from fellow subsidiary undertakings

Deposits by banks nchide
Due to subsidiary undertakings

Customer accounts inciude
Due to subsidiary undertakings

Due to parent undertakings
Due to fellow subsidiary undertakings
Due to associated undertakings

Key management compensation
Salaries and other short term benefits

Termmation benefits

Directors’ remuneration
Alisting of the members of the Board of Directors is shown an page 24
The total remuneration of the Directors was £3 2m (2006 £2 7m)

Futher details of Directors’ remuneration are provided on pages 34 to 38
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2007

4.0
88.9

92.9

2019
(04

304
234.2

84.0
89

92.2
13%.0

Group

Assoclated companies
Bank

2006 2007 2006
03 349 409
26 5.2 41
29 86.3 {10 1)
- 126.4 349
1547 2038 1617
08 04 08
19 23 19
461 28.5 140
201 9 234.2 2038
- 1.4 25

- 26.1 324

- 84.0 -

- 8g -

- 3.7 18
1263 92.2 1263
64 8 139.0 648

Group and Bank

2007 2006

43 38

0.4 03

4.7 41




Net interest mcome
Non interest income

Operating income
Operating costs

Profit before impairment losses

Imparrment osses on loans and advances
imparment losses on struciured investments

Operating profit

Membershrp dvidend
Profit before taxation

Sigruficant gems
Income tax expense

Profit for the year

Minority interest
Dividends

Retentigns

Average numbers of staff
Net interest margin
Cost/income ratio
Earnings per share

2004

3180
1867

504 7
(3197

185.0
(707

1143

114.3

(36 5}
78.3

21
(150)
12

4,356
3 3%
63 3%
6 93p

2005

3205
2059

526.4
(3288

197.6
{99 8)
97 8

13
96.5

309
65.6

@4
(188)

44 4

4,238
30%
62 5%
575

2006

3203
2012

521.5
(3399)

181.6

(105 3)

76.3

(12)
751

1092
(57 4)

126.9

(22)
(42

1205

4,234
27%
€5 2%
1122

Consolidated income stat

R A

1

2007

3348
188.7

5235
{3393)

1842

{1020)
(31.8)

50.4

(1.3)
491

(38 0)
5.2}

59
(27
(9.0}
(5.8)

4,281
2.7%
64 8%
029p

T r

Change

145
(i25)

2.0
06

26

33
(318)

(25.9)

{01)
(26.0)

(147 2)
522

{121.0)

{05
{48

(1263

ement history

ER

- o ot

Change

4 5%
{6 2%}

0.4%
02%

1.4%

31%

(34 0%)

(8 3%)
{34.6%)

{134 8%)
80 9%

{95.4%)

{22 7%)
(114 3%)

(104 8%)
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Summarised average balance sheet

| P T, .

*

2004 2005 2006 2007 Change Change
Customer Lending
Retail Sector
Visa 1,059 1,070 1,036 914 {122) {11 8%)
Other 4,070 4,407 4,251 4,134 (117 (2 7%)
Corporate Sectar 1,845 2,089 2443 2,952 509 20 8%
Total 6,974 7,566 7.730 8,000 270 35%
Wholesale Placements
Debt Securities 1,723 2,012 2821 2,883 62 22%
Wholesale Lending 915 1,193 1,286 1,321 35 27%
Other Assets 293 361 327 273 (54) (16 5%)
Total Assets 9,905 11,132 12,164 12,477 33 26%
Customer Deposits
Retail Sector 4,483 4,787 5279 5,756 477 90%
Corporate Sector 2,083 2,244 2,37 2,579 208 88%
Total 6,566 7,031 7650 8,335 685 9 0%
Wholesale Deposits 2,142 2,792 3,229 2,801 (428} {13 3%}
Other Liabiliies 255 266 246 304 58 23 5%
Subordinated Debt 354 325 286 328 42 14 6%
Preference Share Capital 60 60 60 60 - -
Equity Share Capital, Reserves 528 658 693 649 (44) (6 4%)
Total Liabilrties 9,905 11,132 12,164 12,477 313 2.6%
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Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the Annual General Meeting of The Co-operative Bank p | ¢ will be held at the Boart Room, 24th floor, CIS Buiding, Miler Street,
Manchester, MB0 DAL, on 16 May 2008 at 9 am for the following purpases
1 Torecenve the Nolice convening the meeting
2 Torecens ths Annual Reports and adopt the Financial Statements for the year ended 12 January 2008 together with the Auditor's Report
3 Toapprave the Remuneration Report for the year ended 12 January 2008
4 Toaccept the following recommendations of the Board in respect of the Non-cumulative Irredeemable Preference Shares
(i} thatthe payment of the dwdend of 4 625p per £1 share on 30 November 2007 be confirmed
fiy thata dvadend of 4 625p per £1 share be declared and paid an 30 May 2008 to the registered holders as at 2 May 2008 providing a dwdend rate of
9 25 per cent per annum and making a total distnbution of £5,550,000
5 Tore-elect the following Directors wha retre by rotation, in accerdance with the provisions of Article 105
{ Terry Morion, Non-Executive Director
{iy LenWardle, Nen-Executve Director,
{ii) Stephen Watts, Non-Executive Director,
6 Tore-appoint the following Directors who were appainted to the Board since the last Annutal General Meeting of the Company
{ii Rebert Newton who was appointed to the Board on 1 August 2007,
@i} Martyn Wates who was appointed to the Board on 13 November 2007
7 That KPMG Audit Pic be and are hereby re-appainted audrtor of the Company, to hold office from the concluston of this meeting unt! the conclusion of the next
General Meeting at which accounts are laid before the Company, at a remuneration to be fixed by the Directors

Registered Office; Registrar:

1 Balloon Street Computershare fnvestor Services PLC

Manchester M60 4EP PO Box82

Reg Mo 990937 (England) The Pavilions

Tel 0161832 3456 Bridgwater Road

Fax 01618294475 Bnstol BS99 7NH
Tel 0870702 0003

By Order of the Board

Mora Lees,

Secretary

3Apnl 2008

A member entitled to attend and vote at the Meeting 1s entitied to appoint a proxy ko astend and vote on his/her behalf A proxy need not alse be a member Further

information on Preference Shareholders' voting nights 1s given below

Members sheutd note that to attend the meeting their shareholding must be registered on the register of the Company not later than § 00pm on 14 May 2008 This

apphes to shares held in uncertified forms i CREST and to shares held in cerbified form

Notes:

1 Director Information

The biographies of the Directors up for re-slection and re-appomtment at the Annual General Mesting can be found on page 24 of the Report and Financial

Statements

2 Preference Shareholders — Extractfrom Articles of Association 4 (B)(c)

Voling and General Meetings

(i The holders of the Preference Shares shall be entitled to receive notice of and attend {either m person or by proxy) all General Meetings aof the Company The
holders of the Preference Shareholders® shall have a nght to speak and vote at a General Mesting of the Company only if and when, al the date of the notice
convening such meeting, the fixed preferential dvdend payable to them respectively has been in arrears for six months or more after any date fixed for payment
thereof, or if a resolution 15 to be proposed at such meeting abrogating or varying any of the respective nghts or privieges attaching to their shareholding or for
the winding-up of the Company or other return of capital and then on such resolution only

(i) Whenever the holders of the Preference Shares are entitled to vote at a General meeting of the Gompany upon any resalution proposed at such meeting, an a
show of hands every holder who (being an indmidual) 15 present in person or (being a corporation) 1s present by a representative or by proxy shalt have one vate
and, on a poll, shall have one vote in respect of each Preference Share registered in the name of such holder
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The Co-tperatve Barnk p I ¢, PO Box 101 1 Balivon Sireat, Manchesier ME0) 4EP Registered i England
andWales No 990937

We like our commurlicatipns to have an Impact on you - but not an the
environment Which is why Ues Is printed using vegatable of based inks on 80%
recycled paper (with 60% trom post consurner waste) with the remaining 20% producsd
from Forest Stewardship Councli certified sources This paper s made in a tolally
chigrine iree process 1'm not firished! Please recycle me
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