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TD Bank Europe Limited

Directors’ report

The directors submit their report and andited financial statements for the year ended 31 October 2007

Results and dividends

The company’s results for the year are shown m the statutory profit and loss account on page 7 The profit
on ordinary activities after taxation for the year was £13,910,041 (2006 £8,256,362)

No redeemable preference dividends were declared or paid during the year (2006 Nil) No dividend on
ordinary shares was declared and none 1s proposed (2006 Nil)

Principal activity and review of the business

The company, an authorised institution under The Financial Services and Markets Act 2000, carries on the
business of corporate banking

The key financial performance indicators dunng the year were as follows

2007 2006 Change

£000 £°000 %

Net interest income 20,252 13,563 +49%
Operating profit 21,820 14,628 +49%
Profit after tax 13,910 8,257 +68%
Shareholders’ funds 463,961 327,735 +42%

Net interest income mcreased i 2007 by 49% primarily due to an increase m the principal value of
interest-bearing assets (both to corporate chents and bank deposits) combined with rising interest rates
Operating profit increased accordingly

Principal risks and uncertainties

The financial nsk management objecuves and policies of the company are shown 1n notes 19 and 20 of
the financial statements

Future developments

During the year the company continued uts strategy of fending to investment grade corporate chients The
company does not anticipate any changes in principal activity in the forthcoming year

Events since the balance sheet date

The directors are not aware of any events subsequent to the year end that would affect the financial
statements

Directors and their interests

The directors of the company who served dunng the year are as follows

G Alder (Australian) - Managing Director and Chairman
J White (British) - Legat and Comphance Direcior
K Benko {Canadian) - Darector

T Tomovski (Canadian) - Finance Director

J Stewart (Bnitish} - Darector

E Menca (British} - Non-Executive Director .

None of the directors had any interest in the share capital of the company or of any other Toronto-
Dominion Bank group compames which are mcorporated in the United Kingdom
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Directors’ report

Disclosure of information to the auditors

So far as cach person who was a director at the date of approving this report 1s aware, there 15 no relevant
audit information, being information needed by the auditors 1o prepare their report, of which the auditors
are unaware Having made enquiries of fellow directors and the group’s auditors, each director has taken
all the steps that he/she 15 obhged to take as a director 1n order to make himself/herself aware of any
relevant audit information and to establish that the auditors are aware of that information

Auditors

In accordance with Secuion 386 of the Companies Act 1985, the company has elected to dispense with the
obligation to appoint auditors annually Ernst & Young LLP are therefore deemed to be reappointed as the
company’s auditors for each succeeding year, as long as the elect:on remains.

On behalf of the board

T Tomovsk)
Director

31 January, 2008
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Statement of directors’ responsibilities in respect of the
financial statements

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

Company law requires the directors to prepare financial statements for each financial year Under that law
the directors have elected to prepare the financial statements in accordance with Umted Kingdom
Generally Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law)
The financial statements are required by law to give a true and fair view of the state of affars of the
company and of the profit or loss of the company for that peniod In preparing those financial statements,
the directors are required to

»  select suitable accounting pohcies and then apply them consistently,

»  make judgements and estimates that are reasonable and prudent,

*  state whether applicable UK Accounting Standards have been followed, subject to any matenal

departures disclosed and explained in the financial statements, and

prepare the financial statements on the going concern basis unless 1t 1s 1napproprate to presume that
the company will continue m business

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the company and te enable them to ensure that the financial
statements comply with the Companies Act 1985 They are also responsible for safeguarding the assets of
the company and hence for taking reasonable steps for the prevention and detection of fraud and other
irregularities

The directors are responsible for the maintenance and integrity of the corporate and financial information
included on the company’s website Legislation in the United Kingdom governing the preparation and
dissemination of the financial statements may differ from legislation i other junsdictions




Independent auditors’ report

to the members of TD Bank Europe Limited

We have audited the company’s financial statements for the year ended 31 October 2007 which comprise
the Profit and Loss Account, Statement of Total Recogmsed Gains and Losses, Balance Sheet and the
related notes | to 21 These financial statements have been prepared under the accounting poheies set out
theremn

This report 1s made solely to the company's members, as a body, i accordance with Section 235 of the
Companies Act 1985 Our audit work has been undertaken so that we might state to the company's
members those matters we are required to state to them 1n an auditors’ report and for no other purpose To
the fullest extent pernutied 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 opimons we
have formed

Respective responsibilities of directors and auditors

The directors’ respensibilities for prepanng the Annual Report and the financial statements n accordance
with applicable United Kingdom law and Accounting Standards (United Kingdom Generally Accepted
Accounting Practice) are set out in the Statement of Directors' Responsibilities

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

We report to you our opmion as to whether the financial statements give a true and fair view and are
properly prepared n accordance with the Companies Act 1985 We also report to you whether 1 our
opmmon the information given 1n the Directors’ Report 1s consistent with the financial statements

In addition we report to you f, i our opinion, the company has not kept proper accounting records, 1f we
have not received all the information and explanations we require for our audit, or 1if information specified
by law regarding directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report 1f we become aware of any
apparent misstatements within 1t

Basis of audit opinion

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

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




Independent auditors’ report

to the members of TD Bank Europe Limited (continued)

Opinion
In our opmion

» the financial statements give a true and fair view, mn accordance with Umted Kingdom
Generally Accepted Accounting Practice, of the state of the company's affars as at
31 October 2007 and of us profit for the year then ended,

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

* the information given n the Directors' Report 15 consistent with the financial statements

gy T "\Q’V\‘—LP

Emst & Young LLP

Registered auditor
London

31 January, 2008
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Profit and loss account
for the year ended 31 October 2007

Interest recewvable and similar income
Interest payable and similar charges

Net interest income
Net gain / (loss) on derivatives

Dividend income
Fees and commuissions receivable

Operating income

Administranve expenses

FX gain

Other operating expenses

Operating profit

Profit on ordinary activities before taxation

Tax on profit on ordinary activities

Retained profit for the financial year

The above results are derived solely from conttnming operations

.

Notes

2
3

4

17

The notes on pages 10 to 27 form an mtegral part of the financial statements

2007 2006
£000 £000
31,439 24,709
(11,187)  (11,146)
20,252 13,563
14 -

232 509
2,446 2,430
22,944 16,502
(1,588) (1,980)
643 767
(179) (661)
21,820 14,628
21,820 14,628
(7,910) 6,371)
13,910 8,257
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Statement of total recognised gains and losses

for the year ended 31 October 2007

Profit for the financial year

Total recogrused gamns and losses relating to the year
Translation differences on non-Sterhng share capital

Prior year adjustment on change m accounting policy
on adoption of presentation requirements of FRS 25

Reversal of interest cost of preference shares on reclassification
from financial habihity to equity

Fair value adjustment on denivative financial instruments
on adoption of FRS 26

Tax impact of fair value adjustment on derrvative financial instruments
on adoption of FRS 26

Total gains and losses recogmsed since last annual report

Notes 2007 2006
£000 £000

13,910 8,257

13,910 8,257

16 4,182 3479
- (33,684)

17 43,969 -
20 (53) -
12720 16 -
62,024 (21,948)

The notes on pages 10 to 27 form an integral part of the financial statements
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Balance sheet
at 31 OGctober 2007
2007 2006
Notes £000 £000
Assets
Loans and advances to banks 9 647,106 573,799
Loans and advances to customers 10 214,407 156,452
Fixed asset investment 11 - 10,000
Other assets 12 3,846 3,650
Total assets 865,359 743,901
Liabiities
Deposits by banks 13 397,871 294911
Other habilities 14 3,527 3,511
Liabihty component of redeemable preference shares 16 - 117,744
Total Liabilities 401,398 416,166
Shareholder’s funds
Called up share capital 16 347,317 20,968
Equity component of redeemable preference shares 16 - 252,147
Profit and loss account 17 116,644 54,620
Total shareholder’s funds 17 463,961 327,735
Total habiities and shareholder's funds 865,359 743,901
Memorandum items
Commuitments, Undrawn commutted facilities 18 715,007 971,009

The financial statements were approved by the directors on 31 January, 2008 and signed on their behalf

by

T Tom }

Director

The notes on pages 10 to 27 form an integral part of these financial statements
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Notes to the financial statements
at 31 October 2007

1. Accounting policies
Basis of preparation and changes In accounting policies

The financial statements of TD Bank Europe Limited were approved by the Board of Directors on
31 January, 2008

These financial statements have been prepared on the going concern basis under the historical cost
convention and 1nh accordance with the requirements of Schedule 9 of the Companies Act 1985 relating to
banking companies, applicable Accounting Standards and Statements of Recommended Practice 1ssued by
the British Bankers Association

In prepanng the financial statements for the current year, the company has adopted the following new
Financial Reporting Standard (FRS) for the first time

s FRS 23 “Effects of Changes in Foreign Exchange Rates”,

s FRS 24 “Financial Reporting In Hypennflationary Economies”,

¢ Dusclosure requirements of FRS 25 “Financial Instruments Disclosure and Presentation”, and
¢ FRS 26 “Financial Instruments Recognition and Measurement”

FRS 23and FRS 24 has had no matenal effect on the financial statements for the current year or prior pertod
FRS 25 requires disclosures that enable users to evaluate the significance of the company's financial
mstruments and the nature and extent of rnisks ansing from those financial mstruments The new disclosures
are included throughout the financial statements

FRS 26 deals wath establishing principles for measurement of financial assets and financial habilities The
company was previously valuing 1ts derivative products and loans and receivables on an accrual basis where
the time value of money was sigmficant The company 18 now valuing its derivative products at fair value
through the profit and loss account Consequently, adjustments were required to the profit and loss reserve for
the opemng fair value adjustment at 1st November 2006 Comparatives have not been restated as permitted
by FRS 26 The disclosure requirements necessitated by FRS 26 have been included 1n the financial
statements where applicable

A summary of the accounting policies of the company 1s set out below

Dividend Income

Dividend mcome represents gross dividends recerved on fixed asset investments

Fees receivable

Fees receivable arse from lending activities in Europe Loan ongmation fees are considered to be
adjustments to loan yield and are deferred and amortised over the term of the loan Commutment fees are
amortised to other income over the commitment period when 1t 1s unlikely the commitment will be called
upon, otherwise they are deferred and amortised over the term of the resuliing loan Loan syndication fees are
recognised upen completion of the financing placement unless the yield on any loan retamned by the company
15 less than that of other comparable lenders involved in the financing syndicate In such cases, an appropnate
portion of the fee 1s recognised as a yield adjustment over the term of the loan

Commissions receivable

Commussions receivable arise from the sale of bonds and Treasury Bills in Europe Commission income 1s
accrued as 1t 15 earned

10
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TD Bank Europe Limited

Notes to the financial statements
at 31 October 2007

Accounting policies (continued)
Deferred taxation

Deferred taxation is recognised 1n respect of all iming differences that have originated but not reversed at the
balance sheet date ansing from transactions or events that result 1n an oblhigation to pay more tax n the future
or a night to pay less tax in the future Deferred tax assets are recogmised only to the extent that 1t 1s
considered more likely than not that there will be suitable taxable profits from which the future reversal of the
underlying timing differences can be deducted Deferred tax assets and liabilities are not discounted

Loans and advances and provision for bad and doubtful debts

Loans and advances are stated at the principal amounts cutstanding, net of provistons for losses on loans and
advances

Provisions for losses on loans and advances are based on evaluation by the directors of their collectability
Specific provisions are raised agamst debts whose recovery has been identified as doubtful

Estimates of losses on loans and advances require the exercise of judgement and the use of assumptions The
principal factors considered in determimng the loan loss provision are the composition and quahty of the loan
portfolio, the ability of the individual borrowers to repay the loans, past performance of the individual loans,
existence of overdue interest or principal repayments and, 1n the event of default, the value and adequacy of
cotlateral/security

Interest income recognition

Interest earned and paid 1s accounted for at amortised cost using the effective mierest rate method When a
loan 1s classified as impaired, interest accruals cease and any interest previously accrued, but not yet received,
1s reversed agamst interest income  This treatment continues until, in the opimion of management, there 1s
reasonable assurance as to the timely collection of the full amount of loan principal and interest

Foreign currencies

Net interest income, fees receivable and commission recervable denomunated 1n foreign currencies are
translated into Sterhng at average rates of exchange during the year

For reporting purposes, monetary assets and habihities (including share capital) denominated 1n currencies
other than Sterling are translated into Sterling at spot rates of exchange prevailing at the balance sheet date
Non-monetary assets and habihties denominated 1n currencies other than Sterling are translated into Sterhing
at the spot rates of exchange at the date of transaction Foreign exchange differences relating to the
company’s share capital are taken directly to profit and loss account reserves Other foreign exchange gains
or losses are dealt with through the profit and loss account as other operating income or expense

Financial assets

Financial assets are recogmsed when the company becomes party to the contracts that give nise to them and
are classified as financial assets at fair value through profit or loss, loans and receivables, held-to maturnty
investments, or as available-for-sale financial assets, as appropnate The company determines the
classification of 1ts financial assets at imihial recogmtion and re-evaluates this designation at each financial
year-end When financial assets are recognised imtially, they are measured at fair value, being the transaction
price plus, n the case of financial assets not at fair value through profit or loss, directly attributable
transaction costs

All regular way purchases and sales of financial assets are recognised on the trade date, being the date that
the company commuts to purchase or sell the asset Regular way transactions require dehvery of assets within
the timeframe generally established by regulation or convention n the market place The subsequent
measurement of financial assets depends on their classification, as follows
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Notes to the financial statements
at 31 October 2007

1. Accounting policies (continued}

Financial assets at fawr value through profit or loss

Financial assets classified as held for trading and other assets designated as such on meception are included 1n
this category Financial assets are classified as held for trading 1f they are acquired for sale n the short term
Dernvatives are classified as held for trading Assets are carried in the balance sheet at farr value with gains or
losses recognised 1n the profit and loss account

Held-to-maturity nvestments

Non-derivative financial assets with fixed or determinable payments and fixed matunty are classified as held-
to-maturity when the company has the positive intention and abihity to hold to matunity Held to matunty
mvestments are carried at amortised cost using the effective interest method Gains and losses are recognised
mn mncome when the investments are derecogmsed or impaired, as well as through the amortisation process
Investments intended to be held for an undefined period are not included 1n this classification

Loans and receivables

Loans and receivables are non-denivative financial assets with fixed or determmnable payments that are not
quoted 1n an active market, do not quahify as trading assets and have not been designated as either fair value
through profit and loss or available for sale Such assets are carmed at amortised cost usmg the effective
interest method if the time value of money 1s significant Gams and losses are recognised 1 income when the
loans and receivables are derecogrused or impaired, as well as through the amortisation process

Avadable-for-sale financial assets

Available-for-sale financial assets are those non-denivative financial assets that are designated as such or are
not classified m any of the three preceding categortes After mitial recogmtion, available-for sale financial
assets are measured at fair value with gains or losses being recognised as a separate component of equity until
the nvestment 1s derecognised or until the nvestment 1s determined to be impaired at which tine the
cumulative gain or loss previously reported mn equity 1s included in the profit and loss account

Fair values

The fair value of quoted investments 1s determined by reference to id prices at the close of business on the
balance sheet date Where there 15 no active market, fair value 1s determined using valuation techmiques
These include using recent arm’s length market transactions, reference to the current market value of another
nstrument which 1s substantially the same, discounted cash flow analysis and prncing models Otherwise
assets will be carried at cost

Impairment of financial assets

The company assesses at each balance sheet date whether a financial asset or group of financial assets 1s
imparred

Assers carried at amortised cost

If there 1s objective evidence that an impairment loss on loans and recervables carmed at amortised cost has
been incurred, the amount of the loss 1s measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not been incurred)
discounted at the financial asset’s original effective interest rate (1e the effective interest rate computed at
nitial recognition) The carrying amount of the asset 1s reduced, with the amount of the loss recognised
admimistration costs

If, 1n a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recogmsed, the previously recognised impairment
loss 1s reversed Any subsequent reversal of an impairment loss 1s recognised n the profit and loss account, to
the extent that the carrying value of the asset does not exceed 1ts amortised cost at the reversal date

12
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Notes to the financial statements
at 31 October 2007

Accounting policies (continued)

Assets carried at cost

If there 15 objective evidence that an impairment loss on an unquoted equity mstrument that 1s not camed at
fair value because 1ts fair value cannot be rehiably measured, or on a derivative asset that 1s linked to and must
be settled by delivery of such an unquoted equity instrument, has been incurred, the amount of the loss 15
measured as the difference between the asset’s carrying amount and the present value of estimated future
cash flows discounted at the current market rate of return for a stmlar financial asset

Available-for-sale financial assets

If an available-for-sale asset 1s impaired, an amount comprising the difference between its cost (net of any
principal payment and amortisatton) and 1ts fair value 15 transferred from equity to the profit and loss account
Reversals of impairment losses on debt mstruments are reversed through the profit and loss account, 1f the
mcrease 1n fair value of the instrument can be objectively related to an event occurring afier the impairment
loss was recogmised n profit or loss Reversals 1n respect of equity instruments classified as available-for-sale
are not recognised 1n the profit and loss account

Derecognition of financial assets and llabihties

A financial asset or liability 1s generally derecogmsed when the contract that gives rise to 1t 15 settled, sold,
cancelled or expires

Where an existing financial hability 1s replaced by another from the same lender on substantially different
terms, or the terms of an existing hability are substantially modified, such an exchange or modification 1s
treated as a de-recogmition of the onigwnal hability and the recogmition of a new habihity, such that the
difference 1n the respective carrying amounts together with any costs or fees mcurred are recognised 1n profit
or loss

Derivative financial instruments and hedging

From 1 November 2006, denvative financial instruments are imtially recogmsed at fair value on the date on
whiuch a dervative contract 1s entered into and are subsequently re-measured at fair value Derivatives are
carried as assets when the fair value 15 positive and as habilities when the fair value 15 negative The fair
value of interest rate swap contracts 15 determined by reference to market values for similar mstruments

Pension costs

An external pension provider operates a defined contribution scheme on behalf of the company and payments
made by the company are charged directly to the profit and loss account n the period to which they relate

Related party transactions

Under paragraph 3(c) of FRS 8 “Related Party Disclosures”, the company has taken advantage of the
exemptions permitted for related party transactions as a result of being a wholly owned subsidiary of a
Group, where the parent prepares consohdated financial statements which include the company and which are
publicly available

Cash flow statement

The company has not produced a cash flow statement In accordance with FRS 1 (revised 1996), the
company 15 claiming an exemption as the financial statements of 1ts ultimate parent are publicly available

13
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Notes to the financial statements
at 31 October 2007

Accounting policies (continued)
Segmental information

The sole class of business of the company duning the year was corporate banking The sole geographical
segment from which the company’s corporate banking income 15 generated i1s Europe Consequently, no
segmental analysis of the company’s revenue and assets 1s required

Classification of shares as debt or equity

An equity instrument 1s a contract that evidences a residual interest in the assets of an entity after deducting
all 1ts habiliies Accordingly, a financial mstrument 1s treated as equity 1f

(1) there 15 no contractual obhgation to deliver cash or other financial assets or to exchange
financial assets or hiabihities on terms that may be unfavourable, and

() the instrument 1s a non-derivative that contamns no contractual obligations to deliver a vanable
number of shares or 1s a denvative that will be settled only by the company exchanging a fixed
amount of cash or other assets for a fixed number of the company’s own equity instruments

When shares are 1ssued, any compenent that creates a financial hability of the company 1s presented as a
liability 1n the balance sheet, measured mmhally at farr value net of transachon costs and thereafier at
amortised cost until extingwished on conversion or redemption The corresponding dividends relating to the
liability component are charged as interest expense n the profit and loss account The imtial farr value of the
liabality component 1s determined using a market rate for an equrvalent hability without a conversion feature

The remainder of the proceeds on 1ssue 15 allocated to the equity component and mcluded 1n shareholders’
equity, net of transaction costs The carryimng amount of the eguity component 18 not re-measured m
subsequent years

Transaction costs are apportioned between the hability and equity components of the shares based on the
allocation of proceeds to the hability and equity components when the instruments are first recogmsed

Interest receivable and similar income

2007 2006

£000 £000

Interest recervable on loans and advances to customers 7,661 3,551
Interest recervable on loans and advances to banks 14,512 13,521
Interest receivable from ultimate parent undertaking 9,254 7,637
Other interest receivable 12 _
31,439 24,709

14
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Notes to the financial statements
at 31 October 2007

3 Interest payable and similar charges

2007 2006
£000 £000
Interest payable to immediate parent undertaking 149 2,854
Other interest payable to ultimate parent undertaking 5,861 2,311
Interest cost on financial hability component of redeemable preference shares 5,177 5,981
11,187 11,146
4. Fees and commissions receivable
2007 2006
£000 £000
Loan commitment fees receivable 540 556
Other fees receivable 704 198
Other mcome from ultimate parent undertaking, including commissions 1,202 1,676
2,446 2,430
5. Operating profit
Operating profit 15 stated after charging/ (crediting)
2007 2006
£000 £000
Other charges payable to ultimate parent undertaking 132 438
FX gain (643) (767)
Auditor’s remuneration - audit services 42 39
6. Directors’ emoluments
2007 2006
£000 £000
Emoluments 10 10

No pension contributions under either a defined contribution or defined benefit scheme were accrued for any
director in 2007 (2006 Nil) in respect of their role with the company

During the year, no director was advanced a loan (2006 Nil) in respect of their role with the company

15
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Notes to the financial statements
at 31 October 2007

7. Employees

2007 2006
£000 £000
Wages and salaries 967 1,122
Social secunity costs 136 211
Other pension costs 42 39
1,145 1,372
The average number of direct employees during the year was 10 (2006 8)
8. Taxation
2007 2006
£000 £000
Current tax.
UK Corporation tax on profits for the year 7,835 5,952
Adjustments 1n respect of pnor year 56 470
Total current tax charge 7,891 6,422
Deferred tax:
Cngination and reversal of timing differences 62 -
Adjustments 1n respect of prior year (43) (51)
Total deferred tax charge/(credit) 19 (51}
Tax on profit on ordinary activities 7,910 6,371

The tax assessed for the year is greater than the standard rate applymng in the UK (30%) The differences are
explamed below

2007 2006
£000 £000
Profits on ordinary activities before tax 21,820 14,628
Profit on ordinary activities multiphed by standard rate
n the UK 15 30% (2006 30%) 6,546 4,388
Effects of
Expenses not deductible for tax purposes 1,351 1,564
Timing differences (62) -
Adjustments to tax charge m respect of prior years 56 470
Tax charge for current year 7,891 6,422

On 26 June 2007 the Finance Act 2007 was substantively enacted through Parhament Thus brought about a
reduction 1n the corporation tax rate with effect from | April 2008 The effect of this change in the tax rate
has no matenal impact on the deferred tax asset held by the company

16
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Notes to the financial statements
at 31 October 2007

9. Loans and advances to banks

2007 2006
£000 £000
Remainming maturity
3 months or less, but not repayable on demand 204,000 243,000
Repayable on demand 443,106 330,799

647,106 573,799

Included 1n loans and advances to banks are amounts owed by ulimate parent undertaking of £443,105,573
(2006 £330,798,982) which are repayable on demand

10. Loans and advances to customers

2007 2006
£000 £000
Remaming maturity
Over 5 years 50,779 42,303
5 years or less, but over 1 year 116,987 103,519
1 year or less, but over 3 months 46,490 10,484
3 months or less, but not repayable on demand 151 146

214,407 156,452

11. Fixed asset investment

2007 2006
£000 £000
Cost
Brought forward at | November 10,000 10,000
Disposal (10,000) -
Carned forward at 31 QOctober - 10,000

During the year National Grid Luxembourg S A redeemed at par the 2 5% voting preference shares held by
the company at par

17
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Notes to the financial statements
at 31 October 2007

12. Other assets

2007 2006

£000 £000
Amount recervable from ultimate parent undertaking 116 125
Amount recervable from a fellow subsidiary 537 557
Prepayments and accrued imncome 653 627
Fair value of dertvative financial instruments 1,311 -
Corporation tax recoverable 1,161 2,290
Deferred tax asset 48 51

3,846 3,650

2007 2006

£000 £000
Deferred tax asset:
Deferred tax asset at 1 November 51 -
Timing difference on fair value adjustment ,

on adoption of FRS 26 recognised 1n equuty 16 -
Ansing/(Utilised) 1n the year (note 8) (19) 51
Deferred tax asset at 31 Octeber 48 51
13 Deposits by banks

2007 2006

£000 £000
Remaining maturity-
Repayable on demand 397,871 294,911

Included n deposits by banks are amounts due to ultmate parent undertaking of £396,657,614 (2006
£294,019,942) and amounts due to parent undertaking of £1,213,225 (2006 £891,221), which are repayable
on demand

14, Other liabilities

2007 2006
£000 £000
Amounts owed to parent undertaking 2 1
Amounts owed to ulhimate parent undertaking 505 647
Amount owed to a fellow subsidiary 357 357
Accruals and deferred income 1,314 2,506
Fair value of denivative financial instruments 1,349 -
3,527 3,511

Amounts owed to parent undertaking and to ultimate parent undertaking are repayable on demand and are
non-interest bearing

18
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15.

16.

Notes to the financial statements
at 31 October 2007

Assets and liabilities in foreign currencies

The aggregate amounts of assets and liabilities on the balance sheet 1n foreign currencies were as follows

Denominated
Denomnated n other
in GBP  currencies Total
£000 £000 £000
At 31 October 2007
Assets 477,057 388,302 865,359
Liabilities and shareholders’ funds (430,580)  (434,779)  (865,359)
46,477 (46,477 -
At 31 October 2006
Assets 470,260 273,641 743,901
Liabilities and shareholders’ funds (422,143) {321,758) (743,901)

48,117 (48,117)

The mismatch between assets and hiabilittes 1n foreign currencies anises 1n the normal course of business

Share capital

2007 2006

Authorised US$000 US$000

100,000,000 (2006 100,000,000) ordinary shares of US§1 each 100,000 100,000

500,000,000 (2006 500,000,000) redeemable preference shares of US$) each 500,000 500,000

600,000 600,000

£000 £000

500,000,000 (2006 500,000,000) redeemable preference shares of £1 each 500,000 500,000

Aliotted and fully paid- Ussaoo Us$000

40,000,000 (2006 40,000,000) ordinary shares of US$1 each 40,000 40,000

56,663,750 (2006 56,663,750) redeemable preference shares of US$1 each 56,664 56,664
classified as equity (2006 financial hability) under FRS 25

96,664 96,664

£000 £000

GBP equivalent @ 2 0793 (2006 1 9077) 46,489 50,671

£000 £000

300,827,500 (2006 300,827,500) redeemable preference shares of £1 each 300,828 300,828

classified as equity (2006 financial liability} under FRS 25
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Notes to the financial statements
at 31 October 2007

Share capital {continued)

All redeemable preference shares (both £ and USS$) are redeemable at par on 31 October 2026 (or earhier 1f
the directors so resolve)

In the event that 1t is resolved to distribute, by way of dividend, all or part of the profits, the holder of the
redeemable preference shares (both £ and US$) has the nght to recerve a vanable non-cumulative preferential
dividend at such rate to be determined by the 1ssuer

The redeemable preference shares (both £ and US$) have attached to them the same nights regarding voting
and payment on a winding up as are attached to ordinary shares

The redeemable preference capital (both £ and US$) are eligible for tnclusion in tier 1 capital

On 28 August 2007, the company altered ats Articles of Associaton governing the preference shares, with the
approval of holders of preference shares The preference shares are now redeemable at the discretion of the
1ssuer, and are now classified entirely as equity nstruments, as the contractual obligation to repay at the
holder’s discretion no longer exists Accordingly an interest cost of £5,177,485 (2006 £5,980,869) was
recogmsed n the profit and loss account (as set out 1 note 3) up to the date at which the Articles of
Association were amended An adjustment of £43,969,081 was made to the closing reserves to reflect the
reversal of the interest cost of the liability up to 28 August 2007 for the current year and in prior years The
financial hability at 28 August 2007 of £122,353,000 was reclassified to equity

As at 31 October 2006, the redeemable preference share capital had been spht-accounted with an equity
component of £252,147,000 and a financtal hability component of £117,744,000 as disclosed i the balance
sheet

20




TO Bank Europe Limited

———— i T —
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at 31 October 2007

17. Reconciliation and analysis of shareholder’s funds

Year ended 31 October 2007

Preference
Profitand Ordmnary Preference Shares
Loss Shares Shares Shareholders (Fmancial
Reserve Capntal (Equity) Funds  Liability)
£000 £000 £000 £000 £000
Opening balances as at

1 November 2006 54,620 20,968 252,147 327,735 117,744

FX gain on opemng balances
- Equaty 4,182 (1,731) (2,451) - -
- Fmancial Liabihty - - - - (568)

Interest cost on financial hiability
component of redeemable preference
shares (note 3) - - - - 5,177
Reclassification of preference
shares from financial hablity to
equity (note 16)
- financial hiability - - 122,353 122,353 (122,353)
- reversal of interest cost 43,969 - (43,969} - -

Fair value adjustment on
denivative financial instruments on

adoption of FRS 26 (note 20) (37) - - 3N -
Profit for the financiat year 13,910 - - 13,910 -
Closing balances as at

31 October 2007 116,644 19,237 328,080 463,961 -
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at 31 QOctober 2007

17. Reconciliation and analysis of shareholder’s funds (continued)

Year ended 31 October 2006

Opening balances as at
1 November 2005

FX gan on opening balances

- Equity

FX gain on financial Liability
Interest cost on financial hability
component of redeemable

preference shares (see note 3)

Profit for the financial year

Closing balances as at
31 October 2006

18. Commitments

Undrawn committed facilities maturing
1 year and over
Less than 1 year

Preference

Profitand Ordinary Preference Shares
Loss Shares Shares Shareholders (Financial
Reserve Captal (Equity) Funds  Liability)
£000 £000 £000 £000 £000
42,884 22,598 253,996 319,478 112,530
3,479 (1,630) (1,849) - -

- - - - (767)

- - - - 5,981

8,257 - - 8,257 -
54,620 20,968 252,147 327,738 117,744
2007 2006

£'000 £'000

632,286 887,967

32,811 83,042

715,097 971,009

Undrawn facilities are contractual amounts that commut the company to extend credit to customers
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Notes to the financial statements
at 31 October 2007

Risk management

Objectives, policies and strategies

The principal financial rsks faced by the company are credit risk, interest rate risk, hiquidity risk and
currency rate nsk A description of the significant risks associated with the company’s activities 1s provided
below

TD Bank Europe Limited has a formal structure for managing risk, including established risk limuts, reporting
lines, mandates and other control procedures This structure 1s reviewed by the Board Instruments used for
risk management purposes include derivative financial instruments (‘derivatives”), which are contracts or
agreements whose value 15 derived from one or more underlying prices, or rates inherent in the contract or
agreement, such as interest rate and exchange rates

Interest rate risk profile of financial assets and liabilities

The nterest rate profile of the financial assets and habilities of the company as at 31 Qctober 2007 15 as
follows

At 31 Qctober 2007 More
Within T2 2to3 3to4 4t05 than
1 year years years years years  5years Total
£000 £000 £000 £000 £000 £000 £000
Frxed rate
Loans to customers 1,192 - - - - - 1,192
Other habilites (1,349) - — - - - (1,349)
(157) - - - - - {157)
Floating rate
Loans to banks 647,106 - - - - - 647,106
Loans to customers 194,193 15,815 3,207 - - - 213,215
Other debtors 1,311 - - - - 1,311
Deposits by banks (397,871) - - - - - (397.87hH)
444,739 15,815 3,207 - - — 463,761
Interest rate
sensitivity gap 444,582 15,815 3,207 - - - 463,604
Off balance sheet items 82,811 71,180 127415 87,143 231,250 115,298 715,097

Cumulative interest rate 527,393 86,995 130,622 87,143 231,250 115,298 1,178,701
Sensitivity gap
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Notes to the financial statements
at 31 October 2007

Risk management (continued)

Interest rate risk profile of financial assets and habilities (continued)

The nterest rate profile of the financial assets and liabihittes of the company as at 31 October 2006 1s as
follows

At 31 October 2006 More
Within lto2 21013 3104 4105 than
1 year years years years years 5 years Total
£0060 £000 £000 £600 £000 £000 £000
Fixed rate
Loans to customers 2,117 - — - - — 2,117

Liability component of
redeemable pref shares - - - - - (117,744) (117,744)
Other habilities (46) - - - - - (46)

2,071 - - - - (117,744) (115,673)

Floating rate
Loans to banks 573,799 - — - - - 573,799
Loans to customers 117,405 36,930 - - - - 156,452
Fixed asset investment 10,000 - - - - 10,000
Other debtors 41 - - - - 41
Deposits by banks (294,911) - - - - - (294911)

406,334 36,930 - - - - 443,264
Interest rate
sensitivity gap 408,405 36,930 - - - (117,744) 327,591
Off balance sheet items 83,042 188,674 96,965 322,926 115,330 164,072 971,009

Cumulative interestrate 491,447 225604 96,965 322926 115330 46,328 1,298,600
sensitivity gap

Interest on financial instruments classified as floating rate 1s re-priced at intervals of less than one year
[nterest on financial instruments classified as fixed rate 1s fixed until the maturity of he instrument

The other financial instruments of the company that are not included 1n the above tables are non-interest
bearing and therefore not subject to interest rate risk

Liquidity nsk

The company’s liquudity pohcy 1s to maintain sufficient liquid resources to cover cash flow imbalances and
fluctuations in funding, to retan full public confidence in the solvency of the company and to enable the
company to meet 1ts financial obhgations This 1s achieved through mamtaining a prudent level of iquid
assets and through management control of the growth of the business The matunty profile of the company’s
assets and habilities, based on contract matunty date or earhest available date on which repayment can be
demanded where relevant, is set out in notes 9, 10 and 13
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20.

Notes to the financial statements
at 31 October 2007

Risk management (continued)

Credit nsk

The company’s exposure to credit risk, excluding the value of collateral, 1s generally reflected 1n the carrying
amounts of financial assets on the balance sheet

Credit nisk for off-balance sheet financial nstruments 15 defined as the possibility of sustaining a loss as a
result of another party to a financial instrument falling to perform in accordance with the terms of the
contract The company uses the same credit pohcies in making conditional ebligations as 1t does for on-
balance sheet financial nstruments through established credit approval, risk control limits and monitoring
procedures

Currency rate risk

The company’s positton with respect to foreign currency denominated assets, habilities and share capital 15
broadly matched, as set out 1n Note 15

Financial instruments

Fair value of financial assets and financial habilities

Management considers that 1t 15 inappropriate to estimate the fair value of loans and advances to customers,
because they are not histed or publicly traded and a readily observable value 1s not available

Fair value of other financial assets and habilities, excluding the assets described above, are considered to
approximate their respective carrying values due to their short-term nature

Denvative financial instruments

Dernivatives are not used in trading activity or for speculative purposes The company only enters into a
denivative contract for the purpose of mitigating nsks The principal denvatives used 1n balance sheet risk
management are interest rate swaps which are used to hedge interest rate mismatches between assets and
habilities Hedges entered into by the company which provide economic hedges but do not meet the hedge
accounting criteria are treated as fair value through profit and loss All the company's derivatives activity
dunng the year was contracted with its ultimate parent, The Toronto-Dominion Bank

Fair value of denvative financial instruments

The table below analyses the denvatives used to manage interest rate nsk by type of contract and matwunty
and shows the nominal principal amount, credit nisk weighted amount and replacement cost of contracts

Nominal principal amounts indicate the volume of business outstanding at the balance sheet date and do not
represent amounts at sk The replacement cost represents the cost of replacing contracts with positive
values, calculated at market rates current at the balance sheet date and reflects the company’s exposure at that
date should the counterparties default The credit nsk weighted amoum, which 1s calculated according to
guidelines specified by the Financial Services Authonty, 15 based on the replacement cost, but also takes into
account measures of the extent of potental future exposure and the nature of the counterparty
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20. Financial instruments (continued)

Fair value of denivative financial instruments (continued}

2007 2006

Credit risk Credit risk
Notonal weighted Replacement Nononal weighted Replacement
Amount amount cost amount amount cost
£000 £000 £000 £000 £000 £000

Interest rate swaps

less than 1 year - - - - - -
between | and 5 years 1,192 | - 2,117 2 -
over 5 years - - - - - -
1,192 1 - 2,117 2 -

Fair values have been calculated for other financial instruments by discounting cash flows at prevailing
interest and exchange rates

The carrying amount of the Interest Rate Swaps and their fair value was

2007 2006
Book value  Fair value  Book value  Faw value
£000 £000 £000 £000
Assets
Fair value of denvative financial instruments 1,311 1,311 - -
Prepayments & accrued income - - 41 2,370

Liabilities
Farr value of denvative financial instruments (1,349) (1,349) - -
Accruals & deferred income - - (46) (2,428)

(38) (38) (%) (38)

IAS 39 requires that all derivatives be recogmnised at fair value in the balance sheet Consequently interest rate
contracts with a positive fair value of £2,370,461 and interest rate contracts with negative fair value of
£2,428,028 have been recogmised 1n the balance sheet as at 1 November 2006 Under the previous accounting
standards, pnor year notional balances were netted and the accrued interest receivable and payable recognised
separately n the balance sheet
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Notes to the financial statements
at 31 October 2007

Parent undertaking

The immediate parent company and the parent company of the smatlest group of which the company forms
part 1s Toronto Dormnion Investments BV, which 1s incorporated m the Netherlands Copies of the group
financial statements may be obtained from Atrium Gebouw, Strawinskylaan 3025, 1077 ZX, Amsterdam,
The Netherlands

The company’s ultimate parent company, controlling party and the parent of the largest group 1o conscolidate
the financial statements of the company 1s The Toronto-Domimion Bank, which 1s incorporated 1n Canada
Copies of The Toronto-Dominton Bank’s group financial statements may be obtained from Fimnance Control
Division, The Toronto Domimon Bank, PO Box 1, Toronto-Dorinion Centre, King St W and Bay St,
Toronto, Ontano M5K 1A2, Canada
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