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Capital One (Burope) ple Report and Financial Statemenis 2008

STRATEGIC REPORT

The Ducctors ptasent theis strategie repoit and the audited fnancial stalements of Capital One (Furope) ple
("the Company™) fur the year ended 3 1* December 2018,

Principal activity and veview of business

The Company provided financial seivices in the UK duting 2018 predaminantly comprised of credil cand
lending

Key pecformance indicators

The key tinanciat and other perfonmunce mdicators during the year weie as follows:

2018 2017 Change

£000 £000 Yo
Revenue 580.165 566,574 2%
Finance expense (10,125) (9,015) 12 %
{:f;l.:;;imem m allowance for expected credit (107,196) (81,588) 57 %
Operatimg and admmstrative expenses (303,17} (260,090) 17 %
Profit for (he year 112,623 £66,706 (32)%
Net loans and advances to customers 2,218.169 2,224.293 %
Shaieholders’ funds ,235,386 1.128.706 9%
2018 2017 Change

Y (U ) % %

Net Joss 1ate 3.0 44 (32)%

Revenue increased by 2% duting the year despite the £32 milhion higher Pagment Praleetion Insurance (LCP1)
povision build reflected wilhin revenue ‘Uhe build was ofiset by highet account volumes as well as
methodalogy changes 1n accounting for expected credit losses (1:01.8) due 1o the implementalion of IFRS 9
Further detals on [FRS 9 unplementation ae contained within Note { to the Financial Stalementy

Finance expense increased by 12%4 during, the year due to the higher average parental fundinz loan belance
trom Lhe US parent company held duting the vear, as well as an iticrease in the average inferest 1ale

The movemant 1 the allowance for TCLs imcreased by 27% compated te prior year due (o the implementation
Ol IKRS 9 (see Nole 1) Underlying Uns methodology change weie Inzher write otfs as a result of account
prowth affset by higher iccoveries,

Operating and admins(eative expenses inercased by 17% during Lhe year primarily due to the £24 million
higher PPT provision huld reflected wathin operating and wdministiative expenses. Thele wiss aiso lugher
invesiment in tectmolopy developnient and rarketing,
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STRATYGIC REPORT (continued)

The impact of higher debt sales in 2018 has decreased the nel loss rale from 4.4% o 3 (0% The nel Joss rate
1s the net loan ioss as o percentage of toral loans and advances to customers. exchading movements in the
provision.

UiGirnate pavent company performance

‘Che Campany is ulimuawly owned by Capital One Finuncial Corpoiation (*the Corporation’) The Corporation
started as an independent company i 1994, and has since developed 10 become a Fortune 300 company. The
Corporation bus developed anto 4 global diversified financial services provider with operations in the S god
Canada s well as the UK The Cowporalion offers w browd specewum of tfinancial products and services to
conswmels, small busingsses and comemercial clients and had total depasits ottstarling of $250 billion st the
end olthe year (2007: $244 billion), 1he Corpotation's foans held for investment at the end of the year totalled
$2416 Bnltcon (2017 $251 billion)

‘The Corporalion’s nel miewme Lor Lhe year ended 31" December 2018 was $6 billion (2017: S2 billion) <l
Corporation continues to mainlain astiong halanve sheet position wilh a Tier | common equity ranc of 8 2%
al the end of 2018 (2017- 10 3%).

Principal risks and unccriainties

The Company has formal processes for identifying, messutiny, assessing and monstorng enlerpuise risk. The
Company uses various 1ivk categones which represent detined risk groupings that help achicve consistent
wlentfication, assessment, measurement und monloning across 115ks  “The principal risk categoiies tacing the
Company coimpiise the following:

Operationul 518k

Operational sk represeats the risk of direet or mdueet loss from failed or inudequate processes, people or
systems, or exposiue to axternal events.,

The Company’s policy is to maintain a well conlralled and sustainable operating envromment thal assutes
processes and conhols are minauged with a depgree of rigour commensurate with their risk, and to maipisin
adequatc capital reseives 1o protect agmst unforeseen aperational vsk evenls

Nrotege risk

Stialegic nisk 1epiesents the 11sk ol a material impact on current o1 antieipated earnings. capitul. franchise av
cnierprise value arising ffom the Compary's compeiifive and market position and evolving foirces in the
industry that can affect that posiuion; lack of responsiveness Lo these eoadibious; stratege dectsions to change
he compinys scale, ma ket position or operatine model; or failure to appropeiately consider implementation
risks inherent in the Campany’s strategy,

The Camnpany momers and mutyzates the shalegic nsks 1o the business by creating and puesuing, effective
strategics and by monitoring the exeernal enviionment fiw chanyzes that could disrupi the shatery The Company
have considered the risk of Biexit uncertainly but consider it to have himited dircet impact die 1o mimmal
exposune 1o [oseiga exchange nsk or interoational nade



Capital One (Europe) ple Report and Vinaacial Statcments 2018

STRATEGIC REPORT (continucd)

Legal risk

Legal n1sk tepresents the 1sk of material adverse impact due to new and changed laws and regelations,
interpretatons of law, drafung, nweepictation and enforecability of condracts, adverse decisions ot

consequances alsing from litigation or regalatory action; the establishment, management and govermance of
fegal ertity steucture, and the Galure w seek and follow appropiate legal counsel when necded

Legal risk 15 munaged by applywmg legal expertise through the inteenal legal department, acerssing speeiahsed
outsile cunnsel when needed and effective parnership working between the legul deparlment and business
areas to assess and mitigate legal tisk Business areas are informed of new and impendipyg chaggzes 10 law
any regukation as they anse throupgh roadmap balletins and guarterly through a legal and regulatory roadmap
which assists the Company to prepare fot new laws and regulation and manage new Jegal risks,

Compliciwce risk

Comphance risk represens the eisk o currenl or antivipded vanugs o capital ansing fiom violatrons of
laws, rules, o1 regulations. Comphiance risk can also arise from non-canfonmance with preseribed praciices,
nlemal policies and procedwres, contraciual obligations, or ethical standards that reinforce those laws, rules,
or regulations,

Ic e the policy of the Company Lo comply with all laws, reles, und regulithons governing ils business activities
and corporate behaviour. The Compsany expects all of its associates and third party ecpresenlatives Ur follow
(he lngbest lesrat and cthical standards W protecl our customers and shareholders and to ensuee the safety and
soundness of ous business. The Company manages compliance risk thaongh a rbust. complianee manyement
programme, including processes to actively manage compliance risk requiements, imdependent campliance
testing, compliance polreies and procedurcs, comphance (raming, compliunee rmom(onnyg and controls,
compliance 1ssue management and compliance risk 1eporting

Conduct risk

Conduct tisk is the risk of failing to ensure good outcomes are delivered 1o customers  “I'ne muterialisation
ol this risk may also adversely mpact the Comipany’s strategic objectives, carnings. capilal or reputauon
wgether wilh the mécenty of te mazkel within which the Company operates

Conduct 1isk 15 managed through o combmation of

— Product and Practsce Conduct Rish Assessments which witn 10 ensure that the Company’s products
and practices are designed to avoid pool customer outcomes at cach slage of the pruducl fifeceyele
and customer journey;

— DBusiness-wide sratf traming on Conduet Risk, as well ay lasgeled role-based liamving, us uppropriate;

— Balanced associate remungiation and meentive schemes that attraci, 1ctain and wnivate 1alent and
alipn asyociate coniributions with lang tenm customer amd businesy objectves, and

— Clcar manitoing, reporting and senior leadesship oversight

Repdation risk
Reputation risk iemesents the nsk Lo matkel valug, recruliment and retention of talented associates, the
ntsntenance of a loyal customer basc and the abitity 10 airact new customers duc Lo the negaiive perceptions

of'stakeholders regarding the Company’s business stiategies, activittes and actions.

Reputatean risk 1s managed by ensuring. 2 thorongh understanding of the enviinament withm wineh the
Company operates. This weludes proachively engaging with the Company's existing and potental

-
J
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STRATEGIC REPORT (continued)

stakeholders, botl Jocally aad natonally to understand and 1espond to key 1ssues 12lating to the business,
monilaring inedra channels, and staying abreast of the govermment and legislatve agenda  Tnternally, ongotng
monitoting and consultation with the lines ofbusiness ensw s thaticputation 1isk 1s considered o key process

and decision making,

Signed by order of the Bourd

.; \_ g
&A}/ A
AC Lenanger

" Divcetor
19" Marceh 2049
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DIRECTORS' REPORT

The Ditectors present thew repoit tor the year ended 31™ December 2018
Dircciors

The ) Yircewors wha seyved mothe yuear ard subscquently @iz as [ollows

AC Lenander

NV Herhert (resygned 20™ December 2018)
RW Marding

RJ Rolls

.M Hagues

JR Penzer

M Tyneh

Results and dividends

The profil for lhe year, afler taxation, amounted lo £112 6 miliion (201 7: profit L166.7 million) The Mircetars
do notsceommend payment of g dividend on the ordinry shires (2017, £nil),

Paosition at end of year

The Directols have reviewed the financial position at the end al the yea and concluded thal it 1s satisfactory

Fulure developments

"The Mirecions expeel the general level of activity of the Coropany will veonwu sluble aud unchanged,

Going concern

The Ditectots have 1oviewed the foiecast performance as well as principitl nsks and uncerlaiabes of the
busimess and concluded thal 2 is appropiate L adops the poing concern basis of accounting in prepacing the
anaual financial statements

LYirectors® liabilily

Capital One Financial Corporation and its substdiaries (“Capital One Group™y have indemmificd one of more
Dircclans of the Compary apaiust liablisy 1 1espect of proceedings brought by thnd parties, subgect to the
conciinns set oud 1 the Companies Act 2006 Such yualifying tird parfy mdemmty provision was in foree
throughout the vear and temains in force at the date of this rcport

Emplovment ol disabled persons

The Company gives full aud far constderation to applications for employment trom disabled persons, having,
regard wo their pasticutar aptinwdes and atibties  (Lis he Company’s policy to provide engomng employment
and appropriate tetiaining to associates who become disabled, wheiever pructicable, and 10 provide Lrainenge
aud career development (o ull assuciaies whether disabled or not

Associnte involvement

The Compuny places considerable value on the mvolvement of the people it employs ("associates') and
continues 1o kecp them infarmed on matters affecting them ws associaics and oh the various fac(ors alfecting
the performiuice of the Cupital One Group This 15 achieved through tormal and infoimal inectings, and other
cnl poriie communications
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DIRECTORS! REPORT (continued)

Disclosure of information fe the aundilors

Sa far as cach peison who was a RDirector at the date of apptoving this seport 15 aware, there 15 no relevan.
audit information, being mtormation necded by the auditor in connection will preparing its report, of which
the audiior is unaware. Having made enquiries of fetiow Diteeions and the Company’s aucfitol, esch Direetor
has taken all the steps that they are obliged to take s a Director i order to make themselves aware of any
refevand wudit anfomehion and 1w eslablish that the andioy is aware of thyl mformiion

Reappoiniment of audilors

The Company propuscs the reappiintiient of Trnst & Young T.1P as auditors of Lhe Company.

Charitable donationx and aetivily

Duung the yeat the Company made chartable confiibutions of £0.6 mullion (2017: £0 5 million} directly
© benefiting 6,684 individuals (2017 3.190) (rean 390 charilable orgamsations {2017 116). No pohbical
dongtiens weie tade during the ycar (2017: £nd) 62% of associates (2017: 32%) ook pan in communily
activities in 2048 donating over 5,800 hours (2017, 2,400 hows) in the process

The Company aims to muke a positive nnpact through supporting tinancial education, digstal nclusion and
employability on balb i local sad national seale und s commuied 10 supporting commuriities 1l serves to
prosper and succeed The Company 15 doing this by forming partnerships with national charitable
orzamzauons such as Youug Ewterprise, humanulopia, Busmess m the Commumty aud many others by
tolhising employees o use their tune and skitls o suppor issues that give communiues beter aeeeas
skills and opportumty. '

Signed hy order of ithe Board

@?/’éwff\_

Director
19" Wlarch 2019



Capital One (Europe) ple Repori angd Financial Statemenls 2018

STATEMENT OF DIRECTORS’ RESFONSIBILITIES

‘I'he Diectors are responsible for preparing the Stiateyrne Repuorl, Directors’ Report and the financial statements
in accordance with applicable [aw and regulations:

Company law 1equites the Directors to prepaie financial statemenls for each financial ycar, Under that law
the Ditectors have elecled to prepine the tinancial statements i accordance with United Kingdom Cencrally
Aceepted Accounting, Practice (United Kingdom Acconnting Standa ds and applicable luw) Under Company
law, the Directors must not approve the financial statements unlass they are satisfied that they give w hue and
L view of The stawe of afasrs of the Company and of the profi( os loss of the Company for that peripd.

[n preparing these [nancial stalements, the [Meclors are requited to
» select spitable accounting policies and then apply them consisiently,
+  make judgements and accounting estunaies that are rexsonable and piudent,
= slate whether appheable UK Accounting Slandards have been loflowed, subject to any matenial
departures disclosed and explamed in the financial statements, and
= prepate the (iuuncial statainents on the going concein busis unless it is inappiopriate to presume that
the campany will continue m business

The iieetors wee responstbic for keeping: adequate wecounumy records el are sufticient to show and explain
the Company's transaclions and disclose with 1easonable accwracy at any time the financial posivon af the
Compuny and enable them (o msure Thed (he Goancial slaternents comply with the Compatues Act 2006. They
are also responsible tor safeguatding the assets of the Company and hence for lakm;, z reasenable steps for the
preventou axd detection of fraud amd other wregularities,
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INDEPENDENT AUDITORS' RIFPORT TO TLE MEMBERS OF CAPITAL ONE
(EUROPE) PLC

Opinion

We have audhied the financral sitements of Capital One (Emope) ple for the yeal ended 31 December 2018
which comprise the Tncome staiement, the Stmatement of comprehensive income, (he Balunce Sheel, the
Statement of changes in equity and the related notes | to 23, including a summay of significant acconnting
policies The fingneial reporing famework that has heen applicd m theiv preparation 1s applicuble law and
[nited Kingdom Accounting Standaids including FRS 101 “Reduced 1)isclozive Framework™ (Linted
Kingdom Generally Acecpled Accounting Fractice),

In our opiion, the finarciul stidlementls

»  giveatrue and fail view of the company’s affans as a¢ 31 December 2008 and ol ils profi for the yea
then ended,

= hayc heen pruperty picpared in accordance with Loiled Kmgdom Geneally Accepted Accounting
Ptactice, and

s have been prepircd i accordince with 1he requirements of the Companias Act 2006.

Basis for opinion

Wwe condueted ur audii in accordance with Taternatwonal Slandiods ot Audring (UK) (E8As (LK) and
applicable faw Qur responsibilities under those standaids are further described in the Auditor’sicspongibilitics
tor the audit of the financial statemenls secuon of our report below. We we independent of the company tn
accordance with the ethical requicements that are ielevant to ow awdit of the financial statamenis i the DIC,
tncluding the FRC’s Ellucal Stundard, wnd we have folfilled our other ethical responsibilities in accordance
with these requirements

We bulieve ihat 1he qudil evidence we haye obtamed s saflicen) and appropriaie to provide a basis tor our
opinlon

Conclugions relating to going coneern

We have nothing to 1eport 1m 1espect of the following matters in relation to whuch the TSAs (UK} requae us

to report W you whove:

< the directors’ use of the going concern basis of accounting in the preparation of the fitsncial stalements
is not appropriale, or

< the directors have not disclosed in the Rnancial statements any identified ralerial uncertamiics thal may
cast sigmficant doubt about the company’s ability to continue to adopt the aamg conecrn basis af
accouniing fora period ol al keast lwelve months from the date when the financial statements ate anthotised
for issue

Other information

‘t'he other intormation compnses the mformatian inclhuled in the annugl report, other thun the (fuancial
statements and our audilor’s report theieon The directors ave responsible for the other mformation

Our opinion on the financial statements does not cover the ather information anl, exeept{o the eslentvllherwise
explwitly staded m this 1eporl, we do not express any foom ol assurance conctusion therson
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF CAPTIAL ONE
(EUROPE) PLC

In connection with our audit of the financial statements, swl respomstbility s 1o read Lthe other nlormation
and, in doing sa, conaider whether the other infonmatiou is mawenally inconsistent with the financial statements
or our knowledge obtatned in the audit or otherwise appears to be matenally nusstaied 1 we dentify such
matenal inconsistencies or apparent material misstatements, we are required to determinge whether there is i
material misstatement in the financial stalements i a malerial misstaiainent of Uhe other intformation It based
on the work we have peiformed, we conclude that thete 1s 2 matersal misstatement. of the ather mformation,
we are required (o reporl, that faci.

W have nathing Lo reprorl am (his regard.

Opinivng on other matters prescribed by the Cempunics Act 2006
Tn our opinion, based on the work underaken in the cotrse of the andit'

»  lhe formation given in the strategic report and the ditectors' report.for the Minanciad vear for which the
fnancial stalcments wie prepared is consistent with the financial siatements; and

= the strategic report and directors’ repoit have heen prepared 1n aceordauce wilh applicable legal
requiremois

Matters on which we are required to report by cxception

tn the light of the knowjudge and enderstanding of 1he company and 11s environment obtained 1w the coulse
of the audit, we have not dentified malertal misstatements in the strategie report or direciors® report,

We have nothing to reporl w respeei of the following matters m 1elation to which the Campanies Act 2006
tequires us to report to you if, . our opimion’

» adequale accounlmy records have not been kept, or retens adequate for our audit have not been iceeived
“from branchies not visited by us, or

e the tinancial statements are not in agleement with the accounting records and returns; ne

< certam disclosures of diceetor s’ ramuneralion spectfied by Jaw me not made, or

* we have not recewved all the information and explanatians we require for om it

Respongibilitics of direciors

As explamned more fully m the Statement of ditectors’ responsihilities sct out on page 7, the direeuns are
1csponsible Tor the prepatation al' e Anancial slidements and for being satistied that they aive a tue and far
view, and fot stch internal control as the directors deternnine 1s necessary (o cnable Ui proparation of linaucial
stalements thal are [ree from material misstatement, whethet due to fraud or esro

In preparing the Anancral statements, the direelors are responsible for assessmg the company's ability to
continue as a going concern, disclosing, as applicable, marters related to going voneern and using the zoing
concern biuss of accounting unless the directors either intend to liquidare the company 01 to ceasc opetations,
ar have no realistic alternative but to da so.

Awitor’s responsibilities Tor the amlit of the financial stntements

Ouw objectives ale to obrain reasnnable assuraincee abour whether the linancial statemen(s as & whole we tree
from material misstatement, whether due to fraud or ennor, and to issue an auditor's 1cport that meludes our
opimon Reaspnable assmance iy a high level of assiance, bul is not @ guarantee that an audit conducted in
accordance with ISAs (UK} will always detect a material nusstatement when w exisis Misstatements can
arrse (rom fiaud or error and avis considered madeval if, individually or in'the aggregate, they could icasonably
he expected to influence the economic decrsions of nsers faken on the hisis of ihese financial slatemenls.

9
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INDIEPENDENT AUDITORS' REPORT TO THE MEMBERS OF CAPITAL ONE
(LUROPL) PLE

A further desenption ol ow responsibihities for the wudit of the financral statements is located on the
Financial Reperting Council’s website at https://www firc org.uk/anditmsresponsibibues. Lhis deseription
{orms parl ol own auditor’s report.,

Csce of our report

This report 18 made solely Lo the company s embers, as a body, in uccordance with Chapter 3 of Part 16 of
the Companies Act 2006 Ouraudit work has bean undertaken so that we might state to the com piny s members
those mallers we are requned 10 stale (o them m wn auditor s 1eport and for no other purpose. To the fllest
extent permitecd by law, vwe do not aceept or assume responsibrley 10 anyone other than (he cumpany and the
conipany’s embers 95 2 body, for our audit work, for this report, o1 tor the opinions we have formed.

£ X)Zj [LF

Stephen Littler (Scnior stalutory auditer)

for and on behalt of Ernst & Young LLE, Statutory Auditor
Manchesier

19" March 2019
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INCOME STATEMENT

VFor the year ended 317 Decenber 2018

Intetest income
Non-intelest income
REVENUE

TFruance expense

Allowance for expecled credit losses
Operating ancd administiative cxpenses
PROKTT REFORE TAXATION

Tax chiege

PROFIT FORTHE YEAR

All of the above activihics eclale W continning aperations

1

2018 2017

Notes £°000 £000
539,057 327,348

41,408 39.226

2 380,465 566,574
4 (i0,125) (9.015)
(107.496) (R4.S8K)

(303,474) (260,090)

3 159,370 212,481
5 (46.747) (46,175)
112,623 166,706
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STATEMENT OF COMPRENENSIVILINCOME:
For the year ended 31 December 2018

Frofit/(lass) lor the year
Items that muy be reclaysilied subsequenily to the income stalemenl;

Avatlable for sale financial assets:
Net (Joss)/gamns arising duiing the penod

Income tux relating Lo net urwreaiised tuss
Other comprehensive (loss)fincome for the year net of tax

Total Other comprehensive income/(loss) for the year

2018 2017
£000 £1000
112,623 . 166706

— (381)

— (40)

— (21)
112,623 166,285

Other comprehensive income 10 2017 was compused of thw fail value movement of the preference shaies 1n
C Vs, Ine, Ou rransdion 1o TFRS ¥, these shares were 1cclassified as Fair Value Thiough Profit and 1.oss
Therefore, there 1s no Other Comprehensive Income tor 201%. See Nate 8 for further details on the preterence

shaes
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BALANCE SHELT
Asat 317 December 2018

ASSETS

Cissh and castr cyuivalents
Loans and advances to banks
Debt sccurites

Financial asseis held at fan vahuwe
Trade and other reecivables
Property, plant and equipment
Intangible askets

Defirred fux assels
Investments in subsichanes
TOTALASSETS

LTIABILITILES

‘lMade and ather payabtes
Lans and borrowings
Corporation lax payible
Provisions

TOTAL LTABILITIES

NFT ASSETS

SITARETOLDERS EQUITY
Shiare capital
. Shitre premum
Retained earnings
FOTAL KQUITY

14,17
15, 17

19

2008 2017
£000 £600
44,812 71,232
57,900 17,200
139,806 139,897
R.156 6,679
2,263,816 2,264,183
17,757 17.288
14,836 10,413
6.074 6,743
2,553,157 2,533,635
(58,038) (78,787}
(1.121,417) (1,105,569}
(26,663) (25,315}
(111,653) (194,228)

{1,317,.771})

(1,403.929)

1,235,386 1,129,706
184,153 434,133
45,760 95.760
655,473 549,793
1,235,386 1,129,706

The tinancial statements of Capital One (Eumpej ple (regtstcred nwmber 3879023) were appioved hy the
Board of Daeclors on 19™ Mareh 2019 and signed ants behalf by,

| 53'; pAw

AC Lenander
Director

13
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STATEMENT OF CHANGES IN LQUITY

As al 31% December 2078

31st December 2016

Comprehensive ineome lor the year
Profit
Other comprehensive meome

Tutal comprehensive income for the year
31st December 2017

Tmpact of adopting ITRS 9 mcluding tax (Note
23)

Reslated apemng balanee under 1RRS 9

Comprehensive income Tor the year
Crofit

Total comprehensive income for the year

3 Isf December 2018

Shure Share Retained Total
Capital  Preminm Earnings
£2000 £:000 £2000 £060
484,153 9S,760 383,508 963,421
166,706 166,706
— — (1213 (42¢8)
— — 166.285 166,285
- 484,153 95,760 549,793 1,129,706
_ — (6,942) {6.942)
484,153 95,760 ‘ 342,851 1,122,764
0 112,623 112,623
—_ 112,623 112,623 -
484,153 95,76{) 655,473 1,235,386

14
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NOTES TO 'I‘HE FINANCIAL STATEMENTS
As at 317 Necember 2018

BASIS OF PREPARATION

Complinaoce with Finaocial Reporting Standurd {01 Redueed Disclosnre Framewerk

Thesce financial statements weie prepared in accordanee with Tinancial Reporting Standard 101 Reduced
Disclosure Flamework (FRS 101} and in accordunce with apphicable accounting standards.

Consolidated fivancinl statements

J'he Company has taken advaniage ofthe exenaption lromn preparing conselidated Ninancad stalements s Morded
by Section 401 (2)(b) ofthe Companies Act 2006 because the Company and all of'its subsidiaiies are included
i the consolidated fnancial stwicments of the ullimuie parent company, Capital Ope Finaneial Corporanon,
which aie publicly available.

Currency
The financial statements are presented in pounds sterling, wluch is also the Company s tunctional curiency.
Amounts ate rounded 10 the pearest thousand pounds (£7000), unless olherwise staled,

Disclosure Excmptions

The Cornpany has taken advantage of the following diselosnre exemptions under FRY 101:
a) theiequirement in paragraph 38 ol LAS [ Presentation of Financial Statements to present compuative
informauhion in respee! of
8] paiagraph 79(a)(1v) of LAS |,
(i) patagraph 73(e) ol IAS 16 Property, Plavt und Equipment,
(i) paragiaph | 18(c) of TAS 38 Intangible Asscts:
b) the 1equirements of piragraphs 10(d), 10(0) and 38{c) o[ 1AS 1;
¢) the requuoments of paragraphs 45(b) and 46-32 ol IFRS 2 Share hased Paymenl;
d) theiequilements of [AS 7 Statement of Cash Flows,
e) the wequuernents of paraiapbs 30 and 31 of IAS ¥ Accounting Policies, Changes in Accounleng
I:stimsies and Trraes,
1) the requirements of parignaph £7 of [AS 24 Related Parly Disclosures; aud
¢} theequirements m 1AS 24 Related Party Disclosures to disclose eclated paciy fransactions enfered
neto between two or more members of a group, provided that any substdiary which is & party to the
tupsaction 1s wholly awned by sueh d ynember.
hy iherequirements of1he second sentence of paragraph 10 and paragraphs 113(a), 114, 115,118, 119()
1o (¢), 120 to 127 and 129 of IFRS 15 Revenus trom Cantracts with Customers

Critical nccounting estimates und judgementy

The Company hay (o make judgements inapplying its accounting pulicies which affect the amounts seeognised
in the accounts. In addition, estimates il assumptions ale made that eould affect the reported amounts of
assets and Labilites within the following finanwal yeur Uhe followmy are the most sigmficant awcas of
Judgement anil estimatron and details are contained withm the Significant Accounting Policies note helow or
contained within the specitic Note to the Fmancial Slutements.

Allowance for Expected Credit Losses for Loans Note 10
Provisious for Liabilities Note 16
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NOTES TO T FINANCIAY. STATEMENTS {(centinucd)
Ay at 31" Pecember 2008

SIGNITICANT ACCOUNTING POLICIES

A swnmaly of the principal secounting pohcws, which have been apphied consistently throughout the ycar,
15 set out below

Adoption of IFRS 9

The Company has applicd [FRS 9 as issued by the FASE m July 2014, effective tor annual pelriods beginning
on or afier 151 January 2018, As permutted by the tiansitional provisions of TFRS 9, the Company has clecled
not to restale comparalive figures ‘Theirclvne, the comparalive information for 2017 is reported under TAN 39
and is rot compai able to the information presented for 208 Refer 1o the Company 2017 Finaacial Stalements
for IAS 39 Aceounling Poliey, The adoplion of IFRS 9 has resulted 11 changes to the aceonnling policies for
classification and measurement and traparrment of Fnancial sssels Detterences ansing trom the adoption of
1FRS 9 have been recopmsed dwectly n 1etained earnings as of 1st January 2018 and wre disclosed in Notc
23

Changes w classificanon and measurement:
To determine thesr classification and measuremend eategory, IFRS 91cquires all financial assets, except equity
instrumems god der vatives, to be assessed based o a combination of the entity’s business model for managny
the assets and the insiruments’ eontraciual cosh low chaselenstics The LAS 39 measwrement categories of
finuncial assels (fan value through profit or Joss (FVTPL). avalable for sale (A FS), held-lg-mawniy and
amorlized cost) have been wplaced by

+  Debt mstruments at amostised cosl

°  Iebt insteuments @ fair vatue toough other comprehensive inconte (PVOCT), with ;,ams o lossus

recycled to profit o1 loss on derceognition

*  Equily insteuments at FVOCI, with no recyeling of gains oy 1osses to profit ac loss on de-1gcogmhon
» Tinancial asscls at KV TPI.
The Company’s classification of its financial assets and habilities s eaplamed m Note } Significunl accounting
pulicies The quantitalive mipact of applying 1FRS 9 as al st Sunuary 2018 s disclosed in Note 23

Changes Lo umpawrment caleulation.

The adoption of IFRE 9 has changed the aecaunting {or Jodn foss impanment by replacing JAS 39’5 incuncd
loss approach with a forward-looking expected eradit loss {1CT.) approuch The allowance is bused on the
ECEs ussocinled with the probuabihiy ol default wm (e nexi twelve months unless there has been a sigriicant
Imcsease in ercdit risk fince arigination, Further details ol the generul pirment approach including detailed
quilitative ind quaniitative information about the ECL calenlations and the assumptions and inputs used are
dischosed in Nale 1 Sighificant Accwrnbing policies « Allowance for Expected Credit [Losses for 1.oans, The
reconciliation from opening to clasing RCL aliowancee 15 presented i Nole 10, For all other Financial Assets
apart [tonl Loans o Custemers, the siaplilied apmoach has been used and details of impairment aie ineluded
within speeific scetions of Noce 1,

Interest Inenme and Fees

The Compuny 1ecognise finance charges and fees on loans 1n interest and hon-1nigrest income, respeclively,
m the steteiments of meoeme and conprebensive income in accordance with the contractual provisions ol 1hs
credit arlangements, using the effective interest rate Q4R) methwd. Fees consmidered integral to the EIR aie
deferred and yecogmsed as an adjustment to the EIR, wluch is used to ealeulate inwerest incorne over the lif
ofthe fingneial mstrument, Kees ynd commussions nol dueelly all ibutable ro gangrating a financial instrament
ate recognised as non-interest income on the accruals basis as petformance obligauons are mel

6
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NOTES TO THE FINANCIAL STATEMENTS (continued)
As ar 31% Deeember 2018

Erderest incomne 1s cafeulated by applyimg the FIR (o the pross canying amount of non-ctedit impaied loans
(Stape | and 2 assets). For loans which meet the definition of ecedit inyprarred (Stage 3 asscls), micres! income
is valeulated by applying the EIR (o e net umortised cost ot the loan.

Finance chages and tees acciued but nol collected at the date a loan is wiitten off are included within the
allowanee for KCI.s and the ciedit loss expense ‘e methodology for esbimating the uncoltectable portion
ot praviously accrued interest mcome and tees1s consistent with the methodology used to extimate the expecied
principle losses on eredu card loans. ¥usther deunls on the methodolopy tor caleulation of the Allewance for
IECLs is included in the section helow

Croas sell provisions fe previousty recognised revenue are charged aginnst revenuc and all olker charges
agrainst operating and admmishative expenses.

Tinance expense

Finance expense principally compiises interest on intercomprany loans and is recogmsed onan effective mterest
basis.

Loeans

f.08ns and advances 1o customers consist of ecedit eard loans that the Compuny has Lhe ability and intent to
Lold to1 e fneseeable fiture for the purpose of collecting the contractual cash tlows which cepieseat solely
paviments of principal and interest Toans aee reporicd on the balance sheet al smorbised cost, which 1s the
outstanding, principle balance, net of any unamortised deferred fees, costs and wrile ofTy bat including, byfled
finance charges and fees. Customer logns are recogmised ul Uw pomt when the funds are advanced to customers
The general approach to assess tmpairment has been applied to Lvans and detaul, including loan waile otf aud
modification, is maluded withan aflowunee [or expecied cradit losses for loans section below.

The UK Frust is now 1 & state of donnaney whereby o still owns certain customer loans and asseis bul no
lnan ruites have been issued,

Allowance for Bxpected Credit Josses tor ) onns

From LstJanuary 2018 the Company has maintained an allowance for expected creditlosses (ihe "allowance™)
that represents management’s besy estimate af expeeted eredl losses inberent in the loan portfolio as ol each
halance sheat daie The method replaces TAS 39’s incurred loss appioach with a ferwaud-lookug ECI.
approach. The allowance, wlich s charged (o expenses, retlects credit losses the Company expects to arise
over the life of the loan, nnless there has been no signdficant incieisc ineredal visk simee opginanoe, in which
case, the allowance is based on the 12 months’ expected ciedit tosses. '

‘I'ha thyee staging categorics and their subsequent measurement e as foflows:
v Finmmcial wssets not credil impaired al the reporting date and with no signuficant ncrease in credit
risk are measured as the present value of wll cush shortfalls expecied i the next §2 months from the
date of reporting These are teferred to as Stage | asscts

= Tmaacial assers which have shown a significant increase m credii 11sk sinee inilal repoi (ing: date but
are not credix impaired at the teporting date are measuted as the preaent value of all cash shorifulls
expeeled in thew lilkhme ‘These aws e lerred (o as Stage 2 assets, The Company uses delinguency as
an indicator of increased ctedit risk and aceounts move 10 Stage 2 al 5 duys pasl dug

+  Finuncial assels whicl are credit impaned al the 1eporting date are atso measwmed as the present value
of all cash shorefalls expected in their lifetime These are referred to as Swuge 3 assets, As willi Slage
2 assets, dehnquancy 15 vsed as an mdicaror of eredit impairment and the Company considers a

1?7
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NOTES TO THE FINANCYAL STATEMIINTS (econtinued)
As ul 317 Deeombet 2018

financial asset. Lo be in defandt when the harrower 18 past duc moe than 90 diges on its credit obligation
to e Company. [1 ix at this breach of obligation the Company considets it unlikely the borrower will
pay 1ls credil obligateon 10 the Company m full. A deluull on i financial usset 1s also considered to
oceur when the terms of the debt are restructured o facilitate the servicing of the debt

Loans are collcctively evaluated for impatrment whereby financial asscis are assigned 1o parl folios of assets
and collectively ussessed (o sigmificun) increases i credil nsk, Assets ale grouped onthe basis of their shated
risk characiciistics such as origination year, intercst rate and peography 1.0ss forecust models ive utilized to
estiimate credst losses and constder sevetal porttolio indicators including, but not [imied <o, historical loss
axperience, account seasonig, defawl(s based on obhseivable irends, defmquencies, bankiuptcy tifings,
unemployment and genaial economic and business trends The Company mearporgles forward looking
inloymation mla its modelling approach by using economic scenwiios trom a thurd party sowce (Moody's
Atnalytics) and applyine their supeested weightings for upside. baselme and dawpside economic furecasls of
30 40-30.

When there is no reusonable expectation of 1ecovering the cconomie value ol a loan it is writen ofT, This s
genceally 10 the petiod the account becomus 180 days past due Jouns in bankiuptey aie generally charged-
off by the end of the month following 30 days aiter the receipt of 4 vomplele bankrupley nofificaion lrom
the bankroptey court. Louns of deceased account holdeis are charged-off by the cnd of thc month
follawing 60 days of rcceipi of notification Where a2 write-nlT has aceurred, e Company continues to
undertake collections activity or will make periodic sales of debt to attempt to 1ccover the reecivable duc
Where sccoveries are rade, these are recogniserd m the income stalement as 1ceeived und reduce (he provision
for expecfed credit losses

TT'RS 9 states that for financial mstroments which include both a loan anid an undvawn commitenent componenl
and the enuty’s conhiactual kbality to demand repayment and cancel the commuitment does nat limit the entity '
expoatire to eredit losses to the contracinal notice perid, wllowanee must b held for losses associnted with
the undrawn commitment s well as the existing loan balance. The Company therefore include hwiges frora
future spend o Hhe allowance calculation, bul remove losses dua to future lme growth, as these lean
commitments do not cxist as of the repoiting date The Campany assumes an infinite custornet bebravioural
life by applying « teyminal vilue o the Joss forecast and recovery streams, m line with analysis of historical
trends

ITthe congraciual 1erms ol a Toan were to be modified Lo o demiee which was considered by the Company to
canstittrte a substantial modification, the foan would be de-recognised and the new modificd foan would be
recognised in Stage 1 [f Lhe modificstion is not consideted by the Company to constitute a sehstaniial
nwadificarion, then the Toan will remain within its cuerent assipned stage

Detenniing the appropradeness of fhe allowunce is complex aud requires judgemant by management abour
the effect of mattess that are inheiently uncertain, Subsequent evaluations of the credit card Joan portloho, in
light of the tactors then prevailing, may tesult in targeted adjustments to the snodelled owrpat to adequatcety
capture Mture risk No adjustinent has been made W incorporale Lhe unpact of Brexil uncentanty as this 1s
included within Moody's downside scenario.

The model for ECLs contains signiticamt estimates in 1elation to behavioursl hife and weighting of ceononne
sceparios. Sensilivily smound these key estimaies within the moded has been performed
= Redueing the hehaviowial lite to 1 years wowld inercase the 2018 allowance by 2%.
»  Apply a 10% downgradmg (o the economic scenarios (20040410 1aue) would increase the 2014
allowunec by 5%
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NOTLES TO THE FINANCIAL STATFMENTS (continned)
As gt 3" Necember 2018

Provisions and contingent liabilitics

A provision is recogiised wheie there is a present obligation s a result of a past eyent, 1€ 15 probable thal the
obligation will be settled and il can be reliably estimated This includes management’s best estimate of amounts
payable for customer edyess.

Cuntingent hahilines are possible obligatuns whose exislences 15 dependent on the outcome of uncertuin future
cvents, or those wheie the outflow of resources are uncertain ar cannat he measyred rehably

IDuring the ordinary coutse of husiness, the Company is subject 10 thcatened or actual legal procesdimgs, All
such matersal cases we periodically 1eassessed, wath the assistance of external professronal advisers wheie
appropriate, 1o determine the frkelibood of incureang o tiability, ‘The Conpany does non disclose amounts in
relation to eontingent Liabilities associated with such claims where (he likclhihoad of any paymenl. is 1ernnie
o1 where such disclosure could be seriously pregudicial w the conduce of the claims.

Accounling for partacrship ugreements

The Company’s partnelship agicements prunarily telate to alliances with third parlics ta provide lendmyg and
other services w co-brunded card customers The Company evaluates the spectfic tenns of eiuch agreement
to determine whether it Incets the defimtion of a collaborative arrangemeng and how reveniue generated from
thurd parbres, costs incuinted und transactions belween purlicipants 1 the partnetship agreement should be
accounted (o and reporfed in the financial stalemens,

Otbher Financial Agsels

Iovestments 1 subsidivries e shawn al cost. less any provision {or inpaement, where relevant

Debt securities and loans and advances to bank consist of UK Government Gitlts and overnight deposits. They
are hichd to collect ihe contrucinal cash flows and therefwe recognised s amorused cost, An impainmen! review
is carried out annually and due to the short term exposuie and inherent low risk the calcutated 1.CT . is negligible
Finaseial assets held at far valie consist exclusively of Series 3 preferred shares Lield in Visa Jne. ‘The Visa

shares are measured at aw value and their putchase and sale is reconded on a trade date basis. The shaics are
re-vislued quarter]y and any gain or loss in fair value is recogoised m the meome stlcinent

Properiy, plant and equipment

Praperty, plantand cquipmentac e stated at cost less accumulated depiceiation and any accumnulated impainnent
bosses  Depreciation is chiurged so as 1o wrile off the cost of e assets, less ther eshimated 1es1dual values,
on a straight-line hasis over their expeeted aseful cconomic lives, bang 3-5yecars o) compiles cyuipment,
3-10 yems for [Ixtures, Hntings and {furmitue and ihe shoriler of the semainimg leasehold term o 10 years fot
[easehold improsements

The cantying vulues of properly, plant aod cquipment are reviewed for impainnent when events or changes
in ¢ircnmstances indieale the carrying vatue may nal he recoverable

Intangible nssets

- Intangible assels are stated al cost less uccwmulaled amortisatton and any accumulated impairient losses
Intangible asscls consist of internally developed soliware and purchased sellware  Amortisation is charged
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NOTES TO THE FINANCIAL STATEMENTS (contivued)
As a1 31 December 2018

s0 a5 to write off the cost of the assels, loss their estitpuled reswlual vilues, on a straight-line hasis aver Lther
cxpected uselul econome lives, being 3 veas for software.

The carrying value of intangible assets 15 reviewed for impairmett when events or changes i circumstances
indicate the careying vilue may not be recoverable The Company has no Goodwill included in s intangble

assets

Loans and horrowings

Amownts owed (o group undertakimps are icfd gt umaorlised cost, lnterest payments owed to group nitlertak ings,
associated with the loans, are recognised as a finance expenac 1n Lthe incomi stalement,

Lcascd asscts

All leasc contracts have been reviewed and on the basis of the teview have ail been tegarded as operating
leases Lease payments are charged fo the income statement on g stiaghi-ling basis over the penod of the
leuse

Foreign currencies

Tansactions in foreign currencies are initially recorded at the raje rufing a6 the dale of the transaction or at
the contracted rate if the transacton i< covered by a forward foreign currency contract Monetary assets amd
liabilities denominated m toreign currencies aie retranslated a( the rate of excliunge 1uling at the balance sheet
dale or if spprophale al the forwud confiact eate. All differences are taken 1o the meome slsiement Non-
monetary assets which are measured at fan value and revalued guarterly will also be retranslated aethe civent
cxecharige ride when the fanr value is measured The exchange rate gan or fnss will be taken (o other
comprehensive income

Pengion scheme

The Company parbicipales 1n the Capital One Master Trust Pension Scheme,  delined coninbution scheme
which Is operated by an independent tiusiee board. Contributions are charged to the income statement as they
become payuble m accordance with the rules of the scheme  The assels of the scheme ae held separately
from those of the Company.

Thxalion

Current tax, including UK cotporation tax and foreigo tax, is provided al amounls expected to be paid (or
1ecovered ) using Lux rales and laws that have been enacted or substantively enacied by (he balance sheet date

Interes! payable or recerved i relation to under or overpaid carporaten 1ax and toreign tax s charged o1
credited within the tax charge on o1dinary activihes in the income statesnant

elfened tax 1s recognised in respect of all temporary diffeicaces that have onginated bul novicversed ar the
halaace sheet date where transaclions vr events have ovcurred at thal date that will sesult i an obligation m
pay mote o1 a right to pay less tax  Deferred 1ax assets are reeoymised only to the extent that the Dircctors
conisitler (hat o 2s tore likely thimnot that they e will be suitable taxable profits 1o utilise these against. Deferred
tax is measured on an undiseounied basis at the 1ax 1ales thal are expacted Lo apply in the periods i which
temporary differences ieverse, based on tax 1ates and laws enacted ot substantively enacted at the balanca
sheet dute,
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NOTES 10 THE FINANCIAL STATEMENTS (continuced)
Ag ul 31% Decumber 2018

[neome tax is charged or credited to ather compichensive income 1 i relates §o ilems that are charged o)
credited {0 other comprehensive mcome  Sinularty, income tax is chaiged or credited directly to equuty f it
felutes 10 items that are chaiged or credited dieectly o equity, Otherwise income 1ax s reeognised i the
income statement

Post Balance Sheet Fvents

A pust balance sheet cvent can acour between the end of the reporting period aml the dawe of the financial
statements being signed by the Company board, and s disclosed 1n the Company financial staements it 1t
is maienal 7 1his everd provides Tuether evidence of ennditivns exisiing af the end of the weparing punod
then a numerical adjustment is recorded with the Company financials  Tfthe event is indicative ofa
condibon which arose afler the reporling period, then the natme of the evenl and an estimate o its tinancial
cffeet, 1f reasonable and possible to estimate, will he disclosed within the notes, of the financial stawements.

Iair Valoe Measurementis

IKRS 13 Fawr Virhse Measurcments 1equncs aa cnudy (o claysify Mnancial insirinpents held il Gair value and
those not measured at fair value but for which the fair valuc 15 disclased according to a hiciarchy that
reflects the significunce of obse1vable market mputs in calenlating those tair values. The three levels of the
farr yubue hierarchy are deseribed below.

Level | Valuation 1s based on quoled prices (unadjusted) in active maikets for 1denticat assets or
liabnlilics
level 2 Valuglion 15 hased on ubscrvable marker-based inpuls, other thieh gualed prives 1o sclive

markets for identical assets o1 liabilities, quoted prices in markets that are not active, o
muedels using inputs that we observable or can be corroborated by observable market data
for substantialty the full tcrm of the asseis or habilities.

Valuauon ss gencrated from techniques that nse significant assumptivns not observable 1n
the market.

‘4l

I.evel

Valuation techniques include pricing models, discounted c¢ash flow methodologies er similat technigues. The
degree of manazement judgment wvelved m deteummng the fiar value of assets o {rabilites 15 dependent
upan the availabity of quoted prices in active markets or obse1vable market pavameters, When quoted prices
and observable datu 1n active maikets are not [ully available, management judgment is necessary to estunate
fuir viefue Chemiges m matket conditions, such as reduced heuidity m the capytal tarkets of changes in
secondaty markat activities, may jeduce the availability and reliability of quoted ptices or observable data
used 1o determine [ah value The process o determimng fair vitlue using unobservable inpuis 15 generally
more subjeetive and wnvolves o high degree of manageinent judgmenl and assuteplions

The gccounting zuidance (or ftir vitlue measurcmenls jequires that we muaxunizs the use of observable inpuis
and mmimize the use of unobscevable mputs In detarnuing the fair value. Significant judgment may be
requered to determine whether certain assets o1 Labilities measured at fair value e included in Level 2 ar
level 3. In making Uns delermmation, we consider all avalable indormation, meludings observable miurket
data, indrcatioas of market liquicity and orderliness, and ot undeistanding of'the valuation techniques and
significanl ipuls used. Lhe caleulation ol Lor value 13 based on market conditions as at each balance sheet
datc, and may not he reflective of nitimate tealisable value. Additional information on [aie value is included
i “Note | 7—Tanr Value Measwements,”

rmrem e m——————— s s s b
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NOTES TO THY, FINANCIAL STATEMENTS (continued)
As at 31* Decembur 2018

REVENCE

Revenue compiises tevenue o £580.5 nullion (2017: £566 6 mulhion) trom interest income, card fees, tevenue
derfved from eaidholder spending and olher camaission, Revenue mearporaws deductions in relalron 1o P21
redress provision charees to the income statement Within interest income, £1.1 million is ot accounted for

ukler the EER methad,

2018 2017
£000 £000
interesl income 564,719 834,404
Non-1nterest incame 89,783 44,207
PPL provision reflecling reimbursed revenue
charged againsl interest iIncome (25,662) (7,056)
PPI provision reflecting reimbursed 1evenue
charged aganst non-interest mcoms (18,375) (<4981
580,465 566,574




Cupital Onre (Burope) ple Report and Financial Stalemenis 2018

NOTES TO THYE FINANCIAL STATEMENTS (centinued)
As ut 31% Decuinber 2018

PROFIT BEFORL TAXATION

Profil before axution w staled afler churging

2018 2017
£:000 £000
Staff costs
Wages and salaes 51277 45,924
Social security costs _ 6.604 6,251
Cension custs A 3,607 5,020
63.548 57195
Provision for liabilitics
PPI provision reflecting, reimbursed revenue 44037 12,037
clunzed against revenue
CLL provision retlectng olher related costs 35,478 11,177
charged 10 operating aod adwinistedlive cxpenses
79.515 23,214
Operating lease reatals
Cropurty 4,000 4,249
Amortisation of intangibles
Software 4,481 3,222
Depreciation of properly, plunt and equipuent ,
Praperty 1,836 1,629
Equipmunt : 2,827 1,907

Auditors’ renmtuncration in 2018 £439,400 (2017: £342,200) has been incurred by anolher company within the
Capital One Financial Corperation Group. )

The avetage number of associates employed by the Company during the yew was 1,051 (2017 989), all of
whom weie emploved in management and administiation

FINANCE EXPENSE
2018 2007
£000 £:900
Group undertakings (10,125) (9.015)
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TAXATTON

(1) Total tax eharge on yrdinary activities

2018 20107
£7000 £'000
Curyrent tux
Uted K ingdom eorporation lax (45,791 {44,699)
Amounts (under}over proveded m previous perfads 981 (3,227
Talal cunrent (ax (44.81) {49,926)
Deferred tax
Ongination und 1cversal ol lemporary diflerences (1,274) (310)
© Chunpe 1w tax laws and rides 134 94
(1,140) (716)
Amounts (under)/over provided 1 previous penods {797) 4,467
Total deferred tax (1,937) 3,751
‘Total charge on ardinary acthvitics (46,747) (40,175)

b) Reconciliation of {otal tax charge

The tax expense 10 1he jucome staiemen! lor he vear is Ingher (haa the standaid 1a1e of corporalion 1ux in
the UK of 19 0% (2017: 19 25%) The diffeiences s 1ecanciled below

2018 2017
£000 £000
Proflit/(Loss) on ordinary activities hefore tax 159370 212,881
19% (2017, 19.25%) of prafit/(loss) on ordinary activitics {30.280) (40,980)
Effexts of
Crass sell expenses not dedacthle and sureharge {16,256) (4,581)
Other cxpenses niot deductibie for tax purposes (529) 51
Ampunts (under)fovir provided in previous penods 134 {(759)
Champzus 1o 1ax Jaws and yates 134 94
Total tax chaige reposted in the income statement 46,7147 (46,175)

(¢} Change in corporation tax rate

The UK corporation tax rate veduced fiom 20% to 19% cffective 1% Aprit 2017 and will reduce fiom 19% 1o
17% cffective 15 April 2020. These changes were included in Finance Aci 2066 which was cnacted on 15"
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NOVES TO TAY. FINANCIAL SYATEMENTS (continucd)
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TAXATTON (continuced)

Scptember 2016 - As the reduction tn rate was enacted hy the balance sheel date the deferred 1ax dssel has
been measured using the rate ot 7%

(d) Deferred Taxation

The deferted 1ax included in the balance sheet is recogmised af a rate of 17.09% 2017 17 0%)‘:35 follones

2018 2017

£72000 £'800
Deferred tux assets '
Deceletated capital allowances 2,574 2.899
Pension benefits ‘ 172 193
Long term incentives 170 278
Adoption of FRS 101 and IFRS 9 4,545 1,370
ITeldover pain on sale of shares (1,387) 297N
6,074 6,743

The movemant in deterred tax assel refates to £1 3 nullion vredit to Equity - Retaned Earnings and £1.9
mnilhon debit to theorme Stement, :

2018 2017
£°000 £000
Disclosed on the bslance shect v
Delorred (ax assels 6,074 6,743
Deferred tax in the income siatemeni
2018 2017
X000 £000
Deccleraied cupitd) allowanees (325) 325)
Pension benefils (21) 23
Lonyg lerw incenlives . (10%) 278
Adoption o FRS 10] and IFRS 9 {1,093) 3,776
Ieldaver gain ou sate o€ sharcs {390) -
(1,.937) 3,752
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NOTES TO 'V'HE FINANCIAL STATEMENTS (continucd)
As a1 31% Decemnber 2018

CASH AND CASH EQUIVALENTS

2018 2017
£000 £:000
Cash at hank and 1 hand ' 44812 71,252

Included within eash at hask 15 L11 5 mithion 2017 £11.7 nillion) held on buhalf of custsmers who have
paid security balances or hiold credit bulances on their accounts

DEBT SECURITIES
2018 2017
2000 £’006
Govermnehl Inyestment secuntics 139.806 139,897

Debl securities include £140 mdlion of TIK government ailta (2017: £140 million) These are due 10 mature
witfiin one year.

FINANCIALASSETS UELD AT FAIR VALUE

2018 2017
£2000 £000
VISA melerenee shares 8.156 6,679

Balance relates t0 9,712 Senies B preferied shates in Visa, Ine held at L vilue These me fan valued and
the gan/(foss) is 1aken (hiough The Incame Staionent

TRADY, AND OTHER RECETVABLES

2018 2017

£'000 £22000

F.oans atul advances 1o custontels 2.344 978 2,339,675

Allowanee far expected credit losses for loans® (126,809 (115.382)
Amaunts owed by group undertakings ‘ 5,375 3.538
Other debtors : 4.294 2,161
Deferred cash : 1,281 1217
Prepayments wd acerued income 34,697 32974
2,263,816 2,264.183

VAR slarowes M 3ese Rt ECH under dew:y adopred IFRS Y 2017 comnpmatives e nat 1esigiod snd slicay swavistxa Gn Liad ained dhanbifin) dleans satler (AS 59
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NOTES TO THE FINANCIAL STATEMENTS (continued)
As a1 31" December 2018

9, TRADE AND OTHER RECEIVABLES (continued)

2018 2017
£2400 £004
Trade and other receivables are duc as follows:
Due within one vear 2,263,816 2,262,906
Due atier ona year - 1,217
2.263,816 2.264,183

Impairment is deducted from the carrying vafue of loans and advances to customers by the use ol a separate
acconnt reprosunling lhe nllowance fol expectad creditlosses. The mevement in wllowance for expected creddit
losses duting the year 1s detyiled in Note 1¢ wnd prior year comparatives have nol been reslated

10.  ALLOWANCY. FOR EXPECTED CREDIT LOSSES FOR 1LLOANS

The piovision for loan losses is to provide for the expeeted credit losses arising from the [oan porlfoho,
comprising of revolving eredit cand loans originated and maisdaincd in the UK with UK customers The below
table shows the gaross carrying value of the loan and the assocrated expected credit loss allowunce.

£000 31 December 2018 1 January 2018
Gross . Gross
Ca r]'}riug KOl (:ﬂrl"\'ll] E (Ca |']'}'in 4 KCIL. Ca rry il.lg
amonni  |allowance |[Amount  {amount allowanee [ Amount
L.oany anidl advances to ]
customers at amortised cost [2.344.978 {126,809 (2,218,169 2.339.675 123,054 [ 2,216,021

The gross carrying value of the loans hias incressed during the period, leading to o higher expecled credit loss
allownnce, The below reconcihation provides further detail on the movement in the allowance fo1 loas loss
since transition, ‘1he tulance for previously writien off loans is the alkowance avising fom expecied tecoveries
{rom accounts that have previously been written off and lherefore have a cariying value of nl The uat of
thes gllowanee balance s allocated to the stage 3 allowance where it 15 stiown separately within 1he
Ieconeiliation

2?7
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NOTES TO '(HE FINANCIAL STATEMENTS (continued)
Asaf 3 1* December 2018

ALLOWANCE FOR EXPECTED CREDI't' LOSSES FOR 1LOANS (con§inued)
Tmpairment Reconcijliation (£'000) Stape 1 Stnge 2 Stage 3 Total
Balance al start of peyiad 72,641 138,017 401,372 251,030
Previously written ofl balance (127,376) (127,376)
Total hatance af start of period 72,641 138,017 (87,004) 123,654
Allowance Recogrised on accounts
onginated i ing 1he period ' 20478 : 20,478
White-offs (68.323) (65.035) (48,182) {181,540)
Recoveties 1318 2,198 48,020 51,536
Unwinding of Discount 5.888 14,501 (19,875) 514
Transte) to |2-mnonth LCLs 3.095 (37.427) (325) (34,657)
Transter to Irfetime ECLSs not credit-
mpaired (7,753) 90.865 3.7219) 79,393
Transler to lifetime ECLs credil«impamed (2,223) (6,762) 13.439 34,454
Reversal of atlowuance dgumnst dceoms
closed during (he petiod {2.716) (3.547) (414} (6,677)
Build/release of allowance during the
period 72,259 (16,608) (15,997) 39.654
Balance at end of period 94,664 116,202 47,208 238,074
Previously wriiten off balance — — (131.265) (131,265)
Total balance at end of period 94,664 116,202 - (84,087) 126,809

The allowanee (ot the period has increased by £3 2 million to £126 8 milhon The stage 2 acceunts malke up
this largest portioa of the allowance held driven hy the requircment iy hold alfowarcs tor hfetime losses (as
opposed to 12 monlhs in stage 1} and kyzher 13sk of default increasing the expected losses compared w stage
1 ussets “The volume of stage 3 [ouns is significantly lower than stage 2, duving a lowar allowance despite
the lugher ratio of sxpected Josses to outstanding loan balance.

All accounts opened within the perod are aliocated (o stage 1 and smy subscquent moveinent of accounts
hetween stapes duning the period are included within the eransfer lines Accounts thal open and charag-ofT
withits the seme guartsely tepurting petiod aze captuved m 1he bald/zelesse of the altowance,

Writes-oifs 18 1he release ol the allowance fo1 loans wiitten off in the period, categorised by the stage the laan
wis in &1 Lhe start al tie quargerly reporting period in which the fean delaults, Recoveries 1s the value recovered
on the witten off loans and 15 sinnlarly categorised by stage of loan at the start of the guusiu ly reporting
period tn whnich it delaults, All fuluae expected credit losses are discounled back to the Jate of 1eporting. he
unwinding ot the discount is the adjustment to the alowance for the impact of the imsvement of ume over the
patiod. Due Lo the impuct of expected 1ecoveines, which are also discounted, within stage 3 the unwinding of
the discount is a release of allowanec.

The build or 1elease in allowance 1s driven by changgs to the underlying loss farccast, changes in
macrocconvmic scenalios and portfolio yicld. A ehange 1o recavery stratery duniny the year resulted in an
allowance bield, which swus partially oft set by improvements in the baseline loss Forceast.



Capilal One (Furope) ple

Report and Financial Statements 2018

NOTES TO THE FINANCIAL STATEMENTS (conlinucd)

As al.31* December 2018

11, PLANT, PROPERTY AND EQUIPMENT

Cost

At Ist January 2018
Aalditions
Reclasstfication
Pisposals

At 3tst December 2018

Depreciution and impairmend
At Lst Janvary 2018

Charye tor Lhe yew

Disposals

At 315t Decernber 2018

Net book valuc
At 31st December 2018

Nel book value
At 3tst December 2017

" Kgquipmend,
Leaschold fixtures &
improvements littings “Total
£2000 £2009 £1900
18,392 25,547 43,939
[,487 3,812 5,299
(523) 523 0
(82) (167) (249)
19,274 29,715 48,989
(8,425) (1%,226) (26,651)
(1,436) (2,827) (4.663)
— 82 42
{10,261) (20,971) (31,232)
9,013 8,744 17,757
2,967 7,321 17,288

The amount of borowing cast capitalised during the year ended 31%' December 2018 was Lnd (2017 £nil)

Plant, Properiy and Fuipment meludes £nil (2017, £al) at net boak valie of aysets under finance lcases,

The Company had £nil future cupilal expendiice coniracted for bul mg provided af the year end (2001 7: Eml).
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NOTES TO THE FINANCIAL STATEMENTS (continued)
As af 31¥ December 2018

i2. INTANGIBLI ASSETS

Sottware Total
£0040 £°000

Cost
AL Lst Janunary 2018 26,572 26,572
Additrons : 9.189 Y,.189
Pisposuls (11,200) (11,200)
Al 318l Decerpber 2018 24,561 24501
Amortisation and impairment
At 1st January 2018 {16.159) (6,139
Chaige for the year {1,481 (4,481
Disposals 19915 10,915
At 315t December 2018 (9,723) (9,725)
Net boolk value
At 31st December 2018 14 836 14,836
Net book value

At 313t December 2017 10,413 104113

lntamgibie assets include £l (2017: £n1) at net book valug, of assets under finance leases  £nil (2017: £ml)
was allocated 1o smortisiation of these lease assets dumy the year.

‘Ihe Campany had £nil fulure capital expenditure contracted for but not provided a6 the yesr-end (2017 £nil)
The disposals tor the vear mainly related to a write-off of several fully depreetaled assels as #esult of a
software impaniment reyiow ’

13. INVESTMENTS LN SUBSIDIARIES

The Campany holds direcily or wmdirectly a 100% investment tn each of the fallowmg substdiary undertakangs

Registered OfMfce  Principal activicy

Capital One Loans (UK) Limiled Lient Llquse, Holding Company - dormant
Capital Oue Homevwner Loans Limuted * E}:{:&'}ggﬁ;“ Non trading - dormant
Cupital One Mortguges Limited * NG? 311X Non hading - dormant

4 100% infcrest held by subsidiary undentakings.
The Compuny is deemed Lo have dominant influence over the fellowing subsidary unide 1akings in which 1be

Company has no equity holding. Thesc subsidiaries were imncorporated as aresult of the scew ilisation activilies
ol the Company
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NOTES TO THE FINANCIAL STATEMENTS (vontinucd)
As at 317 December 2018

13. INVESTMUENTS IN SUBSIDIARIES (continucd)

Regisicred Office Prineipal aclivily

Castle Reccivables Trust Limited Dormant - previously
securitisation of credit card
recervishles

Castle Ctadit Card Securmsation Funding Limeted Donmant — previously
holding compuny {or
investor bencficianes ina
trust vehicle

Catisle Castie Funding Group Vimiteld Dommant - previously
76 New Sttaet. mvestor heneficiany in fros
5L Heher, vehicle
Jersey,
Tenhy Custle Fuading Grvap ) imled JE2 3RA © Dommant  meviously
wmvestor heneticiary in aus
vehicle

Dover Castle Fandmg Group Limited Dormanl « previousty
investoe beneficiary in {eust
vehicle

Shevwood Funding Ophans Linited Damnant  previonsly
- : ' acquiter of options

Sherwood Caslle Holdmges ).imled Wilininglon Frusi SP - DDormant - previously
Services (London) holding investments m
. Lunmited, Third Floor, subsidiary compaiies
1 King's Arms Yaril,
Sherwood Castle Options Lamiled London, Dommint - previously
LECIRTAF acyuirer of opiiang

14. TRADE AND OTIIER FAYABLES

2018 2017

£'000 £:000

Trade creditors 8.710 22,007
QOther taxation and social secuily costs 3,210 1,935
Accruals and deferred income } 34.634 30,512
Other creditors 11,484 21,245
58,038 78,787

Aceruals inctude £0 5 million ielating to contibutions outstanding at 3 1* December 2018 (2017 £0 6 million)
to the Caprtal One Master Trust Pension Schene, arising as o 1esull of the nonmal monthly investment cycle
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NOTES TO TII¥ FINANCIAL STATEMYNTS (continued)
As at 31 Dacember 2018

LOANS AND BORROWINGS

-Loans repayable, are analysed as follows

2018 2017
£000 £000

Amounts owed to roup undertakings:
not Jater than one yeur 766,327 748.691
after one vewr but nol more 1hun fivae vears 297.000 297.000
aller five yems 58,090 59.879
1,121017 1,105,570

All loans are owed 10 group undertukings are unsecured loans denominated n pounds sterling.

The careying value of loans and boriowings maasured at amonnt payable approximates fair value.

2018 2017
£000 £000

Amounls owed o groop underlakings ,
- varinblc tate $8,090 - 59,879
fixed 18t 1,052,000 1,037,000
non-interest hearmg’l , 11,327 8,691

L121A417 1,105,570

PROVISTONS FOR LIABILITTES

Cross Scll Other ‘Folal

Provision  Proviston  Provision

£000 £'000 £'600

At Ist Junuary 2018 _ 194,228 194,228
Adcinonal pravisions made in the year v 79,515 R85 80,400
Pravisions ulilised in the year {162,973 - (162,975)
At 31st Deeember 2018 110,768 883 111,653

The Company previously sold payment prawceleon insurance (“PPIT), In response W an elevalud level of
customel complaints acioss the mdustry, heightened media coveiage and pressure from cansiet advoeacy
groups, the UK Foaneal Conduct Aothorily (*FCA™), formerly the Fmancial Services Authonity,
tnvestigated and raised concerns about the way the industiy has handled complains related to the sale ol these
inswmance policiey. For the past several years, the U K.’s Fmancial Ombudsman Setvice (“F(0S”) has been
acjucheating custamer complaings seluting Lo PP, escalafed L it by consinmers who disagrée waithi the rejection

- of thelr complaint by firms, leading to customer remediation payments by us and otheis wiithin the ncdistry.

On 2™ March 2017, the FCA wssued i statement that ser ou final rules and guidance on the PPl complaints
deadtine, which has been set as 29™ August 2019 “I'he statement alsa provides elarity on how Lo hundle PP

_complamts under section 1404 of the Consumer Credit Act, including guidanec an how redress for auch

complionis should be calcukaied The Mnad roles and gdwnee ciume mto fosce on 29" August 2017
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NOTES 10 THE RINANCIAL STATEMENTS (continued)
As af 31> Dkcember 2018

PROVISLIONS FOR LYABILMTES (continued)

Lo determimmg Lhe best csimate of incuricd losses for futire remediation puyments, management conaiders
munerous factors, including

(1) the number of customer complamits expeciel m the fulute,

(i1} the expectation ol upholdiag those complaints,

(ii1) the expected numnber of complaints customers escalade to the FOS,

(v) (he expectation of the FOS uphokling sach escalaled complaines,

(v) the numbes of cotnplaints that tall undet thé section 140A ot the Consumer Credit Act,

(v1) the number of libigation clavus besmg pursaed under seesion 140A ol the Consuener Credit Aet; und
(1) the esumated remediation payout to customers

These tactors are mamtored each quarter and he rescives adjusted 1o reflect the tatesl daia

The Company’s bast estimate of incurred losses relatadio U I PP totalled £110.8 mullion and ££941 2 million
as 0L 31% December 2018, o 2017, rospectively In 2018, the reserve has heen incicased by £80.4 nullina
to reflect pieater than piedicted complaint volumes Other movements to the reserve wele dne to utilisation
ot'the 1eserve through customer refund prymens.

The table below shows the sensitivity of the provision to chianges 1n the principal assumptions relating to UK
Card PPl complaines (ull other assumptiatis iemaining the same),

Sensitivity
' Chunyge in Consequentiul
Actaal 10 Future assumplion  change in provision
Assiun ptios date cxpected £m
Number of complants (1) 758k J4sk *£-10k -6 7
Viis-sell Uphold rate (17 (2) 54% SH% % H-3 3
ge redress pel 6o int {1 . . .
4vet age redress pel conrplaint (1) (3) £557 £579 5% Wt 2
1§04
Nolzs
) Eachedes conplaia’s wheie no MY golicy waz held
) Irzledea complamgs w:pheld by the Cammary and cor plainrs upeald by the ¥035
{3) Fuwre avernge redrass 15 influenced by expeesed enimperahon piyments tor complants overed Sy the Censuner (Credit Act
[€)) Average wedros v influgiced by eapeeled cutnoensislon paytuents 3o complais cuvered by e Conswne: Credis Acl

FAIR VALUE MEASUREMENTS

The followmy tables display the assets measwed on (he Company's halanee sheet st far value on o
wceurning hasis as at 31¥ Decembet 2018 and 2017

31st December 2018
£000s Fair Value Measurements Using ‘Tom] Estunatcdvll? ::::
Level | Level 2 J.evel 3
Asgsels:
Visa prefeence shares — — R.156 8,156
Folul assels — — 8.156 8,156

G
(]
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NOTES TO THY. FINANCIAL STATEMENTS (continucd)
As gt 31* Deverber 2018

17. FAIR VALUE MEASUREMENTS (continued)

31st December 2017

War Value Measuremends Using 1ot Estimated Tair

£001)s Yalue
Eevel 1 Level 2 Levet3

Asscts:

Avazilable for sale invesbnents

1K government gylts 139,897 — — 139,897

Visa preference shares — — 6.679 6.679

‘Total assets 139,847 — 6,679 146.576

As 1 31% December 2018 and 2017, the Company did not hive any movements between levels of 1he far
value hieraichy tor previously existing assets. UK Government Gilts were reclassified o be measuorer ae
amortised cost upon adoption of IFRS 9 on 19 Junuaty 2018, Sec Nole 23 {or move delafs.

The Rellowmg tables reflee the fair valuc ol financial instrumenits, wihether arnol recognised ou the Company s
Balance Sheet at fair value as at 31™ December 2018 and 2017:

31st December 2018

Estimatcd Fair Value Hicrarchy

Carrying Eslimzted
£000s Amount Fair Value Level l Level 2 Level 3
Financinl Assets: :
Ciash aud cash equivalenls 44,812 44,812 44,812 . —
Pefenred cash 1,281 1,281 1,281 —
J.oans and advances W bunks 57,900 57.900 57,900 -
Finuneal asscls held a1 far value 8,156 8,156 8,156
)bl sceuntines 139,806 139,806 139,806 -
Foans und advances Lo customess 2,218,169 2,165,340 2,165,340
Trade and alher receivables 9,669 9.669 9,664 -
Einancial Liahilities:
oans and payables auatélyy  (LI41.611) — (.141,61)

315t December 2017 Estimated Eaiv Value TTievarchy

Carrying Estimated
£000s Amonnl Fair Value Level 1 lLevel 2  Leveld
Financial Asscix;
Cash and cash equivalents 71,232 71,232 71,232 — —
Deforred cash asset 1.217 1,217 — 1,217 —
F.oans and advances to banks 17,200 17,200 _— ‘I'?._L’OO —
Available-for-sals investments 116,576 146,576 139,897 — 6,679
Loans and advanees to eustomers 2.224.293 2,871,118 — — 2.17LNR
Teade and other seecivabiles 5,699 5.699 _ 5,699
Tinancial Liahilitics:
Loans and payables (L,148.213)  (1,118,913) — {1,148.913) ' —
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NOTES TO TIE FEINANCIAL STATEMENTS (continued)
As ul 31% Devember 2018

FAIR VALUE MEASUREMENTS {coniinued)

The following deseribes the valuation techniques used in estimaling Lhe fair vilue of the financial instcaments
as ut 31" Deeember 2018 and 2017, The Company applied the fair value provisions l the financial mstruments
oot Lacognized inthe Company’s balance sheet ai. Gabr vetlue, which melude loans, intetest recervable and non-
inferest heating deposils

Fiauncial Assets and Linbilities

Cash and Cash Equivalents
The carrying amounts of eash and cash equivalents approximate fan value

Deferred cash

The canyig amount of deferred eash assel is al fair value, adjusted for foreign exchange gains and Josscs
and inleaesi ncerued on the bilance. The fairvalue is calenlared as the present value of the considetation whuch
Is cgual 4o the non interest slement, and the mntevest 1s unwound over the Life of the asset

foans and udvances fo Ranhs
The catrying amount of loans and advances 10 banks approxunates fair value due to its relatively shoyt-ferm

ALLE

Debt secuyrities
Quoted prices in active markets ate used 1o measure the goverment gilts The fair value is the price thal

would he received Lo sefl the assels in an orderty transaction between maiket paclicipants au lhe measwement .

date.

Financiof assety fefd wt foir vafue

The Visu shates are anon-monctary asset and the gains and losses on fah value and loteign exchange movemeny
arg reeogmscd as Faiv Vatue doough P&L The canving value of the shaies is inewsared using unobservable
inputs.

Loans aud advances ty customers

Loans aic reported on the balance sheet at amor(ised cosl, ‘The faw value of credit card Toans is estsmated
usng 3 dsscounted cash Tow method, which is a form of the meome appiocach Discount tates are delennined
considerng rates acwhich similiar portfobios of loans would be upplied under careenteonditions and considering
Ligquidity spreads applicable to the loan pertfolio based on the sceondimy markst ‘The tair value of these credit
cavd foans excludes any vilug rclated (0 customer account relationships Due 1o the use of sismiftcant
unobsetvable mputs, credit eand loans are classificd s Level 3 under the fair value hietarchy.

Trade and nther receivables
The canying amount of trade and other 1eceivables approximales fair value due 1o ther relatively sharl term
nature,

Loans and payables
Thu ean ying, amount. ol Joany und boriowings upproximates fair value as they are cither priced lo matkelate

o1 of a relatively shorf 1erm nauee
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NOTES TO THE FINANCIAL STATEMENTS {continued)
As ul 31" Decomber 2018

18. ¥INANCTAL INSTRUMENT RISK

The Company™s financiul instruments comprise bortowmgs 1o finance s gperations, cash deposis, short term
debl secunities, oans and advances to customers.

The ruun risks i smg from the Company’s financial instruments ate maiket risk, tiquidity risk and credit
risk. The Compauy's Board of Durectors 1s responsibie for rnomtoring ind conteol achivilies for mirket risk,
Liguidity and wholesale credi mattery, the Boasd of Dirceuns has delepgated these responsibilities to the
Company’s Chiet Credit Ofiicer for tetail credit matters. The company’s nsk 15 concentrated in o single
geographicul wrey, bewy the UK

Credit Risk

Credut risk is the nisk that the Company will suflr loss it the evenl of 4 deliult by a customer ot bank

counterparly. A default ocewrs when the cosfomer or hank fails to hanow repayments as they fait due Futher
etails on calculation of the allowance for expected ctedit losses are disclosad within Note 1 and Note 10

‘The quality ol all lending 15 monitered and measured using posttolio management tools and proactive quality
assurance measures These ave supplemented with credit risk refated management informadion  The acrears
minagemenl process cnsures that the impact of delinquent toans on the Company’s performance is mmimised.
Wholesale lending and countaiparly credit exposure 1s tightly controficd with speci(ic lirmits applied to
counterparlies depending an an merpal assessmeny of thein eredit quality, Any investment activity undertaken
by the Company is limited to instruments authorised by the Company’s Board of Directors

‘The falfwing 1able presents the eredit quality of the loan portfolie based on number of days past duz

315t Deccruber 2018 3ist December 2017
Stage } Stage 2 Stage 3 Stage |+ Stage 2 Stage 3
£000%s Louans Loans L.oans I'ntal J.oans l.nans T.oans Tolul

Curvent 1932071 277,637 18222 222745 1.949,031 292374 (L3RI 2,233,306
3059 days

past due - 24,023 8147 32,170 23,661 6,193 29,834
60-89 days

pist due - 20,796 7.994 28,790 18,836 6,561 25417
90+ duys :

past due — 56,075 36,075 51,098 S1,098
“Total 1,932,074 322,456 90,448 2,344,978 1,949,05) 34,390 75,734 2,339,675

* Fon youn compinehives 1estuled due 1o counpe 1ip melhudalngy

The maximum cxposure 1o enxdit sk at the balance sheet date was £2 345.0 million and £2,339.7 million,
respeetively, as at 314 December 2018 and 317 December 2047,

Liguidily Risk

] iqmdivy risk 1s the rvisk that that the Company wilt not be able to meet 1ts future [inancial obligahions us
they fall due, or Lo investin fuswe assel growth because of un inahility 1o obtain funds at a reasonable price
wilhin a reasanahke Lime peeiod

K is Company policy to ensure that resources are always avanlable to meet the Company’s oblysations as they
falldue Thedsvelopmenl, implementatinnanil snonitaring althis poficy ssthe responsibility of the Company’s
Board ul Dncetors. The exposwie Is managed by holdsme a liquid asset partfolio and the Company his aceess
to significant parental commied facilibes
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NOTES TO THE FINANCIAL STATEMENTS {cositinucd)
Ag at 31 becember 2018

FINANCIAL INSTRUMENT RISK (confinued)

The Company 1s a tegistered Authotised Payment Institution and 15 not iequiced 1o hold a hquudity baffer by
s regulators, bul management chooses 10 hold g liquidity bulfer bused on bistorical and gapected Luture
performance of the toan book. This liquidity buffer is revicwed twice a year by the UK Financal Conlroller,

Market Risk

Macket msk is the tisk posced to eaiings o the econotnic value of cauuty resndling from clhanges m aierest
rates or toreign exchange jates (markel rates). As the Company does not cany out any proprietaly trading
achvaty and does not spligiis business between banking and a tradmyg boek, the Company s maskel sk aeses
primarily trom mismatches occuerring i the organic growth of its batance sheet. Managemenc of market risk
15 the responsibafng of the Company’s Board af 1Jireclors god is monrtored through rigoroas guantitication
and reporting.

SHARE CAPITAL
20138 2018 2017 2017
Numher £2°000 Numbher £'00n
of shares of shares
Issued, allotted and fully paid
Ordinary shares of £1 each 434,153,105 434,153 434133108 434153
B shaces of £i cach 50.660.000 500400 50.000,000 50,000

484,153,105 484,153 484.153.108 484153

‘I'he Ordinary and B shares tank pan passu 1 all iespeets except for voling rights, whuiebs B shares held no
entitlement to attend, speak o1 vote at any general meetings of the Company There wete 600 nutlion Gidinary
shares angd 320 million B shares aulhorssed a¢ 315 Deeember 2018 wnd 2037

COMMITMENTS

Operating leasc commitments _ 2018 2017
1.and and Laund and
buildings huildings
Tuture lease payments payable: £000 £000
Within 1 year 4.000 4 000
between T and S yeats » 9.569 8,055
over 5 years 11.516 14178
25,085 26,233

37
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NOTES TO THE FINANCIAL STATEMENTS (ventinucd)
Asat 31" Decemher 2018

DIRECTORS’ EMOLUMENTS AND TRANSACTIONS

The amount of emoluients paid to the Duectois 1y respect of services as Dnectas of the Company is

2018 2017
£000 £000
(Restatad)*
Aggregate emolunmenis 2,928 3.000
Aggregate pénsiml contributions 45 52

S pmstntmEnl g et yea® compaatiye dic 18 cdiangs mheatogrd of

T'hie toiaf eemuneration of the highest paid Dircetoy wis £780,000 (2017 £846,00) The amount of Company
conttibutions paid to the pension scheme on behalf of the highest paid [heector was £011 (2017 Eal) No
Direclors exeicrsed share opuons i the Carporalton in the year (207 Nil} Two Duectors who served dwring
the year were membeis of the Capital One Master Trust Pension Scheme (2017 1hree) During 2018 £233,000
(2017: £265,000) was payable to Directors tor compensation for loss of office

The number and total amount outstanding of laans to Picectors, connected petsons and officers as at 31%
December 2018 were s1x loans (2017: tive (oans) and £7,999 (2017: £9.465) tespectively Lepresenting balances
held on personal Capita) One creditcaeds at the year end, The wenns and conditions of these credil cand loans
are cither consistent winch the terms aud condihons on ¢ards available to Capital One customais or are
comsssient with the wams and conditions with eredit cards that were avaifuble o all slaflat the poinl i time
that the cards were opened The only differentiation i the card charvacteristic 1s the crvedit [imit which s
defeymined by role leve! “Uhe mitximum credid fiond ss no lngha than the maximum ciedit init offered to
Capital One custoiners The balasices vary during the year and ase settled by the Dietars as they fall due in
accordance with Uhe eims and conditions of the card. Similily, any uterast acciued on the cand ts repayable
in accardancs with the terms and conditions of the canl.

PARENT UNDERTAKING AND CONTROLLING PARTY

The Company s nmmediate prend compirny and immedinle conlafling party is Capital One d loldings Limsted,
a company mcorporated in England and Wales. The Company®s ultimate parent company and uiticnate
conbolling pasty 15 Cumtal One Fumuncial Corpovation, which 1s incorporated in the United States of America
The consolidated financial stalements of Capital One Financial Corporation, which include the Compiay, arc
available tiom the Company’s registered otfice; 1680 Capital One Drive, Mcl.can, Viiginia, 22102
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NOTES TO TIIE FINANCIAL STATEMENTS (continucd)
As at 319 December 2018

23. ADOFTION OF IFRS Y

(n applying the 1¥RS 9 classification 1ecquitements o1 Anaueal instrumens a business model assessment was
performed followad by an evaluation of the contractual cash flow characteristics ‘The business model
assessment determined how cash flows will be gencrated ‘FThe ussassmenl led o sume re-classifications of
financiat assets upon adaption of 1FRS 9. The eontiactual ash flows evaluatron distinguishied whethe: cash
weepls were sofely paymen(s of princpal and nleresi (“SPPL7) on the amount oufstanding

Classification and measarement of finnncial instruments opening balances as at 1* Tanuary 2618

IAS 39 £'000 IFRS 9 £400
Mcasurement Carrying Measurement Carrying
Calepory Amourl Category Awmount
Debi instrumenty
Cash snl cash cquivalenis Amuorlised Cost 71,232 [Amurtised Cost 71,232
Deteried cash asset Amortised Cost 1,217 |Amortised Cost 1217
Loans and advances to
customers Amontised Cost 2,224,293 | Amortised Cost 2.216 021
Tai value
Guovernmenl piles through I&|.. 139,897 | Amortised Cost 139.897
Amounts owed by group |
undertikonis Awmoriised Cost 3,538  Amortised Cost 3.53%
Other debtory Ainortised Cost 2,161 [Amorlised Cost 2,161
“tPrepayments and acerued :
tmeome: : Amoeitised Cost 32,974 |Amorhiscd Cost 32,974
Loans and ddvances to banks [Amortised Cost 17,200 |Amorlised Cos 17,200
Equity instroments
Fair value Fair value
Visa Shares through OC1 6,679 lthrongh P&I. 6,679

There weie no changes in the classificatron and measurement of Ginancial lighihies

D LT .
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NOTES TO THE FINANCIAL STATEMENTS {continucd)
As at 31¥ Decembar 28

23. ADOPTION OF IFRS 9 (conlinucd)
Reconciliation of statement of financial position balances

‘I'he following table tecanciles the cariying amount of financial assers from (heir previous measarement
category in accordance with LAS 39 to then new measurement categories upon transition to ITFRS 9 on 1¥
Javuary 2008

31 December 20017 Reclussilicalion or | dapunary 2018
£'000 Opcening Balance Remcasurement Closing Balanec

Amortiscd cost

Loans and advances to customers

Opening balance under 1IAS 39 2,224 293

Remeasurement: ECI. allowiunce {8,272)

Closing balance under TFRS © 2.216.021
Deferred tax assct

Opening balance _ 6,743

Remeaswement: 1NCL sllawance 1,330

Closing balance R.073

Available lor sale investments- Government Gills

Opemny, balance utder IAS 39 :

Reclassificaton from FVTPL 139.897

Closing balance under IFRS © 139.897

Cash and cash cquivalents ‘
© Opening balanee under LAS 39 and

closing balance undey TFRS 9

Deferved Cash Assct

~4
—
ey
o3

2 — 71.232

Opening balunee under LAS 39 and
closing balance under 1IFRS 9 1.217 — 1217

Amounts owed by group undertakings

Opemny balance under IAS 39 and

elosing bulanee under IFRS 9 3.538 — 3.538
(ther deblors

Opemng batance under LAS 39 gnd

closing bakunee under IFRS 9 2,161 © - 2,161
Prepayments and acerued income

Opentyr balance under LAS 3% and

closing balsnee snder IFRS B 32,974 <o 32,974
Joang and advances to banhs '

Qpening balance unde) 1AS 3% wixl
closing balanee undir IFRS Y 17.200 17,200

Total financial assels at amortived
205t 2,359,358 132,955 2,492,313

4%
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NOTES TO THE FINANCIAL STATEMENTS (continucd)
As al 31* December 2018

23. ADOPTION OF1FRS 9 (continued)

31 December 2017 Reclassification or 1 January 2018
£'00u Opening Balance Remeasurement Closing Balance

Yair Valuc through Peolid and Loss

Visn Shares

Opening balance under 1AS 39 —

Reclassification from FVOCT 6,679

Closing bidance undee IFRS 9 6,679
Availablc for sale investments - Government Gilts

Openitg balance under TAS 39 (39,807

Rectussilication 10 amorlised cost (139,897)

Closing balance under IFRS 9

Total financial asscts at FVTPL 139,897 (133,218) 6,679

Fair Value through Other Compreliensive [ncome

Available for salc investments - Visa Shares

Opening bafance under 1AS 39 6.679 ,
Reclassiltcation: 1o FVITPL {0,679) —
Closing balance under IFRS 9

Total financial assets at TYOCT 6,679 — —

Re~measurcmeint of loans and advances to customers

IFRS 9 replices he wcuned loss model 1 1AS 39 wilh an expected credil loss model which recognises
credin Insses cavlier than 1AS 39 1KRS 9 has impacted the earving vizlue of the loan and advaances 1o
customers throuigh the te-measurement of the impairment Fo1 further details on how the Company
citleulles rapiwerent eequuencnis of IFRS 9, see Allowance /o Fapocied Credil Losses m Note 9

Dcbt Sceurities- Government gilts

The UK Government Giles held by the Company passed the SPPEIest and weres ideatified as ‘Hold o Colleet
tInder [FRS 9, financial assets managed to realize contiactual cash flows over the life of the instrument should
be measured atamortized cost Therelore, lhe LUK Governmeni Gills weieieclassified as measured al amortised
cost as al st lanuary 2018 ‘Thas did not smpact the earrving vafue of the asse

Yisa Shares

Thz VISA preferied series shares are an equity instrument and were therefoie out of scope of the SPPT test
and busmess maodel assessiment The Company his nol taken the option to, upon transition, measure the Visa
preleence shiaes a fair value through other comprehensive income, but wall aeeouns fut them as Lar value
throtegh protit o1 loss Thus 1s a 1eclassification upon tiansition but did not unpact the carrving value of the
asset.

Tn the priot vear Government Giits and Visa Shares were classified as avadlable fo1 sale mvestinents

11



